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Executive Summary 
 
 
Overview: Budget Deficits Return Despite Record Revenues.   California continues to set new 
records for revenue each year, but with Democrats solely in control of the state budget, deficits are now 
set to return.  The Governor’s January budget projects a deficit of $1.6 billion General Fund in both 
2016-17 and 2017-18.  To address this gap, the Governor proposes $3.2 billion in spending 
adjustments over a two-year period.  This is generally the appropriate overall approach to address this 
deficit, but some reductions should be targeted better to avoid harming the middle class.  Under the 
Governor’s proposal, California’s budget would be only precariously balanced in future years, as shown 
in the chart, despite the proposed spending changes and the enactment of higher taxes in 2019 
through Proposition 55.  Additional steps to restrain spending and shore up the reserve would be 
prudent to guard against a slowing economy or possible federal policy changes.   

 

 
 

 
Revenues Hit Record Highs.  The budget adjusts the growth of revenues downward in the current 
year by $1.7 billion General Fund compared to the enacted budget.  Despite this revision, General 
Fund revenue would still grow each year and reach $125.2 billion in 2017-18, a record high that 
exceeds the 2016 Budget Act by $3.2 billion and 2.7 percent.  General Fund revenue is projected to 
grow 3.9 percent annually through 2020-21.  
 
Spending Growth Creates Deficit.  Overall General Fund spending would still reach a record 
$122.8 billion in the current year, even after the Governor’s proposed adjustments, and would remain 
virtually constant at $122.5 billion in 2017-18.  Although Senate Republicans cautioned against 
spending beyond our means, billions of dollars in recent long-term spending commitments made by 
Sacramento Democrats have returned California to a deficit situation. 
 
Proposed Solutions Revise Spending.  The Governor proposes $3.2 billion in spending revisions to 
address the deficit, including:     

 $1.7 billion to adjust Proposition 98 education spending down to the constitutionally guaranteed 
level. Education spending would still grow year-over-year.   

 $907 million to reduce or forego one-time spending included in the 2016 Budget Act, including 
$400 million for affordable housing and $300 million for Sacramento office buildings.  
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 $553 million in other spending reductions, including pausing rate increases for child care and 
phasing out certain scholarships for the middle class.  

Although reining in spending is the appropriate overall approach to closing the gap, Senate 
Republicans believe that priorities like child care and middle class scholarships could be maintained if 
spending adjustments are targeted at other, faster growing areas of state spending.  
 
Rainy Day Reserve Fund Grows.  The state’s Rainy Day Fund (Proposition 2 of 2014) would grow to 
$7.9 billion by the end of 2017-18, or 6.3 percent of General Fund revenue. The budget largely 
maintains the extra deposit of $2 billion authorized in the enacted budget (adjusted slightly down to 
$1.8 billion) and would deposit $1.15 billion into the Rainy Day Fund in 2017-18 based on the 
constitutional formula.  This progress is commendable, though the reserve is likely inadequate given 
the magnitude of California’s potential revenue swings.   
 
Federal Funds Assumed to Continue.  The Governor’s budget for 2017-18 does not include any 
adjustments to plan for possible reductions in federal funding to California in future years. While the 
federal government has yet to enact any changes, the $19 billion received for the optional expansion of 
Medi-Cal to adults is likely to be most at risk.  Senate Republicans believe that California should 
engage constructively with its federal partners to ensure our residents’ needs are met.   
 
Current Year Deficit in Medi-Cal.   General Fund expenditures in the Medi-Cal program are 
$1.9 billion higher than the 2016 Budget Act. The Administration attributes this deficit largely to a 
one-time payment of drug rebates to the federal government and a miscalculation of costs related to 
the Coordinated Care Initiative (CCI), a pilot in seven counties for low-income elderly adults and people 
with disabilities (dually eligible in Medi-Cal and Medicare).  The Administration also finds that previously 
assumed savings have not appeared for the CCI, and is proposing to end the program (though the 
related Cal-MediConnect program would continue).  
 
Transportation Tax Plan.  The budget includes $4.3 billion for transportation infrastructure, funded by 
increased taxes and fees on motorists and largely similar to the Governor’s 2015 proposal.  Senate 
Republicans agree that California’s transportation infrastructure needs to be repaired, but with 
California motorists already paying the highest gas prices in the continental United States, raising gas 
taxes would add to an already-high burden.  
 
Cap and Trade Approval Proposed.  The Governor’s budget proposes to spend $2.2 billion from Cap 
and Trade revenues on various programs such as high-speed rail, housing, and transit as well as other 
new and continuing programs.  This funding will be allocated only upon legislative approval of the 
Governor’s 2/3 vote tax proposal to extend the Cap and Trade program beyond 2020.  This would allow 
the Cap and Trade revenues to be spent on any state program regardless of whether those programs 
reduced greenhouse gas emissions.  
 
Proposition 98 Education Funding Grows.  Proposition 98 funding for K-14 education would grow by 
$4.8 billion over three years, slowing by $1.7 billion from the 2016 Budget Act level due to lower-than-
expected revenue growth.  Revised total Proposition 98 expenditures (including local funds) are 
$68.7 billion in 2015-16, $71.4 billion in 2016-17, and $73.5 billion in 2017-18.  K-12 per-pupil spending 
would approach $11,000.  
 
Higher Education.  The budget increases base funding for the University of California by about 
$131 million (including $50 million in tobacco tax funding earmarked for graduate medical students), to 
over $3.5 billion, and for California State University by about $157 million, to almost $3.7 billion.  Both 
UC and CSU have expressed interest in increasing tuition, but the Governor’s proposal assumes flat 
tuition for both systems.   
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Affordable Housing.  In order to close the deficit, the budget eliminates the $400 million set-aside for 
affordable housing that was included in the 2016 Budget Act. Although the Governor does not include a 
plan for increasing the housing supply in California, the budget outlines guiding principles that include 
avoiding use of General Fund for any possible subsidies, reducing the per-unit price, streamlining 
housing construction, and incentivizing local jurisdictions to meet housing goals with funding and other 
regulatory benefits. 

 
Significant Raises for State Employees.  The Governor has recently negotiated generous contracts 
for state employees that provide pay raises between 8 percent and 27 percent over the contract period.  
These raises come as many working families struggle to find good-paying jobs.  These new contracts, 
along with existing agreements, will increase state spending on employee compensation by $1.1 billion 
($602 million General Fund) in the 2017-18 budget. 
 
Pension and Retiree Health Costs Continue to Climb.  State spending on retiree health and pension 
obligations continues to outpace almost any other area of the budget.  The Governor’s budget provides 
$10.8 billion in spending for pension and retiree health in the 2017-18 budget, an increase of 
11 percent over spending in last year’s budget.  By the 2020-21 budget, costs for pension and retiree 
health are on pace to exceed $12.5 billion, partly due to CalPERS’ recent decision to adjust its earnings 
forecast. 
 
Early Prison Releases Loom as Proposition 57 Implementation Begins.  The budget reflects a plan 
to implement Proposition 57 (2016), which expanded parole eligibility and sentence credit earning 
opportunities for state prison inmates.  The Administration projects a decrease in the number of 
inmates, largely from an expansion of sentence credits being developed under the ballot initiative.  To 
the extent expanded credits are truly earned, this proposal could have merit, but some parts of the 
Governor’s plan are questionable. 



5 

Revenues and Reserves 
 
Summary of Key Points 
 
 The Governor’s budget estimates that tax revenues are growing more slowly than previously 

expected, but revenues will continue to grow each year and set new record highs.   

 California’s volatile revenues are difficult to predict, and the Legislative Analyst’s Office differs 
significantly from the Governor’s budget in its forecasts.  

 The Rainy Day Fund reserve would grow to $7.9 billion under the Governor’s proposal, but at only 
6.3 percent of revenue, this would provide scant protection from even a mild recession, which could 
lower revenue by $20 billion.  

 The November election results will affect state and local revenues significantly, including by raising 
tobacco taxes, marijuana taxes, and local sales taxes.     

 
Revenues 
 
Revenues Still Reaching Record Highs.  The 2017-18 Governor's Budget projects total General 
Fund revenues and transfers of $121.9 billion in 2016-17, increasing to $125.2 billion in 2017-18, a new 
record high.  The revised revenue estimates represent a decrease of $5.8 billion cumulatively 
compared to the 2016 Budget Act, but revenues would still grow by 3.9 percent in 2016-17 and by 
2.7 percent in 2017-18.  These revenues continue to include about $7 billion annually that result from 
Proposition 30 tax increases.  
 
The chart below shows this revised scenario: the Governor’s budget projects that revenues are 
“softening” from 2016 Budget Act projections, but significant annual increases are still projected through 
2019-20.  Overall General Fund growth has averaged more than five percent since the 2012 Budget 
Act.  Additionally, the budget projects General Fund revenues for 2017-18 to be about $22.6 billion 
higher (22 percent) than the pre-recession revenue peak of $102.6 billion in 2007-08.  It is clear the 
state does not have a revenue problem (though the same cannot be said for the expenditure side of the 
equation). 
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Legislative Analyst Offers Different Estimates.  The state continues to rely significantly on highly 
volatile personal income tax (PIT) growth that is linked to changes in capital gains income.  Capital 
gains alone would account for 9 percent of General Fund revenues.  Incomes from the top 1 percent of 
PIT tax filers, who currently pay about 40 percent of all PIT, are particularly volatile.  These factors 
make it particularly difficult to forecast California’s revenue.   

 
The Legislative Analyst’s Office (LAO) recently estimated revenues to be significantly different from the 
Department of Finance (Finance).  As shown in the chart below, the LAO has projected revenue to 
exceed the Governor’s forecast by several billion dollars annually beginning in 2017-18.  The LAO 
estimates typically differ from the Finance estimates by four to five percentage points, which can 
significantly affect the state’s surplus or deficit, and the LAO has indicated it believes that Finance’s 
personal income tax estimate is too low.  However, the LAO also forecasted an example “recession” 
scenario, which, as seen in the chart, would result in revenues below the Governor’s forecast.   The 
LAO and Finance agree that a change in California’s economic health would dramatically affect 
revenue.  Finance estimates that even a mild recession could reduce revenue by $20 billion annually.  

 

 
 
 
Personal Income Tax Grows More Slowly.  The Governor’s budget includes personal income tax 
(PIT) revenues of $85.9 billion in 2017-18, which equate to about 68 percent of total General Fund 
revenues.  The budget estimates a $2.2 billion decrease compared to the 2016 Budget Act over the 
three-year period from 2015-16 to 2017-18, which is being driven by lower capital gains forecasts and 
lower tax receipts from wages.  The chart below reflects this downward adjustment, but even so, 
significant year-over-year increases continue.  Annual PIT growth is projected to be about 4.3 percent 
annually through 2020-21. 
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Rainy Day Reserve 
 
Rainy Day Fund (RDF) Would Grow, Though Still Inadequate.  Proposition 2 (2012) established a 
constitutional reserve target of 10 percent for the RDF.  In the 2016-17 budget, the Governor sought 
and obtained approval to make an extra $2 billion deposit into the RDF.  The Governor’s revised budget 
would maintain that additional deposit, though the amount would adjust downward to $1.8 billion to 
account for the lowered revenue estimates.  For 2017-18, the Governor proposes to make the minimum 
required deposit of about $1.2 billion to the RDF, which would bring the balance to $7.9 billion, or 
6.3 percent of General Fund revenue.   
 
In addition to the RDF, the Governor’s budget proposes to finish 2017-18 with an unrestricted reserve 
of nearly $1.6 billion General Fund.  Combined with the RDF, this would bring the total reserve to 
$9.5 billion, or 7.5 percent of General Fund revenue.  
 
Senate Republicans applaud the Governor for maintaining the extra deposit to the RDF in the current 
year. The revenue volatility exhibited by fast-changing revenue estimates means that a healthy reserve 
is all the more important to avoid significant reductions to core state programs.  However, despite the 
progress made so far, the combined reserve of 7.5 percent offers little protection compared to the 
potential magnitude of revenue downturns, which the Department of Finance has estimated could reach 
$20 billion in a mild recession.  Also, Proposition 2 limits the withdrawal from the RDF to half the 
balance available in the first year the funds are needed (in order to avoid using the entire balance in 
one year).  This means that an even larger reserve would be prudent to address the shortfall in any one 
year.  
 
Election Raised Both State and Local Taxes 
 

Higher Personal Income Taxes Will Continue.  The higher PIT rates established first by Proposition 
30 in 2012 (ranging from 10.3 percent to 12.3 percent) will continue past 2018 due to the newly enacted 
Proposition 55.  As shown in the PIT chart above, the Governor’s budget projects that higher tax rates 
resulting from Proposition 55 will increase PIT revenue beginning in 2018-19.  
 
Cigarette Tax: Proposition 56 Increasing Revenues.  Proposition 56, approved by voters in 
November 2016, raises tax on cigarettes from $0.87 per pack to $2.87 per pack.  Taxes would be 
imposed on electronic cigarettes as well. For 2017-18 projected revenues will grow to $2.1 billion, up 
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from $1.1 billion for 2016-17. Revenues would be used to backfill losses from decreased tobacco use 
and would fund Medi-Cal services and other tobacco and cancer-related research, as discussed under 
Health on page 22. 
 
Marijuana Taxes Not Reflected.  Under Proposition 64, the state will regulate recreational marijuana 
businesses and tax the growing ($9.25 per ounce of dried flower; $2.75 per ounce of dried leaves) and 
selling (15 percent excise tax) of marijuana.  Proposition 64 exempts medical marijuana from existing 
state and local sales taxes.     
 
The LAO previously estimated that state and local taxes could eventually range from the high hundreds 
of millions of dollars to over $1 billion annually.  The funds must be spent for specific purposes such as 
youth programs, environmental protection, law enforcement, regulatory administration, community 
reinvestment grant programs, and research studies.  However, the timeframe in which those revenues 
will actually begin is unclear, and the Governor’s budget does not yet include any estimates for 
marijuana taxes or the associated programmatic spending.  Cannabis regulation is discussed under 
Statewide Issues on page 49.  
 
Many Local Sales Tax Rates Will Increase Later in the Year.  In the November 2016 election, voters 
in many parts of California passed local measures that will increase sales tax rates later in 2017.  As a 
result, California’s average sales and use tax (SUT) rate will increase to roughly 8.5 percent, and the 
state’s highest SUT rate will increase to 10.25 percent, despite the expiration of Proposition 30’s 
quarter cent sales tax on January 1, 2017. The lowest rate will remain 7.25 percent. 
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Expenditures 
 
The 2017-18 Governor's Budget proposes revised General Fund expenditures of $122.8 billion in 
2016-17 and projected General Fund expenditures of $122.5 billion in 2017-18.  The table below 
summarizes this spending by government agency (after accounting for the Governor’s proposed 
spending adjustments).  As shown, proposed spending for 2017-18 is virtually unchanged overall 
compared to the 2016 Budget Act.  
 

Agency

Budget Act

2016-17

Revised 

2016-17

Governor's 

Budget

2017-18

Year over Year 

Change from 

Budget Act

Legislative, Judicial, Executive $3,513 $3,500 $3,322 -$191

Business, Consumer Services, Housing $877 $493 $388 -$489

Transportation $237 $225 $243 $6

Natural Resources $2,819 $3,110 $2,811 -$8

Environmental Protection $88 $90 $89 $1

Health and Human Services $33,240 $35,263 $33,994 $754

Corrections and Rehabilitation $10,571 $10,889 $11,088 $517

K-12 Education $51,277 $50,589 $52,169 $892

Higher Education $14,531 $14,527 $14,627 $96

Labor and Workforce Development $176 $177 $122 -$54

Government Operations $1,756 $1,772 $741 -$1,015

General Government/Other $3,383 $2,126 $2,926 -$457

Total, General Fund Expenditures $122,468 $122,761 $122,520 $52

Percentage Increase from 2016 Budget Act 0.2% 0.0%

General Fund Expenditures by Agency

(Dollars in Millions)

 
 
 
Total Spending Rises Despite General Fund Reductions.  While the General Fund typically 
dominates budget discussions, federal and other funds play a much more significant role today than in 
past decades.  As shown in the table below, the General Fund now accounts for only about 43 percent 
of total spending.  The growth in spending by special funds and federal funds mean that, despite the 
Governor’s proposed General Fund spending adjustments, total spending from all sources would 
actually increase in 2016-17 relative to the 2016 Budget Act by $16 billion (6.0 percent) to nearly 
$283 billion.   
 

 



10 

The bulk of these significant increases in special and federal funds are found in health programs, in part 
due to enacted ballot measures.  Spending related to the hospital quality assurance fee, which 
Proposition 52 extends, is budgeted to rise by over $1 billion in 2016-17 compared to the enacted 
budget.  Proposition 56 is budgeted to increase special fund spending by about $1.7 billion in 2017-18, 
as summarized in the table below.   
 

 
Source: Department of Finance 

 
As discussed further under Health on page 22, the Governor has proposed to use most of these funds 
for the Medi-Cal program, though there is a question regarding whether the specific proposed use of 
the funds complies with the restrictions of the proposition.  
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Addressing the Deficit 
 
Budget Deficits Return Despite Record Revenues.  The Governor’s budget projects deficits that 
would reach $1.6 billion General Fund each in 2016-17 and 2017-18, absent corrective action, and 
would rise to a cumulative deficit of almost $5 billion by 2020-21.  Operating deficits reaching $2 billion 
annually would continue without budgetary actions.    
 
True Deficit Even Higher.  The Administration argues that the deficit would be billions worse if not for 
the passage of Proposition 52 (hospital fee), Proposition 56 (tobacco tax), and Proposition 57 (prison 
reform).  Read another way, the deficit created by Democrats’ spending decisions last June is a larger 
problem than the “official” deficit the Governor has identified, which already counts $1.4 billion in 
savings from ballot measures.  This masks the true extent of the problem.  However, there are 
significant questions as to whether the Governor’s proposed use of tobacco tax revenues complies with 
Proposition 56’s requirements.  If tobacco taxes must be used in some other way, such as increasing 
Medi-Cal spending beyond the budgeted level, the deficit that must be addressed would grow.  
 
Recent Spending Increases Lead to Deficits.  The Administration cites higher one-time costs of 
$1.8 billion in Medi-Cal as a main cause of the deficits, but these are only part of the problem.  The 
larger problem is that billions in new spending recently enacted by Sacramento Democrats are 
creating on-going structural budget problems, despite record-high revenues.  Senate 
Republicans have warned for several years that this would occur, and unfortunately, it is now coming to 
pass.  In 2012, California voters were told that tax increases were necessary to avoid reductions to 
education spending, and voters approved Proposition 30 taxes.  However, rather than merely 
maintaining and growing education spending, Sacramento Democrats launched new programs and 
major expansions that are now the largest factor in creating the budget deficit.  The table below lists 
several examples of these discretionary spending decisions that combine to add nearly $3.0 billion in 
General Fund spending in 2017-18, and several of these will continue to grow substantially in the next 
several years.  
 

Dollars in Millions

Program

Year 

Enacted

2017-18 

Cost

Annual Cost 

Upon Full 

Implementation

Optional Adult Medi-Cal Expansion (1) 2013 $902 $2,211

State Employee Contract Increases 2016 $655 $1,430

Shift In-Home Supportive Services County 

  Share-of-Cost to Maintenance of Effort

2012 $626 (2) 

Statewide Minimum Wage to $15 2016 $330 $3,600

Full Medi-Cal Benefits for Undocumented Children 2015 $279 $300

CalWORKs Maximum Family Grant  Repeal 2016 $198 $200

  Total $2,990 $7,741

(1) 2017-18 amount is net of $1.7 billion in costs and $792 million recovered from counties. 

Major Recent General Fund Spending Decisions

(2) Proposed for repeal in 2017-18 Governor's Budget.
 

 
 
Governor’s Solutions Restrain Spending Growth.  The Governor proposes a solutions package of 
$3.2 billion in spending revisions over two years to address the deficit, as listed in the table below. (A 
full list of the Governor’s proposals is shown in the Appendix on page 54. 
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General Fund Solutions in 2017-18 Governor's Budget

(Dollars in Millions)

Department Spending Adjustment 2016-17 2017-18 2018-19 2019-20 2020-21

Department of Education
Adjust Proposition 98 to Reflect Minimum 

Guarantee
$1,054 $641 $660 $683 $705

Department of Housing and 

Community Development

Eliminate affordable housing funding not 

authorized due to lack of "By Right" 

reform

$400 $0 $0 $0 $0

Various Avoidance of various new proposals* $0 $329 $127 $276 $286

Department of General Services
Cancel 2nd year of funds for Sacramento 

office buildings
$0 $300 $0 $0 $0

Department of Education Pause Child Care Rate Augmentations $0 $104 $139 $76 $46

California Health Facilities 

Financing Authority

Eliminate Community Infrastructure 

Grants
$68 $0 $0 $0 $0

Social Services
Eliminate Funding for Housing and 

Disability Income Advocacy Program
$44 $1 $1 $0 $0

California Student Aid 

Commission

Make Middle Class Scholarship Awards 

to Renewal Students Only
$0 $36 $65 $83 $109

Office of Statewide Health 

Planning and Development

Elimination of Health Care Workforce 

Augmentation 
$33 $33 $33 $0 $0

Various Other $31 $82 $0 $0 $0

$1,630 $1,525 $1,025 $1,118 $1,146

* Details not provided by Department of Finance at time of publication.

Total 

 
 
 
Spending Solutions Should Be Better Targeted.  Given the rapid growth in spending in recent years, 
Senate Republicans believe that reining in spending is the appropriate overall approach to closing the 
gap.  Several of the Governor’s solutions are not actual spending reductions at all – the $400 million for 
affordable housing was never spent because the Legislature did not enact “by right” housing reforms 
that would have released those funds.  Also, the adjustments to Proposition 98, driven by the 
constitutional formula, lower the rate of growth, but funding will still increase each year.  Solutions that 
merely avoid spending increases should have minimal impact.  However, reductions to programs 
like middle class scholarships could be maintained if adjustments are targeted at other, faster 
growing areas of state spending.  For example, the Governor’s budget includes an additional 
$602 million General Fund for employee pay raises and benefits, the latest in a string of recent 
increases.  Simply avoiding some of these planned increases – without actually reducing compensation 
– could allow the state to maintain its middle class scholarship program. 

Budget Precariously Balanced in Future Years.  Following massive spending increases enacted by 
Sacramento Democrats, California once again faces a future of precariously balanced budgets.  As the 
chart below demonstrates, California’s projected revenues will barely cover its high expenses on an 
annual basis, even with the Governor’s proposed spending adjustments and the extension of higher 
income taxes beginning in 2019 under Proposition 55.  Though the Rainy Day Fund will help mitigate 
possible problems created by lower tax revenues or lower federal funding, the margin for error is 
extremely narrow.     
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Federal Funds 
 
Federal Funds Now a Major Budget Question.  The election of Donald Trump creates the strong 
possibility that California will see significant changes to the amount or type of federal funding it currently 
receives.  The Governor’s 2017-18 state budget proposal includes $105 billion in federal funds, or 37 
percent of the overall budget of $284 billion.  The program areas that receive these funds are shown in 
the table below.  The federal government appears unlikely to reduce the majority of these funds, but 
federal health reform programs present the greatest risk for funding reductions.  On the other hand, the 
potential repeal of various regulations and mandates established by the Obama administration could 
result in substantial savings to California.  Senate Republicans believe that California should 
engage constructively with its federal partners to ensure that our residents’ needs are met, 
rather than seeking confrontation and assuming the worst.   

 
Federal Funds by Area with Key Departments

Dollars in Billions  

Fed. Funds as

Budget % of Total $ in

2017-18 Dept. Budget Key Uses of Federal Funds Comments & Matching Requirements

Health and Human Services $78.1 57%

   Includes these key departments:

   Health Care Services (mostly Medi-Cal) 67.4 67% Medi-Cal adult expansion funds ($19B) are 

highest risk for federal reduction.

Feds pay 50% - 67% of total costs historically 

but 90% for adult expansion population

   Social Services 7.5 48% CalWORKs ($3.2B), CalFresh Some General Fund match for CalWORKS

   Public Health 1.7 60% Women, Infants, & Children (WIC - food 

assistance $1.1B); AIDS Drug Assistance

No matching needed for WIC; some non-

General Fund used for ADAP match.

K-12 Education (Dept. of Education) 7.5 14% Schools meals ($2.7B), Low-income schools 

($1.9B), Special Education ($1.2B), Child Care

School meals reimbursed on per-meal basis.  

Some programs have match requirements. 

 
Higher Education 5.2 12%

   Includes these key departments:

   University of California 3.8 12% Research, financial aid Some programs require local matching funds. 

   California State University 1.4 14% Financial aid Some programs require local matching funds. 

Labor and Workforce Development 6.8 89%

   Includes these key departments:

   Employment Development Department 6.7 96% Unemployment insurance ($6.3B), workforce 

investment

Workforce funds may have matching 

requirements

Transportation 5.0 30%

   Includes these key departments:

   Department of Transportation 5.0 51% Local infrastructure ($2.0B), state highway 

repairs ($1.7B), CalTrans projects ($1.2B), 

highway maintenance, transit

Typically require state or local match.

   High-Speed Rail Authority 0.0 0% CA previously awarded $3.5B, which must be 

spent by certain deadlines.  $2.1B spent so far. 

No federal dollars are allocated for 2017-18.

Legislative, Judicial and Executive 1.2 15%

   Includes these key departments:

   Cal. Office of Emergency Services 1.0 77% Homeland security, disaster recovery, fire 

management assistance

State match of 20% - 25% for Fire 

Management and Crime Victims funds. 

Environmental Protection 0.4 11.7%

General Government 0.3 4%  

Natural Resources 0.3 6%

Business, Consumer Services, & Housing 0.1 8%

Corrections and Rehabilitation 0.1 1%

Grand Total $105.0 37%
 

 
Major federal issues in the state’s budget include the following: 
 
 Medi-Cal Expansion Funds.  California receives over $19 billion in federal funds for the expansion 

of Medi-Cal to childless adults, which covers 4.1 million individuals.  The federal government 
currently pays 95 percent of the total costs for this optional expansion population, but that share will 
decrease to 90 percent in 2020 under current federal law.  One earlier proposal by House Speaker 
Paul Ryan included gradually reducing the federal share of funds for this group down to the 
standard ratio, or 50 percent in California.  Even this partial adjustment would create a major budget 
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challenge in the range of $10 billion or more for California.  Concerns like this about the long-term 
availability of federal funds led some Republican governors in other states to forego expanding 
Medicaid in the first place.  

 Infrastructure Investments.  California could benefit from a possible increase in federal funding or 
tax incentives for infrastructure investment.  The amount, timing, and terms of any such 
infrastructure package are highly uncertain. 

 Overtime Regulations.  Federal regulations enacted under the Fair Labor Standards Act have 
increased costs for the state as well as private businesses.  The Governor’s budget includes 
spending of $435 million General Fund to implement these regulations in the In-Home Supportive 
Services budget.  Thus, new federal actions to unwind these regulations could potentially save the 
state hundreds of millions of dollars.  

 High-Speed Rail.  The federal government awarded California $3.3 billion in 2012, to be paid when 
certain milestones were met, and the state has received $2.1 billion so far.  While these funds are 
not likely at risk, no additional funds are likely to be forthcoming.   

 

Off-Budget Funds Also at Risk.  In addition to funds that flow through California’s budget, off-budget 
state agencies, local governments, and individuals also receive funds directly from the federal 
government.  

 

 Health Exchange Tax Credits.  Covered California enrolls 1.4 million individuals who receive a 
total of $4.7 billion in tax credits annually from the federal government.  These credits flow directly 
to consumers through individual tax filings, and thus do not directly affect Covered California’s (or 
the state’s) budget.  Changes to these credits would likely be part of a federal package that alters or 
repeals numerous current federal health requirements—it is not likely that the subsidies would be 
removed while the individual mandate and insurance restrictions are left in place (contrary to what 
recent alarmist pronouncements by health advocates have assumed).   

 Direct Grants. The federal government provides a variety of grants directly to local governments, 
such as the State Criminal Alien Assistance Program, which covers some of the costs of 
incarcerating undocumented criminal aliens.  These programs could be at risk on a location-by-
location basis if the federal government were to withdraw funds from sanctuary cities.  
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Education 
 
Summary of Key Points.   

 Proposition 98 funding continues to grow despite cutbacks in other parts of the budget. 

 Career Technical Education funding continues to fall.  

 Proposition 51 school facilities funding commences. 
 
Proposition 98 funding growth slows.  Under the Governor’s proposal, total Proposition 98 education 
funding for K-14 education reaches an all-time high of nearly $73.5 billion in 2017-18, and average per 
pupil K-12 spending approaches $11,000.1  More specifically, as the chart below shows, while slower-
than-expected revenue growth reduces the past-year Proposition 98 minimum guarantee by 
$379 million and the current-year guarantee by $506 million, the 2017-18 guarantee rises from the 
revised current-year level by over $2.1 billion.  The Proposition 98 maintenance factor obligation is 
expected to stand at about $1.6 billion by the end of 2017-18.2  
 

Proposition 98 Funding at 2017-18 Governor's Budget
Source:  Legislative Analyst's Office 

($ in millions)

2015-16 at 

2016-17 

FBA 2/

2015-16 at 

2017-18    

GB3/

Change

2016-17 at 

2016-17 

FBA

2016-17 at 

2017-18    

GB

Change 2017-18

Change 

from 

Revised 

2016-17

K-12 education 
1/

  General Fund $44,225 $43,604 -$621 $45,440 $44,804 -$636 $45,806 $1,002

  Local property tax revenue $16,759 $17,052 $293 $18,057 $18,236 $179 $19,200 $965

K-12 subtotal $60,984 $60,655 -$329 $63,496 $63,039 -$457 $65,006 $1,967

California Community Colleges 
4/

  General Fund $5,415 $5,304 -$111 $5,528 $5,443 -$85 $5,465 $22

  Local property tax revenue $2,569 $2,630 $61 $2,767 $2,803 $36 $2,959 $156

CCC subtotal $7,983 $7,933 -$50 $8,295 $8,246 -$49 $8,424 $179

Other Agencies $82 $82 $0 $83 $83 $1 $80 -$3

Total Proposition 98 
5/ $69,050 $68,671 -$379 $71,874 $71,368 -$506 $73,511 $2,143

General Fund $49,722 $48,989 -$733 $51,050 $50,330 -$720 $51,351 $1,021

Local property tax revenue $19,328 $19,681 $353 $20,824 $21,038 $215 $22,160 $1,121

1/  K-12 education totals include state preschool and related 'wraparound care'
2/  FBA = final budget act 
3/  GB = Governor's proposed budget
4/  CCC display includes $500m for adult ed which can flow to any K-14 provider (not restricted to CCCs)
5/  Any discrepancies are due to rounding

 
 
In an effort to implement the adjusted Proposition 98 funding in 2015-16 and 2016-17 without disrupting 
local school budgets, the Governor proposes to re-score $324 million in past-year appropriations as 
current-year appropriations, and in a one-time deferral, to use $859 million of the $2.1 billion budget-
year increase to reimburse school districts for current-year costs.  This approach would ensure that 

                                                
1
 Per-pupil spending varies widely across the state under the Local Control Funding Formula, which provides substantially 

more funding to districts with high proportions of low-income students. 
2
 The maintenance factor obligation is a catch-up mechanism that accelerates Proposition 98 spending after years during 

which it receives lower-than-ideal funding as a result of stalling or falling state revenues.  Statutory caps on local school district 
reserves will not become operative while a maintenance factor obligation exists. 
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K-14 education gets its constitutionally-guaranteed share of the budget while at the same time 
maintaining maximum statewide budgetary flexibility.  
 
Local Control Funding Formula (LCFF) remains at 96% of target level.  The state’s local control 
funding formula for K-12 schools will enter its fifth year of implementation in 2017-18.  Under the 
formula, local educational agencies (LEAs) receive:  

 Per-pupil base grants based on average daily attendance, according to grade span (K-3, 4-6, 
7-8, and 9-12), with base rates enhanced for grades K-3 (by 10.4 percent) and grades 9-12 (by 
2.6 percent).   

 Supplemental grants worth an additional 20 percent of base grant funding for each low-income 
student,3 English learner, or foster youth.4  

 Concentration grants worth an additional 50 percent of base funding for these same students, to 
the extent that they exceed 55 percent of an LEA’s total enrollment.  

The Governor’s 2017-18 budget provides an augmentation of about $744 million to the LCFF, bringing 
locally-controlled funding to about $56.6 billion, or 96% of the statewide target level of $58.9 billion.5  
The Department of Finance continues to expect that full funding will be reached by 2020-21.  Senate 
Republicans have supported additional LCFF funding based on its enhancement of local control.   
 
Career technical education (CTE) funding continues to fall.  In an effort to ensure that K-12 CTE 
programs continued after a two-year maintenance-of-effort requirement ended in June 2015, the 
2015-16 budget launched a transitional CTE incentive grant program funded at $900 million over three 
years:  $400 million in year one, $300 million in year two, $200 million in year three, and nothing 
thereafter.  The Governor’s budget proposal funds the third year of this effort as planned, at 
$200 million.  Senate Republicans support career technical education, consistent with their emphasis 
on building new career paths for today’s economy, and are concerned about this phase-out of CTE 
funding.   
 
One-time discretionary funding reduces education mandate debt.  The budget proposes 
$287 million in one-time funding, to be distributed on a per-student basis to K-12 schools for any local 
priority.  To the extent that recipient school districts have unpaid claims for past mandated activities, the 
funds will be scored in satisfaction of those claims, thereby reducing the state’s K-12 mandate debt to 
$1.7 billion by the end of 2017-18.  This debt reduction effort is consistent with the Senate Republican 
priority of respecting the voters through responsible government.   
 
Child care and preschool funding grow by less than expected.  The budget increases child care 
and preschool funding by about two percent, to nearly $3.8 billion, most notably through a $68 million 
augmentation to annualize funding for current-year regional market rate increases and a $24 million 
augmentation to annualize funding for an April 2017 preschool slot expansion.  However, in recognition 
of slowing revenue growth and a looming deficit, it does not fund other augmentations included in a 
$500 million multi-year expansion plan negotiated between the Administration and legislative 
Democrats in 2016.  Specifically, it does not include funding for a ten percent increase in the statewide 
standard reimbursement rate (rather, it maintains the current-year increase of five percent), nor does it 
fund a second preschool slot expansion. The Administration intends to resume these augmentations in 
2018-19, thus extending the timeline for full implementation of the expansion package to 2020-21 rather 
than 2019-20.  
 
School facility bond sales contingent on new accountability measures.  Proposition 51, approved 
by the voters in November 2016, authorized $9 billion in bond funding for K-14 education facilities.  The 
Governor proposes to sell $593 million in K-12 bonds (plus about $7 million for community colleges), 

                                                
3
 Poverty is measured by eligibility for free or reduced-price lunches. 

4
 A student who falls into one of these three categories is funded the same as one who falls into all three. 

5
 LCFF targets grow annually by a cost-of-living adjustment (currently expected to be 1.48 percent in 2017-18). 
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but only after actions are taken to 1) require front-end grant agreements that define basic terms, 
conditions, and accountability measures, and 2) make resulting expenditures subject to existing annual 
school audits.  The Administration believes that these actions are consistent with Proposition 51 and 
can be achieved administratively, with no statutory changes.   
 
Charter school enrollment funding grows.  The Governor’s budget includes $93 million for expected 
growth in charter school average daily attendance.  Senate Republicans have been generally 
supportive of charter schools, which provide alternatives for families dissatisfied with traditional 
government schools.  
 
Proposition 47 school funding grows.  Proposition 47, approved by the voters in November 2014, 
reduced penalties for certain property and drug offenses, and required that a portion of any resulting 
state savings be spent for specified purposes, including K-12 education programs.  The Governor’s 
budget proposes $10.1 million (up from $9.9 million in the current year) to reduce truancy and support 
students who are at risk of dropping out of school or are victims of crime.  Because the funds are spent 
directly on students, they are scored in satisfaction of the state’s Proposition 98 guarantee of funding 
for K-14 education.   
 
Proposition 39 energy efficiency funding rises in final year.  The Governor’s proposed budget 
provides about $475 million for Proposition 39 energy efficiency projects at K-12 schools ($423 million) 
and community colleges ($52 million), up from a total of $448 million in 2016-17. Under the terms of the 
proposition, 2017-18 is the fifth and final year during which a portion of the proposition’s increase in 
corporate tax revenues will be earmarked for these projects.  
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Higher Education 
 
Summary of Key Points.   

 Four percent General Fund increases continue for the University of California and California 
State University.  

 Proposition 56 funding augmentation supplants existing funding for medical education. 

 Recession-era cut to Cal Grants for independent colleges commences. 

 Middle Class Scholarships phased out.  
 
The Governor’s budget augments core funding for the state’s three segments of higher education by 
over $350 million.  The following chart displays proposed funding for the University of California, 
California State University, and the California Community Colleges, details of which are discussed on 
the following pages.  
 

UC, CSU, and CCC Funding at 2017-18 Governor's January Budget
(Core funds, in millions)

Fund 2015-16 2016-17 2017-18

UC General  Fund 
1,2/ $3,259 $3,541 $3,531

Tuition and Fees  3/ 4,087 4,393 4,548

Other UC Core Funds  4/ 318 309 310

Lottery 38 36 36

Total UC $7,703 $8,279 $8,426

CSU General  Fund 1,2,5/ $3,276 $3,589 $3,665

Tuition and Fees  3/ 3,022 2,963 2,963

Lottery 58 55 55

Total CSU $6,357 $6,607 $6,683

CCC General  Fund 1,2,6/ $5,739 $5,965 $5,938

Student Fees  3/ 423 427 432

Local  Property Tax 2,630 2,803 2,959

Lottery 232 227 227

Total CCC $9,024 $9,422 $9,555

Totals $23,083 $24,308 $24,664

1/   Includes general obligation bond debt service.
2/   For 2016-17 and 2017-18, includes Awards for Innovation.
3/  Includes systemwide tuition and fees, before discounts and waivers.
4/  Includes application fees, interest, some grant overhead, & patent royalty income. 
5/  Includes funding for CSU retired annuitant health care costs.
6/  Includes CCC CalSTRS contributions paid from non-Proposition 98 General Fund. 

Source:  Legislative Analyst's Office 
 

 
 
California Community Colleges (CCCs).  Under the Governor’s budget proposal, the Community 
Colleges’ share of Proposition 98 funding falls by $50 million in 2015-16 (mainly due to slower-than-
anticipated enrollment growth) and by $49 million in 2016-17, due mostly to the carryforward effect of 
that reduction, but rises in 2017-18 by $179 million from the adjusted 2016-17 level, to over $8.4 billion, 
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as shown in the Proposition 98 chart on page 16.6   In addition, expiration of short-term programs frees 
up $177 million of existing resources for new uses.  The most significant community college funding 
proposals are:   

 $150 million in one-time funding for a Guided Pathways program to support development of 
detailed, term-by-term roadmaps for students to complete academic programs, targeted advising, 
course redesigns, and other activities intended to facilitate student achievement.  This proposal is 
worthy of consideration, as it focuses on increasing completion rates, reducing time-to-degree, 
increasing employment opportunities, and reducing student debt.  

 $94 million for a 1.4 percent cost-of-living adjustment to apportionment funding  

 $79 million for 1.34 percent enrollment growth  

 $24 million for an unallocated augmentation to base funding 

 $20 million in one-time funding for innovation awards 

 $10 million to augment online education  

 $7.4 million in Proposition 51 bond funds to begin five capital outlay projects  

 $6 million in one-time funding to develop an integrated library system that will house cloud-based 
electronic resources, such as academic journals, for students and faculty  

 $4 million to provide a 1.4 percent cost-of-living adjustment to selected categorical programs 
 
Community college fees, the lowest in the nation, would remain unchanged since 2011-12 at $46 per 
credit unit, or $1,380 per year.  
 
University of California (UC).  The Governor’s budget proposal for UC increases General Fund 
support to over $3.5 billion, or about $274 million above the amount provided in 2007-08, the last 
“good” year before the recession.  UC’s total funding has increased by over $2.9 billion since 2007-08, 
largely due to tuition hikes in 2008-09 through 2011-12.  Its most notable budget-year adjustments are:   

 A final payment ($169 million) from Proposition 2 Rainy Day funds to reduce the unfunded liability of 
the UC Retirement Plan. 

 $131 million for a four percent increase in unrestricted General Fund support, which continues the 
Governor’s previous budget commitment to provide a defined series of funding increases.  

 A fund swap that uses $50 million in new Proposition 56 tobacco tax revenue for medical education, 
in place of existing General Fund. It is unclear whether using Proposition 56 funds to replace 
General Fund is consistent with the proposition’s requirements.  

While the UC Regents have expressed interest in raising tuition in 2017-18, the Governor’s budget 
assumes that resident undergraduate tuition will remain at $11,220 per year, where it has been since 
2011-12.  
 
California State University (CSU).  The Governor’s budget proposal for CSU increases General Fund 
support to almost $3.4 billion, or about $694 million above the amount provided in the last “good” year 
before the recession.  CSU’s total funding has increased by about $2.2 billion since 2007-08, largely 
due to tuition hikes in 2008-09 through 2011-12.  Its most notable budget-year adjustments are:  

 $131 million for a four percent increase in unrestricted General Fund support, which continues the 
Governor’s previous commitment to provide a defined series of funding increases.  

 $26 million in general purpose funding from savings generated by the phase-out of the Middle Class 
Scholarship program  

                                                
6
 CCC funding includes $500 million for adult education, which can flow to any K-14 education agency. 
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 $5.1 million for lease-revenue bond debt service  

While the CSU Trustees have expressed interest in raising tuition in 2017-18, the Governor’s budget 
assumes that resident undergraduate tuition will remain at $5,472 per year, where it has been since 
2011-12.  
 
Student financial aid funding flat; two programs reduced.  The Student Aid Commission’s budget 
for grants, student loan assumption programs, and outreach activities is roughly flat in 2017-18, at 
about $2.1 billion.  Notable adjustments include:  

 $36 million reduction from a phase-out of the Middle Class Scholarship Program, leaving 
$74 million to continue supporting current recipients.  No new awards would be made.  Senate 
Republicans are concerned that phasing out these scholarships could harm deserving students. 
This is one of the few state programs established to benefit the middle class.  It could be 
maintained by targeting necessary reductions at other fast-growing programs that should be lower 
priorities.  

 $28 million net augmentation for Cal Grants.  Buried within this number and not mentioned in the 
Governor’s budget is a current-law reduction to the maximum annual Cal Grant awarded to 
students attending private, non-profit universities (e.g., Stanford, USC, Pepperdine, University of 
the Pacific, etc.) from $9,084 to $8,056.  Senate Republicans oppose this reduction, as these 
private non-profit universities provide excellent value to the taxpayer:  they relieve pressure on UC 
and CSU campuses that have no room to grow, and require no state funding other than Cal Grants 
for the students who choose to attend them.  

 
Federal Temporary Assistance for Needy Families (TANF) funding for Cal Grants continues unchanged 
at $926 million, offsetting an identical amount of General Fund support.   
 
Consistent with the priority to build new career paths for today’s economy, Senate Republicans support 
funding for higher education at a level sufficient to ensure that every qualified California student is 
admitted and can access the coursework necessary to graduate in four years.  
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Health 
 
 
Summary of Key Points 
 

 Current year Medi-Cal deficit estimated to reach $1.9 billion. 

 Medi-Cal costs have grown by 75 percent since 2012. 

 Proposed use of Proposition 56 tobacco taxes may not comply with requirements. 

 Coordinated Care Initiative would end, though some components would continue. 

 
Department of Healthcare Services 
 
Current Year Deficit in Medi-Cal.  Revised 2016-17 General Fund expenditures in the Medi-Cal 
program are $1.9 billion higher than the 2016 Budget Act, an increase of 10.5 percent. The 
administration attributes this deficit largely to a one-time payment of $487 million in drug rebates to the 
federal government and a $1.4 billion underestimation of costs related to the CCI. The $1.4 billion is 
composed of $857 million in previously counted savings that failed to materialize and $516 million in 
underestimated payments to managed care plans. Since the state shifted Medi-Cal to cash-based 
budgeting as a one-time cost-saving measure roughly a decade ago, the program’s budget has 
become more unpredictable on a year-to-year basis.  However, it is also clear that decisions by the 
majority party in recent years to dramatically expand Medi-Cal caseload and costs mean that difficult-
to-predict events translate into much larger problems for the overall state budget. 
 
Medi-Cal Now a $105 Billion Program.  The Governor’s budget assumes Medi-Cal spending of 
$102.9 billion ($20.1 billion General Fund) in 2016-17 and $105.3 billion ($19.6 billion General Fund) in 
2017-18. Of the total, $95.4 billion will be expended in 2017-18 on Medi-Cal services.  In just 5 years, 
the Medi-Cal program costs have grown by 75 percent as the number of recipients has ballooned from 
7.9 million in 2012-13 to 14.3 million in 2017-18, or more than one-third of the state’s residents.   
 
State Costs for Optional Medi-Cal Expansion Rise.  Beginning in January 2017, the state assumed 
a 5 percent share of cost for the 4.1 million Californians in the optional Medi-Cal expansion population 
(mostly childless adults).  In 2018 the state’s share of cost increases to 6 percent, and it will reach 
10 percent in 2020.  The Governor’s budget assumes costs of $18.9 billion total funds ($1.6 billion 
General Fund) in 2017-18 for the optional Medi-Cal expansion. Medi-Cal spending on the expansion 
population overall will increase to $19.1 billion (total funds) in 2018-19. 
 
Questionable Use of Tobacco Tax Revenues.  The Governor’s budget estimates $1.4 billion annually 
from the new $2 per pack tobacco tax enacted through Proposition 56.  As prescribed in the 
proposition, 82 percent of the funds are to be spent on Medi-Cal services. The Governor’s budget 
claims to use those funds to pay for the new growth in Medi-Cal expenditures.  Some advocates 
contend that the administration’s use of Proposition 56 revenues is in violation of the requirement to 
supplement existing Medi-Cal expenditures and not to supplant General Fund costs.  Specifically, these 
funds could be used to increase payments to providers, which would potentially expand access to 
services for the growing Medi-Cal population.  The Department of Finance contends that if the tobacco 
funds were not used to cover growing Medi-Cal costs, the General Fund deficit would be $1.2 billion 
greater, although the Department of Finance has not counted these funds as part of the Governor’s 
$3.2 billion budget solutions.  
 
Federal Funds Assumed to Continue.  The Governor’s budget for 2017-18 does not include any 
adjustments to plan for possible reductions in federal funding to California in future years. While the 
federal government has yet to enact any changes to the federal Affordable Care Act, the $19 billion 
received for the optional expansion of Medi-Cal to childless adults is likely to be most at risk.  House 
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Speaker Paul Ryan has previously suggested that federal funding for Medicaid expansions should 
phase down over time to standard levels, not the enhanced 90 percent federal share. For California, 
even this partial adjustment could remove more than $10 billion from the Medi-Cal budget.  Senate 
Republicans believe that California should engage constructively with its federal partners to ensure our 
residents’ needs are met.  
 
Coordinated Care Initiative (CCI).  Operating as a pilot in seven counties (Los Angeles, Orange, 
Riverside, San Bernardino, San Diego, San Mateo, Santa Clara), the CCI consists of three core 
components: (1) Cal MediConnect, which allows persons eligible for both Medicare and Medi-Cal (dual 
eligibles) to receive medical, behavioral health, long-term services and supports, and home and 
community-based services coordinated through a single health plan; (2) the integration of Medi-Cal 
funded long-term services and supports into managed care, and (3) the mandatory enrollment for most 
other dual eligibles into Medi-Cal managed care. As part of CCI, the state assumed collective 
bargaining responsibilities for In-Home Supportive Services (IHSS) providers in these seven counties 
and included a new maintenance-of-effort (MOE) requirement in place of the traditional county share of 
cost for the IHSS program for all counties. 
  
Current law for CCI contained a provision requiring the Department of Finance to determine if CCI is 
cost effective each January, and if not, the program would be discontinued the following year. The 
2017-18 budget estimates that CCI will not be cost effective, thereby ceasing all statutory provisions 
related to CCI. The Governor is proposing to retain some components of CCI in a new budget trailer 
bill, namely extending the Cal MediConnect program, continuing the mandatory enrollment of dual 
eligibles, and continuing to integrate long-term services and supports (except IHSS) into managed care.  
The Governor’s original CCI concept was sound, but the version that was eventually enacted included 
components such as statewide bargaining for IHSS that appeared to be more about appeasing special 
interests than reforming health care delivery.  Senate Republicans will review the details of the proposal 
during the budget process to determine whether the revised program will be a net improvement.  The 
IHSS component is discussed further under Human Services on page 25.   
 
New Qualified Immigrants (NQI) Benefits Wrap Program.  Current law authorizes the transitioning of 
coverage of NQI adults without children from Medi-Cal to a health plan in the Health Benefit Exchange 
(Covered California), with Medi-Cal providing premium and out-of-pocket payment assistance and 
wraparound benefits not covered by the Exchange plan. Because the state-only Medi-Cal program is 
not formally certified as meeting the minimum essential coverage requirements under the ACA, the 
adults continuing in state only Medi-Cal may be subject to a tax penalty from the federal government. 
As such, the administration proposes that all new qualified immigrant adults that are not pregnant or 
Medicare-eligible be included in the wrap program effective January 1, 2018. The administration 
estimates that this will save $120.8 million ($48 million General Fund) in 2017-18.  
 
Undocumented Minor Expansion.  Effective May 16, 2016, Medi-Cal eligibility for full Medi-Cal 
benefits was expanded to approximately 185,000 undocumented minors who meet all other income 
requirements.  The 2017-18 budget includes $354.4 million ($279.5 million in General Fund), an 
increase of $110.5 million ($91.3 million General Fund) from the 2016 Budget Act.  
 
Children’s Health Insurance Program (CHIP) Reauthorization.  The CHIP program, which 
previously operated as Healthy Families in California, provides Medi-Cal coverage to children with 
incomes up to 266 percent of federal poverty ($64,636 annually for a family of four). The program is 
authorized by the federal government only until September 2017. The Governor’s budget assumes this 
federal reauthorization occurs, but that the federal match drops to the pre-ACA level of 65 percent. The 
ACA had raised the federal match to 88 percent. The budget includes $536.1 million General Fund for 
the state’s share of CHIP.  
 
Federal Managed Care Regulations.   Recent federal regulations for Medi-Cal managed care plans 
are likely to drive costs significantly higher for California in the next several years. The 2017-18 budget 
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includes an additional $4.5 million for administrative resources to determine the effects of the 
regulations. Future costs of these regulations could reach hundreds of millions of dollars annually.   
 
Major Risk Medical Insurance Fund Abolishment.  The Major Risk Medical Insurance Fund currently 
funds expenses related to the Major Risk Medical Insurance Program, which was originally established 
as a state high-risk pool. The ACA has resulted in a decreased need for the high-risk pool because 
individuals cannot be denied coverage in the private market based on a pre-existing health condition. 
The 2017-18 budget proposes to abolish the Major Risk Medical Insurance Fund and proposes to 
transfer the fund balance into a new fund to support the Medi-Cal program.  
 
Hospital Fee Revenue.  With the passage of Proposition 52, which permanently extends the Hospital 
Quality Assurance Fee, roughly $1 billion in annual revenue that is currently received will continue to 
generate an equivalent amount of annual General Fund savings in Medi-Cal.   
 
Department of Public Health  
 
New Tobacco Tax Revenue.  The budget provides the Department of Public Health with $223.5 million 
in Proposition 56 tobacco tax funds for programs related to oral health, tobacco retailer compliance, 
and tobacco prevention education. This funding appears to comply with the intent of the proposition.    
 
Additional Cost-Savings Health Actions  
 
In addition to items already discussed, the Governor’s budget proposes several additional budget 
solutions in health programs, as discussed below. Senate Republicans are concerned that the 
Governor has proposed reductions in these areas, which tend to benefit local communities across the 
state, rather than fast-growing spending in other areas of the budget that benefit narrow interests.  
 
Reduction of Children’s Mental Health Crisis Service Grants. The Governor’s budget reduces the 
appropriation for grants to local governments to increase the number of facilities, crisis services, and 
triage personnel to assist youth under the age of 21. The proposal eliminates the $17 million in 
one-time General Fund authorized in 2016-17 but retains $11 million in Proposition 63 mental health 
funds. 
 
Elimination of Community Infrastructure Grants.  The proposed 2017-18 budget eliminates a one-
time $67.5 million General Fund appropriation from the 2016-17 budget for grants to cities or counties 
to promote public safety diversion by increasing the number of mental health, substance abuse, and 
trauma-related service facilities.   
 
Elimination of Health Workforce Augmentation.  The Governor’s budget proposal reverts 
$33.4 million General Fund for the Office of Statewide Planning and Development to pay for new or 
expanded residency slots for primary care physicians. The money was provided in the 2016 Budget Act 
amid concerns about doctor shortages in California. 
 
Eliminates Supplemental Funding for Three Independent Living Centers. The proposed budget 
cuts $705,000 appropriated in the 2016 Budget Act to three independent living centers in California: the 
Independent Living Center of Kern County; the Disability Resource Agency for Independent Living 
(Amador, Calaveras, Tuolumne, Mariposa, Stanislaus, and San Joaquin Counties), and the Placer 
Independent Living Resources.  
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 Human Services 
 
Summary of Key Points 
 
 Proposed elimination of statewide bargaining for In-Home Supportive Services would return costs to 

counties. 

 Minimum wage increase to $11 per hour will add to IHSS costs. 

 Food stamp (CalFresh) caseload to decline after 15 years of increases. 

 
CalWORKs, Supplemental Security Income/State Supplementary Payment (SSI/SSP), In-Home 
Supportive Services (IHSS), Child Welfare Services, and CalFresh provide cash assistance and other 
services to Californians with low incomes or other qualifying conditions.  The chart below summarizes 
proposed changes in the Governor’s budget for these programs.   
  

Human Services Program Expenditures
Dollars in Millions

                                     Total Funds                                   General Fund

2016-17 2017-18 Change 2016-17 2017-18 Change

Program/Dept Revised Budget Jan Budget          $           % Revised Budget Jan Budget      $            % Key Changes from 2016-17

CalWORKs $5,253 $5,118    ($135)    (2.6) $818 $592 (226)         (28) 2017-18 has GF savings from a one-

time shift of costs to counties.  

SSI/SSP $9,998 $10,198    $ 200       2% $2,829 $2,884      $55         2% Annualizes the 2.76 percent COLA 

provided to recipients in 2016-17  

In-Home 

Supportive 

Services

$11,641 $10,623 ($1,018)      (10) $3,540 $3,170     ($370)      (10) The county IHSS maintenance of 

effort is repealed as a result of the 

end of the Coordinated Care 

Initiative. As such the prior county 

cost share is restored, shifting 

$626.2 million from GF to the 

counties in 2017-18. 

Child Welfare 

Services

$5,996 $6,205      $203       4% $332 $408      $76        23% Increased GF due to Continuum of 

Care Reform (CCR) in the foster 

care system and the new Child 

Welfare Services IT system.  

CalFresh $10,485 $10,191      (294)     (2.8) $693 $658      ($35)        (5) Caseload is estimated to decrease 

for the first time in 15 years. 

 
 
Supplemental Security Income/State Supplementary Payment (SSI/SSP) 
 
2016-17 Cost of Living Adjustment.  The 2016-17 budget included a 2.76 percent cost of living 
adjustment to the state portion of the SSI/SSP grants, effective January 1, 2017. The Governor’s 
proposed 2017-18 budget includes $73.2 million to reflect full-year costs. Individuals enrolled in the 
program will receive $20 more each month, and couples would receive $29 more each month.  The 
increased cash grant goes to aged, blind and disabled Californians that no longer have an ability to 
work and provide for themselves.  
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Halting the Housing and Disability Advocacy Program. The Governor’s proposed budget includes 
one-time savings of $45 million General Fund in the 2016-17 year from halting implementation of the 
Housing and Disability Advocacy Program, which was included in the 2016 Budget Act to incentivize 
local governments to boost outreach efforts and advocacy to get more people enrolled in the SSI/SSP 
program.  Because these outreach funds had not yet been distributed, this action would stop a 
previously planned increase, but it would not be an actual reduction to existing levels of funding.  
 
In-Home Supportive Services (IHSS) 
 
IHSS is a Medi-Cal benefit that provides personal care and domestic services to 531,000 aged, blind, 
or disabled Californians.  In over 70 percent of cases, recipients choose family members to be their 
paid service providers.  It continues to be one of the state’s fastest growing programs, with a 
5.3 percent increase in caseload from 2016-17 to 2017-18 and an 8.2 percent increase from the 
estimated caseload in the 2016 Budget Act. The Governor’s budget includes $10.6 billion ($3.2 billion 
General Fund) for the IHSS program.  
 
IHSS Impact of the Coordinated Care Initiative (CCI) Proposal. The Coordinated Care Initiative 
(CCI), administered by the Department of Health Care Services, is designed to improve care for 
beneficiaries eligible for both the state Medi-Cal and federal Medicare programs. Pursuant to current 
law, the Director of Finance estimated that CCI will no longer be cost-effective and does not meet the 
statutory savings requirements. Therefore, the 2017-18 budget proposes to discontinue the following 
IHSS components that were tied statutorily to the existence of CCI: (1) removes IHSS benefits from 
Medi-Cal health plan capitation rates; (2) eliminates the Statewide Authority responsible for bargaining 
IHSS workers’ wages and benefits, and returns that responsibility back to the counties; and (3) 
re-establishes the state-county share of cost for the IHSS program that existed prior to the 
implementation of CCI. Returning to a cost-sharing program (which is how the program was funded 
prior to 2011) results in General Fund savings of $626.6 million in 2017-18. The administration 
estimates that counties will cover some of the increases with revenues provided within the 2011 
Realignment plan and find other sources for the remainder, thereby returning to a program structure 
that creates incentives for counties to prevent fraud and abuse and allows them to focus collective 
bargaining efforts on reducing program costs.  When legislative Democrats added statewide collective 
bargaining for IHSS to the Governor’s original CCI proposal and removed the county share-of-cost in 
2012, Senate Republicans expressed concerns that it would remove county incentives to manage 
program costs responsibly while simultaneously failing to improve care delivery.  The Governor’s 
current proposal indicates those concerns were justified.       
 
Overtime and the Fair Labor Standards Act (FLSA). The 2017-18 budget includes $985 million 
($435 million General Fund) for IHSS to implement the federal FLSA regulations that require the 
payment of overtime for domestic providers.  Legislation enacted in 2014 limits providers to a 66-hour 
workweek. Although a federal judge has temporarily delayed implementation, the Governor is still 
budgeting for these costs. President-elect Trump's pick for labor secretary, Andrew Puzder, has 
criticized the expansion of overtime and is likely to reverse the regulations.  
 
Minimum Wage Increase for IHSS Workers. Pursuant to the adoption of SB 3 (2016), the state 
minimum wage increased from $10 per hour to $10.50 per hour on January 1, 2017. The minimum 
wage will increase to $11 per hour on January 1, 2018 and will reach $15 per hour by 2023. This 
applies to IHSS providers (over 70 percent of whom are family members of the recipients). The 
Governor’s proposed budget for 2017-18 includes $77.8 million ($36.2 million General Fund) for the 
costs of the increase to $10.50 and an additional $56.8 million ($26.4 million General Fund) for the 
increase to $11. The total impact of $15 per hour will cost the program $1.8 billion annually once fully 
implemented.   
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Child Welfare Services 
 
Continuum of Care Reform (CCR).  The 2017-18 budget includes $217.3 million ($163.2 million 
General Fund) for the Department of Social Services (DSS) to continue implementing CCR reforms to 
the state’s foster care system. The Governor’s budget reflected revised assumptions of the transition of 
foster children from group homes to family-based settings and proposes a more phased-in approach for 
levels of care rate changes.  New rates for higher levels of care children will be delayed until December 
2017.  DSS estimates that 115 group home placements will move to intensive placements, 345 group 
home placements will move to short term therapeutic placements, and 515 group home placements will 
move to family-based setting placements. The remaining 4,630 group home placements will not yet 
transition. 
 
Child Welfare IT System. The Governor’s budget includes $175.9 million ($88 million General Fund) to 
support a new child welfare services management tracking system for DSS and the counties. In light of 
many recent state IT failures, this project uses a new IT procurement model that allows for more 
competition among vendors, which in turn ought to lower costs and increase accountability.  
 
California Work Opportunity and Responsibility to Kids (CalWORKs)  
 
Projected Caseload Decline. The Department of Social Services estimates a 4.6 percent decline in 
CalWORKs cases in 2016-17 from the number projected in the 2016 Budget Act and also projects an 
additional 0.9 percent decline in 2017-18.  Therefore, the total funding for CalWORKs for 2017-18 is 
$5.1 billion ($592 million General Fund)—a decrease of about $135 million from the revised 2016-17 
budget.   
 
Repeal of Maximum Family Grant Rule.  The proposed 2017-18 budget includes $224.5 million 
($198.2 million General Fund) to reflect a full year impact of newly permitted CalWORKs grants due to 
last year’s repeal of the maximum family grant rule in AB 1603 (Budget, 2016).  That rule prohibited 
additional cash aid for CalWORKs households that had another child 10 months or more after first 
receiving aid.  
 
Scoring CalWORKs Savings from ACA Implementation.  The Governor’s budget scores 
$265.9 million in one-time General Fund savings by paying for CalWORKs costs with county savings 
attributable to decreases in indigent health care expenditures as a consequence of the Medi-Cal 
expansion under the Affordable Care Act.   
 
CalFresh  
 
Caseload Estimated to Decline.  For the first time in 15 years, the estimated caseload for CalFresh 
recipients is expected to decrease by 2.8 percent from the projection in the 2016 Budget Act. As such, 
CalFresh benefits are expected to decrease from $7.18 billion to $7.11 billion (federal funds).  While the 
benefit costs are paid entirely by federal funds, the state shares the program’s administrative costs, 
which are proposed to decrease to $1.9 billion ($657.9 million General Fund) in 2017-18, a 
$136.6 million ($35.2 million General Fund) decrease from the 2016 Budget Act.     
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Developmental Services 
 
The Department of Developmental Services (DDS) estimates it will serve over 318,000 developmentally 
disabled Californians in 2017-18 in community settings and institutional developmental centers (DCs).  
While the vast majority of these individuals receive community-based services, the Governor’s budget 
projects that DCs will serve 963 residents in 2016-17 and 760 residents in 2017-18 on average, a 
decline of 203 residents (21 percent).  In contrast, the number of individuals served in community 
settings is projected to grow to over 317,000 in 2017-18, an increase of 4.6 percent over the 2016-17 
caseload. The Governor’s budget does not include major new initiatives for Developmental Services but 
instead continues to implement actions taken in recent years.  
 
No Major Proposals for Community Services.  The Governor’s budget proposes $6.4 billion total 
funds ($3.8 billion General Fund) for Community Services in 2016-17, an increase of $358 million total 
funds (5.9 percent) over the revised 2016-17 budget.  The majority of the increase is due to growing 
program enrollment.  
 
In 2016 the state provided a package of sorely overdue funds intended to shore up the community 
services system.  Despite the infusion of funds, however, providers in some areas of the system 
continue to struggle, particularly in counties that have enacted minimum wages higher than the state 
minimum wage. Senate Republicans continue to call for California to fully honor its commitment 
to the original vision of the Lanterman Act and ensure that developmentally disabled people can 
thrive in a sustainable community environment.  Providing for the needs of those with 
developmental disabilities is consistent with Senate Republicans’ priority to keep our promises to those 
with the greatest needs.  
 
Developmental Center (DC) Closure Plans Continue as Costs Per Resident Rise.  The Governor’s 
budget projects DC expenditures of $530 million ($369 million General Fund) for 2017-18, which is 
lower than the revised 2016-17 budget by $80 million ($39 million General Fund) or 15 percent.  The 
proposed funding declines by less than the population on a percentage basis, so the average cost per 
DC resident would increase from $550,000 (total funds) for 2016-17 to $592,000 in 2017-18, an 
increase of 7.6 percent.  
 
The Governor’s budget also continues the process begun in 2015-16 of closing the three remaining 
DCs (with the exception of the secured area at Porterville DC).  The target dates for closure have not 
been changed: December 31, 2018, for Sonoma and December 31, 2021, for Fairview and Porterville 
DCs.  In light of the skyrocketing costs per DC resident noted above, it will be critical to monitor the 
closure process to ensure that spending is truly focused on residents’ needs, and not on simply 
maintaining outdated infrastructure or unnecessary administration.   
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Transportation 
 
 
Transportation Infrastructure   
 
Governor’s Proposal Would Increase Fuel Taxes.  After the 2015 First Extraordinary Session failed 
to address California’s transportation infrastructure crisis, the Governor proposes a $4.3 billion 
transportation infrastructure plan, largely similar to his previous proposals, that would increase gas and 
diesel taxes, add a new road user fee, and automatically increase these taxes and fees annually.  The 
plan would do nothing to change the current practice of diverting approximately $1 billion annually in 
existing weight fee revenue to pay debt service that was previously a General Fund responsibility.   
 
Governor’s Tax Plan: $4.2 billion annually, $706 million one-time  

 Annual Road User Charge of $65 per vehicle - $2.1 billion annually 
 Increase Gasoline Excise Tax by 11.7 cents per gallon and index - $1.1 billion annually 
 (Governor’s previous plan proposed an 8.2 cent increase.) 
 Increase Diesel Excise Tax by 11 cents per gallon and index - $425 million annually 
 Additional Cap and Trade Proceeds - $500 million (see Cap & Trade chart on page 40) 
 Caltrans Efficiencies - $100 million 
 Expedited One-time Loan Repayments - $706 million 

 
Senate Democrats Propose Even Higher Fuel Taxes and Fees.   Senate Democrats introduced a 
“California Rebuild” infrastructure package on December 5, 2016, which included a revised 
transportation tax plan, SB 1 (Beall).  Their plan would generate $6 billion annually as follows: 
 

 Increase Gasoline Excise Tax by 19.5 cents per gallon and index - $2.9 billion annually 
 Increase Annual Vehicle Registration Fees by $38 - $1.3 billion annually 
 Increase Diesel Excise Tax by 20 cents per gallon and index - $600 million annually 
 Partially Restore Weight Fees (to transportation projects) - $500 million annually 
 Additional Cap and Trade Proceeds - $300 million annually 
 Increase Diesel Sales Tax by 3.5 percent - $263 million annually 
 Recapture Miscellaneous Revenue - $60 million annually 
 Establish a $100 Zero-Emission Vehicle Fee - $20 million annually 

 
Another “California Rebuild” bill, SB 4 (Mendoza) proposes a $600 million general obligation bond for 
goods movement emission reduction programs and trade corridor improvement projects.  
Approximately $200 million of this funding could benefit roads through trade corridor projects, but would 
also be available for freight rail and port projects.  The remaining $400 million would be for emission 
reduction projects. This bond would require voter approval.  
 
Californians Already Burdened with High Fuel Taxes.  California has some of the nation’s highest 
gas taxes and the highest gas prices in the continental United States.  In fact, California’s fuel taxes 
and other requirements, including a unique summer blend of gasoline, can add over 50 cents per gallon 
to the price at the pump.  These extra costs combined with the Governor’s increases can easily drive 
up the gas bill for a two-car family by an additional $1,000 per year or more.  
 
More Reforms Needed to Ensure Efficient Use of Funds.  While the Governor’s proposal includes 
some reforms like requiring performance targets, increased reporting, streamlined project delivery, job 
order contracting, and extension of public-private partnerships, it does not go far enough.  Senate 
Republicans have advocated for broader reforms to ensure transportation dollars are spent as 
efficiently as possible.  Additional reforms include a requirement to increase the contracting of 
architecture and engineering workload, the creation of a Transportation Inspector General, increased 
local control, and an independent California Transportation Commission. 
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Existing Resources Should Be Prioritized for Transportation.  The Governor’s continued use of 
truck weight fees for the General Fund means that this transportation fee is now being used to help pay 
for spending on state employee pay raises or other General Fund expansions.  Overall, the General 
Fund budget has grown by more than $36 billion over the past six years, yet the Governor and the 
majority party insist more tax dollars are needed to address California’s road crisis.  Additionally, the 
2016-17 budget authorized $1 billion for Sacramento office buildings even as the Transportation 
Commission eliminated $754 million in previously approved transportation projects around the state.  
Existing resources like these should be used for transportation purposes before asking Californians to 
pay higher taxes and new fees that make driving more costly. 
 
 
High-Speed Rail   
 
The 2017-18 Governor’s Budget includes $1.1 billion (Prop 1A bond funds and Cap & Trade funds) to 
continue to build the high-speed rail system.  Specifically, $500 million is for the local/regional 
components of the system, $552 million is for capital outlay, and the remaining $44 million is for 
administration and contracts.  This includes an initial baseline appropriation of $750,000 from the 
Property Fund to fund costs associated with owning various properties acquired through right-of-way 
activities. 
 
In 2008, voters approved Proposition 1A, authorizing $9.95 billion in general obligation bonds to build a 
high-speed rail system between San Francisco and Anaheim (Phase I), with later expansions to 
Sacramento and San Diego (Phase II).  In 2009, California was also awarded $3.3 billion in federal 
funds for the project.  When voters approved the measure, the total cost of the project was $40 billion.  
In 2011, cost estimates ballooned to nearly $100 billion before being brought down to $68.4 billion in 
the 2012 Business Plan by blending the project with existing rail systems.  Repayment of the bonds will 
cost approximately $700 million annually upon full bond issuance.  While this is ultimately a General 
Fund responsibility, currently about $200 million in weight fee revenue is used each year to service the 
existing debt.  
 
In 2012, SB 1029 appropriated $4.7 billion of the bond funds and $3.3 billion in federal funds.  In 
addition to these funds, the High-Speed Rail Authority (HSRA) receives 25 percent of continuously 
appropriated Cap and Trade auction revenues annually despite the LAO warning that linking Cap and 
Trade funds to high-speed rail was legally risky since no greenhouse gas reductions would be realized 
prior to 2020. 
 
Litigation filed in 2011 resulted in Proposition 1A bond funds being unavailable for expenditure until 
recently but the federal government agreed to allow California to expend federal funds first with the 
state match to come later. To date, about $2.14 billion in federal funds has been spent with the 
remaining federal funds on track to be spent prior to expiration. Since these funds have already been 
approved for California (subject to meeting milestones), the new federal administration is not likely to 
affect this amount.  However, California is unlikely to receive any additional federal funds.  Construction 
broke ground on January 6, 2015 in Fresno. 
 
Plan Still Tens of Billions Short. The 2016 Business Plan (released in May 2016) included a cost 
decrease of $4 billion resulting from lower-than-anticipated contract costs and alternative technical 
concepts gained through the bidding process.  This business plan also included a switch from going 
south to going north.  Rather than first connecting Merced to the San Fernando Valley, the first 
segment will now connect the Central Valley to the Silicon Valley.  This switch was largely a result of a 
lack of funding to traverse the San Gabriel Mountains. 
 
Despite this new direction, the HSRA will have to find a way to fund the remainder of the project if the 
system will ever be built as envisioned.  As of the 2016 Business Plan’s release, no private investment 
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had materialized, no additional federal funding was anticipated, and a $43.5 billion funding gap 
remained for the completion of Phase I.  This funding gap could be exacerbated if cost overruns, like 
the one reported recently by the L.A. Times, materialize. 
 
 
Department of Motor Vehicles 
 
Permanent Resources for AB 60 Driver’s Licenses.  The budget includes $8.6 million (Motor Vehicle 
Account) and 91 permanent positions to process driver’s license applications from undocumented 
immigrants.  The DMV began accepting these applications in January of 2015 and as of June 30, 2016 
had seen over 900,000 AB 60 customers and issued more than 730,000 AB 60 driver’s licenses.  Three 
years of funding was provided for the initial implementation of the program, requiring DMV to request 
permanent funding once customer flow stabilized and the new workload was better known.  The budget 
reflects this request. 
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Housing 
 
Unspent Housing Funds Part of Deficit Solution.  In order to close the deficit, the budget proposes 
to eliminate the $400 million General Fund set-aside for affordable housing included in the 2016 Budget 
Act.  The budget only authorized the funds contingent on enactment of the Governor’s “By Right” 
reform, which did not occur in 2016. Thus, this proposal simply recognizes that reality, and this 
adjustment would not be an actual reduction to current spending. Senate Republicans agree that 
eliminating budget deficits through spending restraint is a high priority, along with continued fiscal 
prudence.  
 
Low Housing Supply Drives High Costs. The excessive cost of housing is one of California’s 
greatest challenges. Though housing demand has increased steadily, construction rates continue to fall 
behind.  According to the Department of Housing and Community Development, the state needs 
180,000 new units of housing annually over the next ten years to meet the growing demand, yet 
production has averaged less than 80,000 new homes annually over the last 10 years. The Governor 
indicates that the state has only constructed 47 percent of total housing need from 2003 to 2014, and 
the cost per affordable housing unit can range from $212,000 per unit in Fresno county to $591,000 per 
unit in San Francisco.  Lack of supply and rising costs are limiting not only job opportunities for younger 
Californians but also General Fund revenue for the state.  California’s high housing costs are reducing 
the amount of income available for consumers to spend on taxable goods. Additionally, the shortage of 
housing could have an even more significant impact on state revenue by making it difficult for 
employers to attract skilled workers to work in high-cost areas such as Los Angeles and the Bay Area. 
 
Governor Offers Principles to Lower the Cost of Housing. The Governor does not include a specific 
proposal for increasing the housing supply in California but instead indicates support for a legislative 
package to address the state’s housing shortage and affordability pressures. The budget outlines 
guiding principles that include avoiding the use of General Fund for any future programs, reducing the 
per unit price, streamlining housing construction, and incentivizing local jurisdictions to meet housing 
goals.  The Governor’s guiding principles for long-term housing reform appropriately focus on 
addressing underlying problems instead of trying to tax-and-spend the problem away.  These principles 
warrant serious review and discussion as Senate Republicans seek to make California a more 
affordable place to live.  
 
California Can’t Spend Its Way Home.  The state already spends $3.2 billion annually on affordable 
housing, as summarized in the table on the next page.  These programs provide grants and loans to 
construct affordable housing, assist first-time homeowners with down payments, and offer various 
supports for individuals and families experiencing homelessness.  Even with billions of dollars spent 
annually, California will not be able to subsidize itself out of the housing affordability problem.  
According to a report from the LAO, Perspectives on Helping Low–Income Californians Afford Housing, 
released early last year, expanding housing assistance to low-income Californians who do not currently 
receive it would require an annual funding commitment in the low tens of billions of dollars, a fiscal 
commitment the state simply cannot afford given the significantly expanded government spending of 
the past several years.  
 

http://lao.ca.gov/Reports/2016/3345/Low-Income-Housing-020816.pdf
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Source: Department of Finance 

 
Senate Democrats’ Plan Increases Costs with No Reforms.  In contrast to the Governor’s approach, 
Senate Democrats introduced legislation (SB 2, Atkins and SB 3, Beall) that would provide a permanent 
funding source for affordable housing construction through the establishment of a $75 fee on real 
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estate transaction documents, with the fee capped at $225 per sale. The new fee would likely cost 
Californians hundreds of millions of dollars annually.  The plan would also authorize a $3 billion 
statewide housing general obligation bond, similar to Propositions 46 and 1C, which would fund existing 
affordable housing programs in California, increasing general obligation bond payments (currently at 
more than 5 billion annual) by hundreds of millions of dollars. Senate Republicans are concerned that 
these policies would raise costs on California families and would simply throw money at the problem 
without addressing the underlying causes.  
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Public Safety & Judiciary 
 
Summary of Key Points 
 
 Implementation of Proposition 57 needs scrutiny to ensure administrative policy changes do not 

needlessly jeopardize public safety. 
 Governor’s proposed use of special fund for the Attorney General to implement controversial 

firearms legislation raises concerns about fund’s solvency. 
 Governor’s proposal to revise criminal fines and penalties misses opportunity to address core 

problems of fairness and effectiveness.  
 Budget proposes important first step toward addressing shortage of judges and lack of access to 

courts in some areas of the state.  
 
Department of Corrections and Rehabilitation (CDCR) 
 
The Governor's budget proposes 2017-18 General Fund spending for CDCR of $10.9 billion, which is 
approximately $622 million above Budget Act spending levels for 2016-17.  The proposed spending 
increase is comprised mostly of employee compensation and benefit cost increases ($320 million), a 
permanent transfer of responsibility for in-prison psychiatric programs from the Department of State 
Hospitals (DSH) to CDCR ($250 million, with a corresponding decrease to the DSH budget), increased 
debt service costs associated with recent prison construction projects ($26 million), and increased 
pharmaceutical costs ($25 million). 
 
Transfer of Psychiatric Treatment Programs Should Improve Coleman Compliance.  The past 
several years have seen significant scrutiny from the federal courts and others regarding whether 
inmate-patients under DSH care in several state prison facilities are receiving adequate mental health 
care under the Coleman v. Brown class action lawsuit. In response, the Governor is proposing to 
transfer responsibility for all prison-based psychiatric care from DSH to CDCR.  The plan includes a 
transfer of $250 million General Fund and about 2,000 positions from DSH’s budget to CDCR’s.  The 
Administration suggests the shift will improve efficiency and decrease the amount of time that 
Coleman-class inmates spend waiting for referral to in-patient mental health treatment programs, which 
has been an ongoing concern to the Coleman court.  The proposal is indicative of the progress CDCR 
has made in recent years toward achieving the culture change it needed to be able to provide 
constitutionally adequate mental health care to inmates and end federal court oversight of prison 
mental health care. 
 
Proposition 57 Will Shrink Prison Population – Public Safety, Cost Impacts Not Yet Clear.  
Proposition 57, which was enacted by a vote of the people on November 8, 2016, makes several 
changes to the state’s criminal justice system that will impact both juvenile and adult felon populations, 
including those in custody and those on parole.  Specifically, the initiative does the following: 
 

 Accelerates parole eligibility by limiting the portion of a sentence an inmate must serve before 
the Board of Parole Hearings (BPH) considers him or her for parole, but stops short of requiring 
BPH to parole inmates earlier. 

 Grants CDCR broad authority to reduce time served by awarding sentence credits to inmates, 
but does not explicitly require the Department to go beyond existing credit programs. 

 Eliminates direct filing of juvenile cases involving serious and/or violent felonies in adult court, 
and instead requires approval by a juvenile court for certain juveniles to be tried as adults. 

 
Much of the impact of Proposition 57 will ultimately depend on how CDCR and the juvenile courts 
implement the initiative.  The general consensus is that the three changes highlighted above will alter 
the dynamic within the criminal justice system, resulting in fewer juvenile offenders going to prison and 
many adult offenders serving shorter prison terms.  With that in mind, the Administration projects the 
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following Proposition 57-related population changes for 2017-18, which would result in savings of 
approximately $22.4 million, growing to $140 million in 2020-21: 
 

 An increase in the juvenile institution average daily population (ADP) of 72 wards  

 A reduction in prison ADP of 1,959 inmates 

 An increase in adult parole ADP of 1,038 parolees 
 
Given the estimated reduction in prison ADP, the Governor plans to remove all inmates from one of two 
remaining out-of-state contract facilities in 2017-18 and end all out-of-state placements by 2020-21.  
While this may be a laudable goal, it is important to remember that the federal courts have imposed a 
population cap on the state prison system and that the out-of-state contract beds allow the state to 
maintain a portion of its prison population that does not count against the cap.  This cushion is helping 
to prevent the forced early release of dangerous felons.  According to the Administration, prior to 
Proposition 57, the prison population was projected to continue growing by about 1,000 inmates per 
year, even after implementation of all of the recent population-reducing measures (i.e., the 2011 Public 
Safety Realignment, Proposition 36 of 2012, Proposition 47 of 2014, court-ordered solutions, etc.).  It is 
far too early to accurately project the long-term effects of Proposition 57 on the prison population.  
Furthermore, data from the Federal Bureau of Investigation’s most recent report on crime in the United 
States suggests that violent crime rates in California and across the nation are on the rise after more 
than two decades of decline.7  Until there is a long-term plan in place that satisfies the federal court 
requirement for a “durable solution” to California’s prison overcrowding problem, it would be wise to 
maintain the cushion provided by contract beds. 
 
Senate Republicans believe that careful scrutiny must be applied to any proposed policy changes 
affecting sentence credits or parole and that CDCR has a duty to ensure that its implementation of 
Proposition 57 protects and enhances public safety.  The plain language of the proposition requires 
nothing less. 
 
Department of Justice (DOJ) 
 
The budget includes $4 million from the Dealers’ Record of Sale (DROS) Special Account for the 
Department of Justice to implement controversial gun control legislation that was enacted last year.  
Chapters 40 and 48, Statutes of 2016 (AB 1135 and SB 880, respectively) expand the types of firearms 
included in the state’s assault weapons ban.  Chapter 60, Statutes of 2016 (AB 857) requires 
individuals who build unserialized firearms to apply to DOJ for a serial number.  These bills were all 
rushed through the Legislature without a single Senate Republican vote in support.  The DROS 
Account is not projected to have adequate revenues to support this increased level of spending, so the 
Governor is proposing to authorize a loan from the Firearms Safety and Enforcement Fund (FSEF) to 
the DROS Account.  DOJ would establish fees via the regulatory process to generate DROS revenues 
to repay the FSEF.  It is not at all clear that this use of FSEF revenues is appropriate or even legal.  
Given that there are pending legal proceedings against DOJ questioning the legitimacy of its use of 
DROS revenues, Senate Republicans will be closely monitoring the Department to ensure that it does 
not misuse revenues from fees paid by individuals who lawfully purchase firearms. 
 
Local Public Safety 
 
Funding Continues for Community Corrections Performance Incentive Grant Program.  The 
budget proposes to continue funding for the California Community Corrections Performance Incentives 
Act of 2009 (SB 678) grant program.  SB 678, co-authored by the late Senator Benoit, established a 
grant program to encourage counties to do a better job managing felony probationers, with the ultimate 
goal of reducing the number sent to prison.  SB 678 grants are funded from state savings generated by 

                                                
7
 2016 Preliminary Semiannual Uniform Crime Report, January-June. https://ucr.fbi.gov/crime-in-the-u.s/2016/preliminary-

semiannual-uniform-crime-report-januaryjune-2016 

https://ucr.fbi.gov/crime-in-the-u.s/2016/preliminary-semiannual-uniform-crime-report-januaryjune-2016
https://ucr.fbi.gov/crime-in-the-u.s/2016/preliminary-semiannual-uniform-crime-report-januaryjune-2016
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the reduction in prison terms.  The 2016-17 budget provided $125.3 million General Fund for SB 678 
grants.  The Governor proposes to spend $114.9 million in 2017-18 to continue this successful 
program. 
 
Mitigating Local Impacts of Proposition 57 and Court-Ordered Measures.  The Governor’s budget 
includes $11 million for county probation departments to manage a temporary increase in the number 
of state prison inmates released to postrelease community supervision (PRCS) as a result of 
Proposition 57 and recent court-ordered prison population reduction measures.  This funding 
supplements the estimated $1.3 billion that will be provided via the 2011 Public Safety Realignment, 
part of which supports normal PRCS workload. 
 
State Penalty Fund Proposal Correctly Identifies Problem, But Solutions Misguided.  Over the 
past two years, public debate has highlighted a significant problem with the way the state funds many 
of its criminal justice programs.  State and local agencies have come to rely heavily on revenues from 
fines and the associated penalties and fees that are levied against offenders convicted of various 
crimes and traffic violations.  While the original purpose of the state’s fine system appears to have been 
deterrence, it has evolved to the point that it is now basically a convoluted revenue scheme that 
financially squeezes offenders for relatively minor offenders while providing virtually no deterrent to 
more serious offenses.  Following the most recent recession, the largest revenue-generating 
component of this funding mechanism by far – traffic citations – has decreased significantly, resulting in 
a sharp decline in revenues to one of the largest beneficiaries of the system, the State Penalty 
Fund (SPF), which will ultimately result in fewer offenders paying their fines and other court-ordered 
debt.  Compounding the problem, the Governor’s budget proposes to eliminate statutory provisions 
related to judicial suspension of driver’s licenses for failure to pay fines and penalties. 
 
The SPF currently supports a variety of programs, including development and delivery of peace officer 
and corrections standards and training, services and support to crime victims, motorcyclist and driver 
education, specialized training for local public prosecutors and public defenders, wildlife protection, and 
law enforcement efforts to reduce gang activity and crimes against children.  Although revenues have 
declined, the costs of administering these programs have not.  This has resulted in projected deficits for 
many of the programs.  In a January 2016 report, the Legislative Analyst’s Office (LAO) opined that the 
current system is too complex and that programs are not funded based on need.8  The report 
recommended that the system be reevaluated to ensure consistency with the state’s policy goals.  
 
To align spending with revenues, the Governor’s budget would eliminate SPF funding for certain 
programs and require remaining programs to reduce spending.  While the Governor’s proposal would 
technically correct the misalignment between revenues and program spending, there appears to have 
been little consideration given to the merits or needs of each program, its relationship to the state’s 
criminal justice goals, or its impact on public safety.  The proposal eliminates state funding provided to 
local criminal justice partners for important activities such as investigating internet crimes against 
children, prosecuting crimes against women, and reducing gang and youth violence, but it does nothing 
to address larger questions, including whether the fine system achieves its intended goals, whether the 
programs slated to be cut actually merit funding, and if so, whether there are other revenue sources, 
such as the General Fund, that might be used instead.  Senate Republicans believe the Governor’s 
plan is misguided, as it would harm our local criminal justice partners and fails to address the larger 
questions regarding the merit and effectiveness of the programs. 
 
Judicial Branch 
 
The 2017-18 Governor’s Budget provides $3.6 billion ($1.7 billion General Fund) to support the Judicial 
Branch, including approximately $2.8 billion ($1.3 billion General Fund) for the trial courts. These 

                                                
8
 Improving California’s Criminal Fine and Fee System. http://www.lao.ca.gov/reports/2016/3322/criminal-fine-and-fee-system-

010516.pdf 

http://www.lao.ca.gov/reports/2016/3322/criminal-fine-and-fee-system-010516.pdf
http://www.lao.ca.gov/reports/2016/3322/criminal-fine-and-fee-system-010516.pdf
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spending levels are virtually unchanged relative to the 2016-17 enacted budget.  However, the 
Governor’s plan does include the following adjustments: 
 

 $55 million General Fund augmentation to continue backfilling special fund revenues that are 
down due to the ongoing decline in court filings, fines, and penalties. 

 $7.1 million General Fund for increased trial court employee health and retirement benefit costs. 

 $4.1 million General Fund to replace an obsolete case management system at nine small trial 
courts. 

In addition, the budget proposes to reallocate four vacant trial court judgeships and their associated 
funding to areas of the state where caseloads are highest.  Details, including which trial courts would be 
“donors”, which would be “recipients”, and how much funding would move between courts, are still 
being worked out.  The most recent update to the Judicial Council’s judicial needs assessment report 
indicates a shortage of about 189 judicial officers statewide, with San Bernardino and Riverside 
Counties being the most severely understaffed.9  Given the likelihood of the state entering another 
recession soon, the Governor’s plan to reallocate vacant judgeships is an important step toward 
addressing shortcomings in the court system without requiring an influx of new funding. Additional steps 
are warranted and should be undertaken as soon as the state’s fiscal situation allows, including 
establishing and funding new judgeships in jurisdictions with the highest unmet workload needs. 

                                                
9
 The Need for New Judgeships in the Superior Courts: 2016 Update of the Judicial Needs Assessment.  

http://www.courts.ca.gov/documents/lr-2016-judicial-needs-assessment.pdf 

http://www.courts.ca.gov/documents/lr-2016-judicial-needs-assessment.pdf
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Resources, Environmental Protection, and Energy 

 
Summary of Key Points  
 
 Seeks to provide permanent authority for Cap and Trade through a two-thirds vote tax proposal to 

extend Cap and Trade beyond 2020. 

 Provides additional funding for drought and firefighting emergency response activities, but should 
offer more support to address tree mortality. 

 Funds California Water Action Plan activities and takes steps to reduce local control over water use.  

 Proposes to reform the Beverage Container Recycling program through the budget rather than a 
more appropriate policy process. 

 Proposes a questionable fee increase on commercial fishermen.   

 Continues to provide nonessential phone services through the rapidly expanding California LifeLine 
program. 

 
Cap and Trade 
 
New Tax Proposal to Extend the Cap and Trade Program Beyond 2020.  The Governor is 
proposing two-thirds vote tax legislation to extend the current Cap and Trade Program beyond 2020, 
and the budget would tie a portion of the $2.2 billion expenditure plan to legislative approval of the 
extension.  Currently, 60 percent of Cap and Trade revenues for fiscal year 2017-18 ($1.5 billion) are 
continuously appropriated for transit, affordable housing, sustainable communities, and High Speed 
Rail (HSR).  The remaining 40 percent would be funded only if the Legislature provides the two-thirds 
vote to extend the Cap and Trade program.  The annually appropriated programs will also receive 
$655 million in 2017-18 from previously unappropriated Cap and Trade revenues which have been held 
in reserve. 
 
The chart on the following page identifies the programs proposed to be funded in 2017-18. 
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Investment Category Department Program Amount

Existing Programs

High-Speed Rail Authority High-Speed Rail Project $375

State Transit Assistance Low  Carbon Transit Operations $75

Transportation Agency
Transit and Intercity Rail Capital 

Program
$150

Strategic Grow th Council
Affordable Housing and 

Sustainable Communities Program
$300

Annually Appropriated Programs

Transportation Agency
Transit and Intercity Rail Capital 

Program

Caltrans Active Transportation 

Transformational Climate 

Communities 

Technical Assistance & Outreach

Cal Recycle Waste Diversion

Department of Food and Agriculture Diary Digesters

Healthy Forests

Urban Forestry

Department of Food and Ariculture
Climate Smart Agriculture - 

Healthy Soils

Natural Resources Agency Urban Greening

Department of Community Services 

and Development

Energy Eff iciency Upgrades/ 

Weatherization

Department of Food and Agriculture
State Water Eff iciency and 

Enhancement Program

$2,155

Resource: Department of Finance

$142

Black Carbon Woodsmoke

$95

Transportation 

Package

Air Resources Board

2017-18 Cap and Trade Expenditure Plan

(Dollars in Millions)

Short-Lived Climate 

Pollutants

Carbon Sequestration

Air Resources Board

Low  Carbon Transportation $363

Transformational 

Climate Communities
Strategic Grow th Council

CAL FIRE

$127.50

$27.50

 

Figure EPA-01

Continuous 

Appropriation

Energy 

Eff iciency/Renew able 

Energy

Total

$500

50 Percent Reduction 

in Petroleum Use

 
 
To date, the state has appropriated approximately $3.4 billion in Cap and Trade revenues with 
$800 million going to HSR alone.  
 
Forest Health Shortchanged Again. Although exact amounts of funding for programs are unspecified 
at this time, it appears that funding for desperately needed programs and projects to improve forest 
health and reduce the risk of wildfires will be shortchanged again.  Wildfires are one of the state’s 
largest sources of greenhouse gas emissions and the largest source of black carbon. Adequately 
managing the forests to reduce the risk and intensity of catastrophic wildfire is the greatest, and one of 
the most cost-effective, ways to avoid significant greenhouse gas (GHG) emissions.   Furthermore, 
healthy forest projects cost about $4 per ton of GHG emission reductions while urban forestry projects 
cost $116 per ton of reductions, as determined by the nonpartisan Legislative Analyst’s Office (LAO).  
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Two-Thirds Legislation Seeks to Revive and Expand Cap and Trade.  The Cap and Trade program 
has experienced significant volatility over the past year, partially due to the legal concerns previously 
raised by Legislative Counsel (in a response to a Senate Republican request), that the program is not 
authorized to continue past 2020 without legislative approval.  The auctions in May and August of 2016 
generated only $10 million and $8 million, respectively.  However, the most recent auction in November 
of 2016 generated $364 million.  Therefore, the Administration wants to alleviate this uncertainty by 
having the Legislature pass its two-thirds tax proposal to continue the program beyond 2020. 
 

Currently, the California Air Resources Board (ARB) has no sound metrics in place to evaluate GHG 
reductions, which make the confirmation of GHG reductions difficult to measure.  Under current law, 
Cap and Trade revenues are supposed to be used for programs and projects that reduce GHG 
emissions.  AB 32 (Nunez, 2006), which authorized the use of a market-based mechanism (Cap and 
Trade), was approved on a majority vote and the revenues from the program are required to be used as 
a fee to reduce GHG emissions. 
 
However, there are projects, such as the HSR, that do not meet the requirements of reducing GHG 
emissions since they would actually increase GHG significantly during construction.  This inappropriate 
use of the funds led the California Chamber of Commerce to sue the state over the program on the 
grounds that the fee is actually a tax, even though it was approved with only a majority vote. The 
litigation is currently at the 3rd District Court of Appeals, which is expected to rule sometime in 2017. 
 
Therefore, the passage of the Administration’s new proposal to extend the program with a two-thirds 
vote would provide legal authority for Cap and Trade revenues to be used as a tax and spent on any 
state program regardless of whether any GHG reductions occur.  Should the proposal be approved, the 
Governor may increase the amount of Cap and Trade revenues used for the HSR project.   
 
Drought and Water 
 
Wettest Drought Ever.  The Governor is proposing one-time funding of $179 million ($175 million 
General Fund) for drought response activities within various departments for the protection of water 
supplies, water conservation, emergency response, and fish and wildlife protection, as summarized in 
the chart on the following page.   
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Investment 

Category Department Program Amount

Department of Water 

Resources

Local Assistance for Small 

Communities
$5.0

Water Board Water Rights Management $5.3

Department of Water 

Resources

Drought Management and 

Response
$7.0

Department of Water 

Resources
Save Our Water Campaign $2.0

Department of Forestry and 

Fire Protection
Enhanced Fire Protection $91.0

Office of Emergency Services
California Disaster Assistance 

Act
$52.7

Office of Emergency Services State Operations Center $4.0

Department of Fish and Wildlife
Emergency Fish Rescues and 

Monitoring
$8.2

Department of Water 

Resources
Delta Smelt Resiliency Strategy $3.5

$178.7

Resource: Department of Finance

Figure RES-01

Emergency Drought Response

(Dollars in Millions)

Protecting 

Water 

Supplies and 

Water 

Conservation

Emergency 

Response

Protecting Fish 

and Wildlife

Total
 

 

 
Most of the funding provides for enhanced fire protection, county assistance to aid in the removal of 
dead and dying trees, the administration of water curtailment activities, water conservation and drinking 
water projects, and fish and wildlife protection projects.  Although some of the proposed activities are 
appropriate, it appears imprudent to continue managing water curtailments and water conservation 
activities while storms are causing streams to overflow their banks, water is being released from dams 
to avoid flooding, and the snowpack in the Sierra is above average.  Senate Republicans can advocate 
for redirecting this funding to higher priorities during the budget process.  

 
Senate Republicans applaud the Governor for once again including funding for the Office of Emergency 
Services ($52.7 million) to assist counties with dead and dying trees. However, to achieve healthy 
forests throughout California, the state will need to contribute even greater funding to continue the 
removal of dead and diseased trees and reduce the chances that catastrophic wildfires will destroy 
forests, homes, and habitat.   
 
California Water Action Plan Expenditures.  The Governor’s budget includes the following significant 
proposals to implement the California Water Action Plan that was released in January 2014: 
 

 $248 million Proposition 1 Bond funds to the Department of Water Resources (DWR) for 
integrated regional water management projects. 
 

 $15 million General Fund to DWR for the Sustainable Groundwater Management Act (SGMA) 
implementation activities related to statewide technical assistance and to provide detailed 
information on basin scale water use, water supplies, and groundwater conditions. 

 

 $2.3 million Water Rights Fund to the SWRCB to enforce reporting requirements and protect 
local groundwater resources beginning July 1, 2017, in high- or medium-priority groundwater 
basins that fail to form local governance structures as required by the SGMA.  The funding will 
ultimately come from the SGMA fee on groundwater users once implemented.  The proposed 
funding will come from a loan from the Underground Storage Tank Cleanup Fund. 
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 $1.9 million reimbursements from the California Water Commission’s (CWC) Proposition 1 Bond 
Funds allotment (out of a total of $2.7 billion for storage projects) to the Department of Fish and 
Wildlife to support initial outreach and technical review of the ecosystem benefits of water 
storage project proposals submitted to the CWC. 
    

 $1 million from the Waste Discharge Permit Fund to the SWRCB to address contamination of 
groundwater basins from agricultural practices.  The Administration indicates that it intends to 
generate new revenues from agricultural waste dischargers on agricultural lands that are 
currently not enrolled in the Irrigated Lands Regulatory program.  However, in the short term, 
waste discharge permit fees will likely increase until more dischargers are enrolled. 

 
In order to “Make Conservation a Way of Life”, a significant aspect of the Administration’s Water Action 
Plan, the SWRCB and other departments developed and issued a draft proposal to implement the 
Governor’s Executive Order B-37-16, which established a new water use efficiency framework for 
California. The draft proposal recommends new water efficiency standards, additional drought planning 
requirements, technology assessments for reducing leaks, and mechanisms for compliance and 
enforcement.  This will require new legislation, regulatory processes, and data collection.  The SWRCB 
will also initiate a rulemaking action to permanently prohibit wasteful water uses.  The state is on a 
march towards complete command and control of every drop of water that hits California by 
making current conservation orders permanent.   This will eliminate local control and negatively 
affect local water agencies, irrigation districts, and communities statewide.    
 
To date, no funding has been allocated from the $2.7 billion of continuous appropriation Proposition 1 
bond funds by the CWC for surface water storage projects.  These projects are crucial in order to 
capture and store water for future use.  Recent storms have provided substantial new water supplies, 
but unfortunately no major state water storage facility has been built in the past 40 years to capture the 
runoff.  The CWC needs to move forward expeditiously to fund these much needed surface water 
storage projects. 
 
Other Departments 
 
Increase on Commercial Fish Landing Fees.  The budget proposes a fee increase of $12.4 million 
on commercial fishing in order to fully support the Department of Fish and Wildlife’s commercial fishing 
program. Expenditures from the non-dedicated Fish and Game Preservation Fund (FGPF) currently 
exceed revenues by more than $20 million annually.   The Administration’s proposal would utilize an 
eleven-tier system where fisheries that are the highest value per pound pay the highest rate.  At the 
time of publishing this report, it is unclear whether this proposal is appropriate since no details have 
been provided on the current revenues and costs associated with each individual commercial fishing 
program.  It may be inappropriate to raise fees across the board on all commercial fishing programs if 
some industries are already paying their fair share.   
 
There is also a proposal to eliminate the Lifetime License Trust Account to sustain the department’s 
current level of service by transferring the current balance of $12.5 million to the non-dedicated FGPF 
and then to redirect most of these revenues annually to the fund beginning in 2017-18. 
 
The use of the Lifetime License Trust Account seems inappropriate given that these monies are 
collected to provide funding for sporthunting and sportfishing programs and to protect and preserve the 
fish and game resources.  The fees collected are to be spent during the actuarially determined life 
expectancy of the licensee.  A one-time redirection to backfill a hole in the department’s budget is not 
consistent with current law and therefore, the department is proposing a statutory change. 
 
It should be noted that the department is proposing to use $1.8 million from this same fund in 2017-18 
to comply with the State Water Resources Control Board’s emergency regulations to measure and 
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report on water diversions related to the management and operations of department lands and facilities.  
To the extent that the Administration feels that monitoring water diversions is a top priority for the 
department, the prudent approach would be General Fund since the FGPF is in a structural deficit.  

 
Beverage Container Recycling Program Reform.  The Governor is proposing to modernize the 
Beverage Container Recycling Program through the budget process instead of seeking a true 
comprehensive reform through a policy bill.  This program has needed a comprehensive reform for 
several years, yet few policy bills have been proposed.  Comprehensive reform of a program this 
complex cannot be fairly negotiated in a budget trailer bill.  
  
Currently, there is no budget proposal to review, only a concept paper that proposes to align the state’s 
climate change goals, the state’s 75 percent solid waste reduction, recycling, and composting goal, and 
fiscal sustainability.   The Administration has scheduled meetings with stakeholders to discuss various 
aspects of the reform, including recycling center infrastructure, curbside operations, beverages and 
beverage containers, sharing responsibility, and enhancing adaptability and sustainability. 
   
The only fiscal detail provided by the Department of Resources Recycling and Recovery (CalRecycle) 
was that the beverage manufacturers will incur a fiscal impact of approximately $100 million a year by 
requiring them to cover the full cost of recycling as part of their proposed reform.  Any other costs or 
savings to program participants are unknown at this time.  CalRecycle acknowledged that a structural 
imbalance in the Beverage Container Recycling Fund would not occur until 2018-19 at the earliest, 
which should allow ample time for stakeholder negotiations and public input in order to thoughtfully 
reform this program. Public participation is extremely important as these reforms will impact consumers. 
 
Another Year of Funding to Backfill State Parks Deficits.  Instead of the Department of Parks and 
Recreation using the State Parks and Recreation Fund (SPRF) to provide new recreational 
opportunities for park visitors or to renovate or improve existing parks, $12.6 million of SPRF is 
proposed to backfill its ongoing operating deficit. Last year, the Administration ripped off $31 million in 
fuel tax revenues meant for the OHV program to cover its ongoing operating budget problems. These 
operations were supposed to be more self-sufficient by this time as the Legislature had required the 
department to develop revenue generating projects and partnerships for the operation and 
maintenance of its park units. This will be the fourth consecutive year of providing additional funding to 
keep the department solvent.    
 
The department will also receive $4 million from the Environmental License Plate Fund (ELPF) to close 
its operating budget deficit.  Last year’s budget raised the personalized license plate fee by $5 dollars 
to generate another $2.5 million annually to eliminate the structural imbalance in the ELPF.  Apparently 
that fee increase on motorists was too much as parks will be allowed to siphon another $4 million from 
that fund this year. 
 
Increased Costs to Fund the California LifeLine Program.  The Governor’s 2017-18 Budget 
proposes an increase of $151.6 million to support subscribership growth and expanded subsidies for 
wireless service plans provided through the California LifeLine program. For 2017-18, the program is 
projecting 3.2 million subscribers, an 8 percent increase.  Additionally, subsidies have been increased 
by extending a $39 reimbursement for wireless activation fees, previously set to expire, and increasing 
the monthly subsidy by 4 percent as of January 1, 2017, with another 4 percent increase expected next 
January.   
 
The individuals who qualify for free cell phone service are adults and emancipated minors with income 
at or below $26,000 annually for a one- or two- person household, or individuals who qualify for other 
public assistance programs.  The LifeLine program allows eligible households to subscribe to 
discounted wireless service plans that include voice, text, and internet access.  Unlike the landline 
portion of the program, which provides one phone line per residence, it is possible for a single 
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residence to have more than one cell phone. This program had deficits of $96 million in 2014-15, 
$280 million in 2015-16, and $160 million in 2016-17.  Including the proposed increase, the cost of 
this program has grown by 230 percent since 2013-14. 
 
The LifeLine program was meant to provide essential phone service, not texting and internet access.  
Families who pay for their own cell phone plans are really funding two plans: their own and one for 
LifeLine participants.  Pursuant to Proposition 26, these ratepayer fees are really a tax because the 
ratepayer is receiving no direct benefit.  
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Employee Compensation & Retirement 
 

Summary of Key Points.   

 Employee compensation increases by $1.2 billion. 

 Pension payments to CalPERS and CalSTRS continue to rise rapidly and will reach $8.7 billion. 

 $1.8 billion is allocated to pay for retiree healthcare. 
 
Employee Compensation 
 
Employee Compensation and Health Care Costs Increase.  The Governor’s budget includes an 
additional $1.2 billion ($602.3 million General Fund) for employee pay raises and benefits.  Over the 
past five budgets the state has spent over $8 billion ($3.9 billion General Fund) cumulatively for 
increased employee compensation and benefits.  An additional $5.6 billion has been provided to state 
employees since 2006 for “merit salary adjustments,” which despite the title are automatic pay raises 
awarded on an employee’s work anniversary.   
 
Everybody Gets a Raise!  The Governor has been actively negotiating with a number of employee 
bargaining units whose contracts expired at the end of the 2015-16 fiscal year.  During this process the 
Governor has been adamant that employees begin to pre-fund retiree healthcare to help offset an 
unfunded liability that exceeds $76 billion.   
 
Unfortunately, during the negotiation process the unions consistently leveraged the new retiree health 
contributions for significant pay raises.  Salary increases provided under these new contracts range 
from 8 percent to 26.5 percent over the life of the contracts, which will be implemented over the next 
two to three years.  Combined, salary increases alone will cost taxpayer $4.3 billion ($2 billion General 
Fund) over the life of these contracts and result in a $1.3 billion ($620 million General Fund) ongoing 
cost to the state after the contracts expire. 
 
Can You Spare a Dollar?  Pay raises have a major effect on the state’s budget beyond just paying 
higher wages.  The Legislative Analyst Office (LAO) has estimated that for every dollar increase in 
compensation the state has to provide another 34 cents which pay for increased pension costs 
(27 cents), as well as additional Social Security and Medicare employer contributions (7.65 cents).  The 
cost to the state to pre-fund retiree health will run between three to five cents for every dollar increase 
in employee compensation.  All told, these three factors add up to 39 cents. 
 
With the state providing pay raises in excess of the pre-funding retiree health contributions, it would be 
safe to assume that employee compensation increases were provided to offset these pre-funding costs 
to the employee.  Unfortunately, as discussed above, a dollar to an employee to offset one dollar of 
their retiree health contribution really costs the state $1.39.  If the state’s main interest was to pre-fund 
retiree health for the cheapest cost, then the state should have simply paid the full cost of pre-funding 
and bargained for lower pay raises. 
 
California Public Employees Retirement System (CalPERS) 
 
Public Employee Pension Costs Continue to Rise.  The budget proposes $5.9 billion  
($3.5 billion General Fund) for employer contributions to CalPERS for retirement costs for state 
employees, including California State University employees.  This is $574 million ($327 million General 
Fund) over 2016-17 costs, accounting for an 11 percent increase.  Current estimates show that state 
contributions to CalPERS will increase by $4.3 billion ($2.4 billion General Fund) by the 2023-24 
budget, accounting for a combined state contribution of nearly $10 billion ($4.6 billion General Fund). 
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Additional State Costs from More Realistic Investment Returns.  In late 2016 CalPERS adopted a 
phased-in reduction of their projected investment return (also called the discount rate).  This approach 
will lower the discount rate to 7.375 percent for the 2017-18 fiscal year, 7.25 percent for the 2018-19 
fiscal year, and 7 percent for the 2019-20 fiscal year.  This reduction will significantly increase employer 
and employee contributions to CalPERS, especially for employees covered by recent pension reforms.  
When fully implemented this rate reduction alone will increase state costs by $2 billion annually 
($1.1 billion General Fund).  The true future cost to taxpayers will be even higher since CalPERS has 
estimated that it will only be able to achieve an average return of 6.2 percent over the next 10 years, 
despite leaving its official return assumptions higher. 
 
California State Teachers’ Retirement System (CalSTRS) 
 
Plan to Address Liabilities Having Large Effect on State Costs.  The Governor’s budget proposes 
$2.8 billion General Fund to pay for the state’s share of CalSTRS costs.  This is an increase of 
$314 million and 13 percent above 2016-17 spending.  Total 2017-18 contributions to CalSTRS are 
projected to be about $11.3 billion from all three sources that provide CalSTRS contributions (school 
and community college districts, teachers, and the state).  The CalSTRS funding plan adopted as part 
of the 2014 Budget is currently seeking to address the $76.2 billion unfunded liability.  Under this plan 
contributions are set to increase over the new few years for schools, with the maximum rate already 
being paid by teachers and the state.  By 2020-21 state contributions to CalSTRS will be $3.6 billion, 
29 percent higher than the amount the state is projected to pay in this budget. 
 
Additional State Costs from Lower Investment Returns.  The Governor assumes that CalSTRS will 
follow the action taken by CalPERS in late 2016 and lower their projected investment returns (also 
called the discount rate) to 7 percent.  The lower return is more realistic, and should probably be lower.  
To account for this the budget provides an additional $153 million for increased contributions. 
 
Taking Money Out of the Classroom.  A contribution made to CalSTRS by a school district is money 
taken out of the classroom to pay for teachers’ pensions.  The LAO estimated that by the 2020-21 
fiscal year, school districts will be sending somewhere between 25 percent and 33 percent of 
new cumulative Proposition 98 dollars to CalSTRS. 
 
Retiree Health Care Benefits 
 
The Governor’s budget includes $1.8 billion General Fund for health care benefits for more than 
300,000 state retirees and eligible dependents.  The state general fund also pays for health benefits for 
retired employees of the California State University (CSU), which is $295 million.  Costs for 2017-18 are 
nearly $137 million more than they were in the 2016-17 budget.   
 
Retiree health care benefits continue to be paid out on a “pay-as-you-go” approach, which has led to 
the creation of a $76.7 billion unfunded liability for the state.  Without action, this unfunded liability could 
grow to $100 billion by 2020-21 and potentially exceed $300 billion by 2047-48.  To address this issue, 
the Governor has utilized the collective bargaining process to require current employees and the state 
to begin pre-funding retiree health.  The Governor has current contracts with six of the state’s 
21 bargaining units requiring that employees provide a portion of their pay towards pre-funding retiree 
health.  During the latter part of 2016 the Governor negotiated with 14 of the remaining 15 bargaining 
units and gained agreement on pre-funding of retiree health.  There is only one bargaining unit 
(BU 16-Physicians, Dentists, and Podiatrists) with an expired contract.  Pre-funding contributions from 
the state and employees will provide almost $400 million in the budget.  
 
While pre-funding will help to alleviate the creation of some additional unfunded liabilities, year over 
year increases in health premiums will continue to outpace inflation and thus require an ever growing 
share of limited General Fund dollars.   
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Total State Cost for Retirement Programs 
 
The graph below illustrates the budgetary costs for employer contributions to CalPERS and CalSTRS, 
along with retiree health costs through the 2020-21 budget. 
 

 
 
State retirement costs are projected to grow by more than 15 percent between now and the 2020-21 
budget, which is faster than overall projected state revenue.  Thus, retirement costs’ share of the 
budget is only going to grow as time goes on.  Absent structural reform, discretionary programs will see 
larger portions of their General Fund resources siphoned off to pay for pension and retiree health costs. 
 



49 

Statewide Issues 
 
Lower Priority Office Funds Now Part of Deficit Solution. In order to address the nearly $2 billion 
General Fund budget deficit currently facing the state, the Governor’s January Budget rescinds 
$300 million General Fund intended to help build three projects in downtown Sacramento, instead 
leaving future funding options undetermined.  The 2016 Budget Act included a plan to spend 
$1.3 billion over two fiscal years ($1 billion in 2016-17; $300 million in 2017-18) to build three new 
projects in downtown Sacramento: the Natural Resources building, a new O Street building, and a new 
or renovated State Capitol Annex. During the 2016 budget process, Senate Republicans expressed 
concerns with this prioritization of funding for Sacramento office buildings instead of critical road and 
transportation needs. Rescinding the $300 million General Fund is a reasonable step toward 
addressing the deficit.    
 
Census Grant Program. The January Budget includes $7 million General Fund for the Local Update of 
Census Address program, a reimbursement grant program intended to help provide incentive and 
resources for cities and counties to participate in efforts to ensure the accuracy of the Census Bureau’s 
Master List of addresses. The program’s goal is to count all California residents in the next Census by 
giving the Census Bureau an accurate listing of every housing unit in the state.  It is unclear why cities 
and counties would need to be incentivized to do Census work that could result in additional federal 
and local dollars over the next several years. Though this amount is small in the overall budget, the 
state could be funding more critical programs such as services to the developmentally disabled, or 
middle class college scholarships, which the Governor has proposed to phase out. 
 
Cannabis Regulation 
 
Marijuana Taxes Not Yet Included.  With the passage of Proposition 64 making recreational cannabis 
use legal, new taxes will be levied on cannabis in California and used largely for youth substance 
abuse programs, environmental clean-up, driving-under-the-influence prevention programs, and 
reducing the negative health and safety impacts of marijuana.  The budget focuses on implementing 
the regulatory structure required by both the Medical Marijuana Regulation and Safety Act (AB 243, 
AB 266, and SB 643 of 2015) and Proposition 64, which would be funded by license fees.  The 
Legislative Analyst’s Office estimated that the proposition could generate $1 billion in taxes eventually.  
However, the Governor’s budget does not include estimates of these tax revenues or spending on the 
programs that those revenues would fund. This could be an indication that the state will not be ready to 
collect tax revenue beginning January 1, 2018. 
 
Combined Regulatory Structure Proposed. The budget includes $52.2 million for the licensing and 
enforcement of retail sales and cultivation of cannabis.  Since license fees will only begin to be 
collected on January 1, 2018, the General Fund provides loans of $78.3 million in 2017-18 to the 
Marijuana Control Fund for initial implementation costs.  Including prior loans, the Marijuana Control 
Fund is authorized to borrow nearly $124 million from the General Fund.  These loans are expected to 
be repaid in 2018-19 by license fee revenue, which is only projected to be $11.5 million in the budget 
year, as the program will still be ramping up.  
 
The Department of Finance notes that as the regulatory program is developed, a single regulatory 
structure for both medical and recreational cannabis activities is necessary.  Since there are some 
differences between the existing laws regulating medical cannabis and Proposition 64, it is likely more 
legislation will be necessary moving forward.  Senate Republicans will review proposals to implement 
Proposition 64 to ensure that any gaps in public safety are identified and addressed.  
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The table below shows the specific funding proposals by department, including 2016-17 funding to 
reflect program growth: 
 

Department of 

Consumer Affairs
$9.7 $22.5

Regulate the transportation, storage, 

distribution, and sale of cannabis within 

the state; licensing, investigation, 

enforcement, and coordination with local 

governments.

Department of Fish 

and Wildlife
$7.7 -

Establish a permanent statewide multi-

agency task force and address 

environmental issues related to cannabis 

cultivation.

State Water 

Resources Control 

Board

$5.7 -

Develop and implement a regulatory 

program to address the environmental 

impacts of cannabis cultivation.

Department of Food 

and Agriculture
$5.4 $23.4

Provide program oversight, promulgate 

regulations, issue cannabis cultivation 

licenses, perform an Environmental 

Impact Report, and establish a track and 

trace program.

Department of 

Public Health
$3.9 $1.0

Licensing and regulation of medical 

marijuana product manufacturers.

Department of 

Pesticide Regulation
$0.7 -

Draft guidelines for the use of pesticides 

in the cultivation of medical marijuana.

Board of Equalization - $5.3

Administer an excise tax on cannabis 

sales and a cultivation tax on all 

harvested cannabis that enters the 

commercial market.

Department of 

Health Care Services
$5.0 -

Establish and implement a public 

information program relative to cannabis 

health-related topics and products.

Department Responsibilities

2016-17 

Funding 

(millions)

2017-18 

Funding 

(millions)

New State Spending on Cannabis Regulation 
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Debts & Liabilities 
 
Debt Payments in Governor's Budget.  The budget includes $7.6 billion to pay the state’s current 
debts and liabilities (currently estimated to reach $275 billion, and expected to grow), including the 
following major components: 

 $6.2 billion to pay debt service costs for the state’s outstanding and planned General Obligation 
(GO) and Lease Revenue (LR) bonds in 2017-18, as required by the California Constitution and 
respective debt issuance documents.  At this time, the state currently owes $74.5 billion on 
outstanding GO infrastructure bonds, plans to issue an additional $5.5 billion of GO bonds in 
2017-18, and owes about $10.2 billion on LR bonds.   

 $1.2 billion to pay a variety of debts and liabilities as mandated by Proposition 2, which was 
passed by the voters in November 2014. 

 
Proposition 2 and Other Liabilities.  The Governor's January budget identifies nearly $275 billion of 
debts and liabilities facing the state in the coming years, as shown in the table on the following page, 
including outstanding budgetary borrowing and state retirement liabilities.  Debts and liabilities identified 
by Proposition 2, however, do not represent the universe of debt facing the state.  A few examples of 
debts not identified in Proposition 2 include: 
 

 Unemployment Insurance (UI) Debt. In order to pay all eligible unemployment insurance 
claims during the Great Recession, the UI fund began incurring debt (a loan from the federal 
government) in January 2009.  In October 2016 the Employment Development Department 
(EDD) reported that the UI Fund debt would be $3.9 billion at the end of 2016 and decrease to 
$1.1 billion by the end of 2017.  Barring any increase in the number of claims, EDD projects that 
all UI fund debt should be paid off by the middle of 2018.  Interest on UI debt is a General Fund 
expense, but the principal is paid down through a reduction of payroll tax credits allowed for 
employers. The 2017-18 January Budget includes $50 million General Fund for the final interest 
payment. 

 Suspended Mandate Debt. Proposition 1A of 2004 requires the state to either fully fund or 
suspend state-mandated local programs (mandates).  In order to avoid paying for the ongoing 
cost of various state-mandated local programs, the Legislature continues to suspend more than 
60 of those mandates.  However, when a mandate is suspended, there is no timeline for 
reimbursing local governments for costs incurred prior to suspension.  As such, the state 
currently owes more than $1 billion to local governments for mandates that have been 
suspended (some for more than a decade). 

 Long-Term Infrastructure Debt. The January Budget assumes payments of about $6.2 billion 
for both GO and LR debts in 2017-18.  Additionally, the state has the authority to issue 
approximately $35.2 billion of GO debt to investors that has been “authorized, but not issued” to 
date. The budget projects that approximately $5.5 billion of additional GO debt will be issued 
during 2017-18.  While it is likely that the state will not issue all of this debt at once, over time 
the issuance of this debt will drive up annual debt service costs which currently require a 
significant amount of General Fund and reduce the state’s ability to provide core programs and 
services such as education and public safety.   

 
The following table represents liabilities that are identified and mandated for repayment from General 
Fund revenues pursuant to Proposition 2 as well as other non-Proposition 2 outstanding debt.  
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2017-18 2018-19 2019-20 2020-21

Eligible for Proposition 2 Payments  

Budgetary Borrowing

Loan from Special Funds* $1,365 $252 $465 $407 $241 $0

Underfunding of Proposition 98 - Settle-Up 1,026 400 291 302 33 $0

Pre-Proposition 42 Transportation Loans 706 235 235 236 0 $0

State Retirement Liabilities

State Retiree Health 76,680 100 200 250 300 N/A

State Employee Pensions 49,592 0 0 0 0 N/A

Teachers' Pensions (state portion) 13,939 0 0 0 0 N/A

Judges' Pensions 3,279 0 0 0 0 N/A

Deferred payments to CalPERS 627 0 0 0 0 N/A

University of California Retirement Liabilities

UC Employee Pensions 15,141 169 0 0 0 N/A

UC Retiree Health 21,087 0 0 0 N/A

Unallocated Debt Payments 627 -$627

Subtotal, Eligible for Proposition 2 $183,442 $1,156 $1,191 $1,195 $1,201  

Other State Debts

Long-Term Infrastructure (General 

Obligation & Lease-Revenue Bonds)

$84,708 $6,222 $0 $0 $0 $78,486

Unemployment Insurance 3,900 50 0 0 0 $3,850

Suspended Mandate 1,016 0 0 0 0 $1,016

Education Mandate 1,835 135 0 0 0 $1,700

  Subtotal, Other State Debts $91,459 $6,407 $0 $0 $0

Total $274,901 $7,563 $1,191 $1,195 $1,201

* Assumes no additional debts incurred.  

Remaining 

Liabilities*

Statewide Debts and Liabilities

(Dollars in Millions)

Estimated Payments At Start of 

2017-18

 
 
Debts and Liabilities Remain High After Minor Actions.  As shown in the Statewide Debts and 
Liabilities chart above, the state has $275 billion in long-term costs, debts, and liabilities. (This amount 
does not include local school districts’ share of teacher pension liabilities.) The vast majority of these 
liabilities—$180 billion—are related to retirement costs of state and University of California employees.  
 
Over the past several years, the Governor and Legislature have taken some steps to address the 
long-term costs of its retirement programs. In 2012, the California Public Employees’ Pension Reform 
Act (PEPRA) was enacted, saving taxpayer dollars by capping benefits, increasing the retirement age, 
stopping abusive practices and requiring employees’ to pay at least half of their pension costs. In 2014, 
a funding plan was implemented to restore fiscal solvency to the state’s teacher pension system over 
three decades. In 2016, the state and its employees began to share equally in the prefunding of retiree 
health benefits to eliminate a $76.7 billion unfunded liability over three decades. (However, steps to pay 
down retiree health liabilities have been counteracted by the state granting public employee unions 
even higher annual pay raises, which increase both current costs and future pension liabilities.) 
 
While some progress has been made, this budget does little beyond the constitutional minimum 
necessary to pay off a small portion of state debts and liabilities.  With the current softening of the 
state’s revenue trend, it would be prudent to do more than make just the minimum payments on the 
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state’s “credit cards.”  The Mercatus Center at George Mason University recently released a report that 
ranked each state’s financial health based on short- and long-term debt and other key financial 
obligations such as unfunded pensions and healthcare benefits and California ranks near the bottom, 
coming in at 44 out of 51 (50 states and Puerto Rico). Rather than using recent budget surpluses to 
make real progress in paying down California’s exorbitant debts, Sacramento Democrats chose to 
expand spending in numerous areas.  Now those surpluses have disappeared.  Senate Republicans 
believe the state can do better.   
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Appendix A  
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Senate Republican Fiscal Staff Assignments 
 

Kirk Feely, Fiscal Director 
Andrea Mullen, Budget Committee Assistant 

 

Contact Number: (916) 651-1501 

 
Assignment Area Consultant 

Education Cheryl Black 
 
 

Public Safety, Judiciary, 
Corrections 

Matt Osterli 

Natural Resources & Environment Rocel Bettencourt 

Health and Human Services  Anthony Archie 
 
 

Public Employees Retirement, State 
Government, Veterans and Labor & 

Industrial Relations 

Scott Seekatz 

 
Revenue, Local Government, 

Housing, Taxes 
 
 

Transportation, Energy 
& Consumer Affairs 

 

 
Chantele Denny 

 
 
 

Heather White 

 
 
For more information, please visit our website at http://cssrc.us/newsroom/fiscal/current 
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