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Executive Summary 
 
Budget Overview.  The Governor’s budget projects that tax revenues will set another record high, 
pushing the General Fund budget into surplus, at least for now.  Overall, the Governor proposes an 
appropriately cautious approach by building budget reserves to a record-high level, including an extra 
$3.5 billion deposit into the state Rainy Day Fund.  Senate Republicans fought hard to enact the Rainy 
Day Fund and commend the Governor for making it a priority in his budget.  The Governor also 
proposes new spending initiatives in several areas, such as career technical education, an online 
community college, and court infrastructure.  Though these new budget proposals are mostly one-time 
in nature, the state’s fast-growing “baseline” spending is projected to outgrow revenues and create 
deficits again within a few years.  
 

Revenues Hit Record Highs Again...  Compared to the budget signed in June 2017, General Fund 
tax revenues are higher by $1.1 billion in the current year and would rise by another $5.8 billion for 
2018-19. This would set a new record high of $135 billion that is 5.4 percent above the 2017 Budget 
Act.  These revenue records (which do not include gas taxes) indicate that the state does not need to 
raise taxes further on Californians to take care of priorities.   
 
… And So Do Expenditures.  General Fund spending would reach $126.5 billion in the current year, 
an increase of $1.4 billion from the enacted budget, and would rise again to $131.7 billion in 2018-19, 
which is 5.3 percent higher than the 2017 Budget Act.  This significant spending increase is largely the 
result of growth in previously authorized programs or “baseline” spending, such as Medi-Cal and state 
employee compensation, rather than new programs.  
 

 
 
Surpluses Are Short-Lived.  The Governor’s budget reflects a discretionary surplus of roughly 
$7 billion for 2018-19, prior to accounting for new spending proposals and reserve deposits.  This 
compares to a $7.5 billion surplus projected in November 2017 by the nonpartisan Legislative Analyst’s 
Office (LAO).  However, despite the current surplus, the Governor already projects that expenditures 
are on pace to grow faster than even the state’s record revenues over the next few years, resulting in 
an operating deficit of more than $1 billion by 2021-22, as shown in the chart above.  
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Rainy Day Fund Would Reach Constitutional Goal and Record High.  The state’s Rainy Day Fund 
(Proposition 2 of 2014) would grow to $13.5 billion by the end of 2018-19, a balance that is 10 percent 
of General Fund revenues. This includes a $3.5 billion supplemental payment (in addition to the 
$1.5 billion required amount) that the Governor proposes to reach the constitutional goal of reserving 
10 percent of tax revenues in the fund.  
 
The Governor’s budget also includes a discretionary reserve of nearly $2.3 billion, which would bring 
total reserves to $15.8 billion when combined with the Rainy Day Fund.  At nearly 12 percent of tax 
revenues, this combined reserve would be a record high. This focus on building reserves is consistent 
with recent calls by Senate Republicans to use at least $2 billion of the current surplus to prepare for an 
economic downturn.   
 
Proposition 98 Education.  Proposition 98 funding for K-14 education would grow from $74.5 billion in 
the 2017 Budget Act to $78.3 billion in 2018-19.  Proposition 98 per-pupil spending would exceed 
$11,600, and per-pupil spending from all sources would exceed $16,000.  The K-12 local control 
funding formula launched in 2013-14 would grow by $2.9 billion, reaching its funding targets for the first 
time.   
 
Funding for K-12 career technical education, which was scheduled to fall to zero in 2018-19, would 
instead continue indefinitely at $200 million per year, as part of the state’s Strong Workforce effort.  The 
Governor’s proposal also includes about $1.8 billion in one-time locally-flexible K-12 funding, which 
would reduce outstanding education mandate claims for schools who have submitted such claims.  
Senate Republicans have called for using the Education surplus to fund career technical education and 
pay off school debts, and commend the Governor for supporting these priorities.   
 
Higher Education.  The Governor’s proposal increases unrestricted base funding for the University of 
California and California State University by $92 million each (roughly 3 percent each), and fully funds 
expected demand for Cal Grants and middle class scholarships.  It assumes no tuition increase for 
either system.  
 
In addition, the proposal includes $120 million to launch a new fully-online community college that 
would serve some of the many Californians who would otherwise enroll at private non-accredited 
institutions which typically charge more than community colleges and have worse student outcomes. 
 
Trial Court Funding Improves.  The budget includes increased funding for trial court operations of 
$150 million, which will bring underfunded courts significantly closer to full funding according to well-
documented caseload needs.  In addition, the budget includes a proposal to fund the next 10 
courthouse construction projects over two years using General Fund-backed lease-revenue bonds (in 
the counties of Glenn, Imperial, Riverside, Shasta, Siskiyou, Sonoma, Stanislaus, Sacramento, and 
Tuolumne).  While the Governor’s proposal for trial courts is a marked improvement over recent years, 
more funding for both operations and infrastructure will still be needed to ensure uniform access to 
justice statewide. 
 
Governor Extends California Competes and Adds New Tax Credit for Veterans, Parolees. The 
Governor’s budget would extend the California Competes tax credit program through 2022-23 and 
proposes to set aside $200 million each year for the program.  Of these funds, $20 million would be set 
aside to provide direct assistance to small businesses.  Additionally, the 2018-19 budget includes a 
$50 million per year tax credit to encourage businesses to hire individuals with employment barriers, 
such as veterans, parolees, or CalWORKs recipients 
 
Significant Cost for State Employee Raises and Benefits.  The budget proposes $1.2 billion to fund 
state employee raises, higher health care costs for current employees, and prefunding of retiree 
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healthcare for current employees. These raises come as working families in many parts of the state 
struggle to find good-paying jobs.   
 
Pension and Retiree Health Costs Continue to Climb.  State spending growth on retiree health and 
pension obligations continues to outpace almost any other area of the budget.  The Governor’s budget 
provides $11.8 billion for pension and retiree health, an increase of 8 percent over spending in last 
year’s budget.  Senate Republicans have called for using $2 billion of the current surplus to pay down 
the state’s massive pension liabilities, which still surpass $92 billion.  
 
Affordable Housing.  The Governor’s January budget reflects potential spending of $277 million on 
housing if the SB 3 housing bond is approved by voters in November of this year.  However, the budget 
does not propose any housing reforms that could help mitigate the housing crisis facing the state.  More 
reform efforts are needed if the state is to build enough housing to meet the needs of Californians from 
all income levels.  

 
Cap and Trade.  The Governor indicates he will unveil his 2018-19 Cap and Trade expenditure plan of 
$1.3 billion at the State of the State address; therefore, this funding is not specified in the 2018-19 
budget released today. 
 
Transportation.  The Governor’s Budget allocates $4.6 billion from SB 1 gas and car taxes.  About 
78 percent of the funding is slated for roads and highways and 22 percent is planned for non-road 
purposes (largely transit).  The Governor’s Budget also allocates $1.1 billion to the High-Speed Rail 
Authority.  Of this amount, $897 million is for construction costs and is largely derived from 
Cap & Trade proceeds. 
 
Tobacco Tax Bait-and-Switch Continues.  Although the Governor proposes to use $650 million in 
Proposition 56 tobacco taxes for supplemental payments to Medi-Cal and Denti-Cal providers, the 
budget continues to undermine voter intent by using $210 million of the revenue for other Medi-Cal 
expenditures ($170 million) and to replace spending at the University of California ($40 million). 
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Revenues 
 
Summary of Key Points 
 

 Windfall Revenues. The Governor’s budget estimates that tax revenues are $4 billion higher 
than expected when the current budget was signed in June 2017, though the Legislative 
Analyst’s Office projects revenues could be even higher. 

 Recession Looming.  Both the Governor and the Legislative Analyst’s Office warn that a 
recession could lower revenue by more tens of billions of dollars within a few years.  

 

Revenues Shift Higher.  The Governor's Budget projects that General Fund revenues will reach 
$129 billion in 2017-18 and then rise by another $6 billion in 2018-19 to reach $135 billion. This would 
set a new record high that is 5.6 percent above the 2017 Budget Act level. (Note that these tax 
revenues do not include the new gas and car taxes, which are considered special fund revenues).   
 
Compared to June 2017, when the current budget was signed, General Fund revenue estimates are up 
by $4 billion over a two-year period.  Nearly $3.2 billion of this shift is the result of higher personal 
income taxes, which are expected to increase due to stock market-related capital gains.  An upward 
shift of about $1 billion in sales tax revenue accounts for the remainder of the change.  
 
Legislative Analyst Offers Different Estimates.  The Legislative Analyst’s Office (LAO) recently 
projected revenues to be somewhat higher than reflected by the Governor’s budget.  However, the LAO 
also forecasted an example scenario in which a two-year recession begins in 2019-20. The two LAO 
scenarios are compared to the Governor’s forecast in the chart below.   

 

 
 
In the recession scenario, revenue would drop $26 billion below the Governor’s estimate for 
2019-20.  Both the LAO and the Governor agree that a recession would have devastating effects on the 
state budget; the Governor has stated that even a moderate recession could reduce revenue by 
$20 billion annually.  
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Proposition 55 Extends Higher Tax Rates.  General Fund revenues for 2018-19 include about 
$8 billion that result from “temporary” higher income tax rates that voters first approved as 
Proposition 30 in 2012.  These tax rates were scheduled to expire at the end of 2018, but voters 
extended them through 2030 as part of Proposition 55 in 2016. Thus, 2018-19 is the first year that 
Proposition 55 takes effect.  
 
Federal Tax Reform Effects Uncertain.  The Governor’s Budget does not make any adjustments 
associated with federal tax reform, the full effects of which will not be known until 2018 taxes are filed in 
2019.  The Department of Finance indicates it will evaluate the various complex changes in the coming 
months and will provide initial estimates at the May Revision.   
 
While there may not be direct effects, California is at substantial risk of indirect effects due to the state 
budget’s reliance on a small group of high-income taxpayers.  Personal income taxes comprise over 
69 percent of all General Fund tax revenues.  The chart below illustrates the share of all state personal 
income tax revenue that is paid by different income groups.  As shown there, nearly half of all personal 
income taxes (48 percent) are paid by the top 1 percent of income earners, or roughly 161,000 
tax-paying households.  This means that this relative handful of households pays about one-third of all 
General Fund tax revenues.  Thus, any changes that these taxpayers make to adjust to federal tax 
reform could significantly affect California tax revenues.  
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Expenditures 
 
Summary of Key Points 

 
 Record Spending.  General Fund spending reaches a new record level of nearly $132 billion. 

Adding other state spending brings total state spending to $190 billion. 

 Lower Federal Funding Risk for Now.  Federal funding risk appears lower than one year ago, but 
the state still receives more than one-third of its budget from the federal government, primarily for 
Medi-Cal.   

 Recent Spending Decisions Drive Spending.  Various spending decisions made by the majority 
party in recent years contribute over $4 billion in new spending.  

 
Another Record-Spending Budget.  General Fund spending would reach $126.5 billion in the current 
year, an increase of $1.4 billion from the enacted budget, and would rise again to $131.7 billion in 
2018-19, which is 5.3 percent higher than the 2017 Budget Act.  While the budget includes a few new 
spending proposals, this significant spending increase is largely the result of growth in previously 
authorized programs or “baseline” spending, such as Medi-Cal and state employee compensation. The 
table below summarizes state spending by government agency.  
 

Agency

Budget Act

2017-18

Revised 

2017-18

January 

Budget

2018-19

2017-18 

Change from 

Budget Act

2018-19 

Change from 

Budget Act

Legislative, Judicial, Executive $3,487 $3,221 $3,651 -$266 $164

Business, Consumer Services, Housing $410 $404 $432 -$6 $22

Transportation $241 $239 $213 -$2 -$28

Natural Resources $2,857 $3,564 $3,029 $707 $172

Environmental Protection $95 $115 $82 $20 -$13

Health and Human Services $34,824 $35,394 $37,383 $570 $2,559

Corrections and Rehabilitation $11,228 $11,678 $11,815 $450 $587

K-12 Education $53,455 $53,489 $55,167 $34 $1,712

Higher Education $14,892 $14,968 $15,450 $76 $558

Labor and Workforce Development $129 $147 $122 $18 -$7

Government Operations $747 $1,128 $1,181 $381 $434

General Government/Other $2,731 $2,165 $3,165 -$566 $434

Total, General Fund Expenditures $125,096 $126,512 $131,690 $1,416 $6,594
   

General Fund Expenditures by Agency

(Dollars in Millions)

 
 
 
Other Spending Also Rises.  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 44 percent of total spending. State “special” 
funds, such as the managed care tax, account for 19 percent of the total budget, while federal funds 
now make up 36 percent, as shown in the table on the next page.  Special funds as a whole have 
increased dramatically (7.1 percent per year on average) compared to twenty years ago, when they 
made up only 14 percent of the budget.   
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Expenditures by Fund Type

Dollars in Billions

Budget Act % of Revised % of Proposed % of

2017-18 Total 2017-18 Total 2018-19 Total

General Fund $125.1 43% $126.5 43% $131.7 44%

Special Funds 54.9 19% 55.9 19% 56.2 19%

Bond Funds 3.3 1% 6.3 2% 2.5 1%

Total, State Funds $183.3 63% $188.7 65% $190.3 64%

Increase from 

2017 Budget Act
2.9% 3.8%

Federal Funds 107.5 37% 102.2 35% 105.9 36%

Total, All Funds $290.8 100% 290.9 100% $296.2 100%

Increase from 

2017 Budget Act 0.0% 1.9%

 
 

 
Federal Funds Risk Lower for Now.  The state budget will likely benefit from an expected increase in 
federal funds for the Children’s Health Insurance Program (formerly called the Healthy Families 
Program in California), which is now part of the Medi-Cal program.  Due to federal changes made after 
the Governor compiled his proposed budget, California could see an increase of $900 million for this 
program. (See page 20 for additional discussion.) 
 
One year ago California appeared to be at significant risk of losing federal funds. For now those risks 
appear to have declined, but the state continues to rely heavily on the federal government for its 
budget.  The Medi-Cal program receives the largest share of federal funds by far: over $67 billion, or 
64 percent, of the state’s $106 billion in federal funds flows to Medi-Cal.   
 
Recent Spending Increases Create Budget Pressure.  California voters were told in 2012 and 2016 
that tax increases were necessary to avoid reductions to education spending, and those voters 
subsequently approved Proposition 30 and Proposition 55 tax hikes.  However, rather than merely 
maintaining and growing education spending, Sacramento Democrats launched new programs and 
major expansions that are now driving substantial “base” spending growth.  The table on the next page 
lists several examples of these discretionary spending decisions, which combine to add nearly 
$4.5 billion in General Fund spending in 2018-19.  Several of these expenditures will continue to grow 
substantially in the next several years.   
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Dollars in Millions

Program

Year 

Enacted

2018-19 

Cost

Annual Cost 

Upon Full 

Implementation

Optional Adult Medi-Cal Expansion (1) 2013 $1,603 $2,466

State Employee Pay Increases Since 2012-13 Multi $1,719 $1,963

Statewide Minimum Wage to $15 2016 $651 $3,600

Full Medi-Cal Benefits for Undocumented Children 2015 $288 $288

CalWORKs Expansion (Maximum Family Grant  Repeal) 2016 $223 $223

  Total $4,484 $8,540

(1) 2018-19 amount is net of nearly $2.1 billion in costs less $531 million offset from counties. 

Major Recent General Fund Spending Decisions
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Surpluses and Deficits 
 
Summary of Key Points 
 
 Surplus for Now.  Higher revenues combined with lower expenses in the previous year have 

flipped the deficit expected for 2017-18 to a surplus of $7 billion by the end of 2018-19.  

 Deficits to Return.  Even with strong revenue growth, the Governor predicts that an operating 
deficit would return within four years, demonstrating how unstable California’s budget remains.  

 
How Big is the Current Surplus?  The Governor’s budget reflects a discretionary surplus of about 
$7 billion for 2018-19, prior to accounting for new spending and reserve deposits. This compares to a 
$7.5 billion surplus projected in November 2017 by the nonpartisan Legislative Analyst’s Office (LAO).  
Key differences are that the Governor shows higher spending in 2017-18, partly due to wildfire costs, 
but lower revenues over two years than estimated by the LAO.  Additionally, the Governor’s budget 
proposes over $1 billion in new spending in 2018-19, while the LAO assumed no new spending. (Note 
that the Department of Finance indicated the surplus was $6.1 billion, but that amount did not account 
for several significant discretionary spending proposals that were removed from that total.)  
 
Surpluses Already Look Temporary.  Significant increase in stock and real estate values are helping 
fuel a short-term revenue windfall in California.  However, the current growth rates of 6.1 percent and 
4.6 percent in the current and budget years, respectively, are significantly above historic growth and are 
unlikely to continue.  Expenditures, which grow more predictably, are projected to grow 14 percent 
faster than revenues through 2021-22, creating an operating deficit that year, even without a recession.  
The chart below compares revenue growth to expenditure growth.   
 

 
 
 
As expenditures grow faster than revenues, the current surplus turns back to a deficit of more than 
$1 billion by 2021-22, as shown in the chart on the next page, even assuming there is no recession.  
The short-term nature of the current surplus highlights the need for the Governor to oppose major new 
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ongoing spending commitments.  The 2021-22 deficit could likely be addressed by budget reserves, but 
this assumes no major new spending.  Legislative Democrats and their allies are likely to pursue costly 
initiatives that, if fully implemented, would push California beyond its reserves and force cuts when a 
recession wipes out tens of billions of dollars in state revenues.  
 

 

 
 
The projected return of a deficit even during a time of strong revenue growth demonstrates how 
California’s budget is structurally unstable.  This is due in large part to the additions to baseline 
spending that the majority party has enacted or augmented in recent years, as discussed in the 
Expenditures section beginning on page 7.  
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Budget Reserves 
 

Summary of Key Points 
 
 Extra $3.5 Billion for Rainy Day Fund.  The Governor’s January budget proposes to deposit an 

additional $3.5 billion more than minimum required. 

 Discretionary Reserve Grows as Well.  In addition to the extra rainy day fund deposit, the 
Governor proposes to increase the state’s discretionary reserve to $2.3 billion. 

 Future Payments for Infrastructure.  In 2019-20, with the state’s rainy day fund at its 
constitutionally required level, the budget proposes to begin funding infrastructure and deferred 
maintenance projects. 

 
In November 2014, California voters overwhelmingly approved Proposition 2 to establish meaningful 
Rainy Day Fund (RDF) requirements in the state constitution. Proposition 2 establishes a constitutional 
target of 10 percent of tax revenues deposited into the Rainy Day Fund.  
 
Governor Proposes $3.5 Billion More Than Required in 2018-19. The 2018-19 January budget 
includes the $1.5 billion deposit into the state’s rainy day fund that is required by Proposition 2, but the 
Governor also proposes a $3.5 billion supplemental deposit as an extra precaution against future 
volatility in revenues and the inevitable recession that looms on the horizon. This extra deposit would 
bring the RDF balance to $13.5 billion, equal to 10 percent of General Fund revenues, the goal set out 
in the state constitution.  
 
Discretionary Reserve.  The Governor’s budget also includes a discretionary reserve of nearly 
$2.3 billion, which would bring total reserves to $15.8 billion when combined with the Rainy Day Fund.  
At nearly 12 percent of tax revenues, this combined reserve would be a record high.  
 
Infrastructure and Deferred Maintenance Funding Commences in 2019-20. Assuming the Rainy 
Day Fund reaches the required capacity by the end of 2018-19, 10 percent of General Fund revenues, 
the Governor’s January budget reflects nearly $1 billion beginning in 2019-20 for infrastructure or 
deferred maintenance, as required by Proposition 2.  Deposits would be substantially reduced in the 
out-years as long as the RDF is at its constitutional limit.  Senate Republicans support a pay-as-you-go 
approach for infrastructure projects, which is consistent with this use of Proposition 2 funds.   
 
The chart on the next page summarizes the RDF forecast. Notably, about 75 percent or $8.4 billion of 
the combined Rainy Day deposits through 2020-21 results from the up-front 1.5 percent set-aside that 
Republicans negotiated in the development of Proposition 2, a consistent source of funding for the 
state’s most secure savings account.   
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 2018-19 2019-20 2020-21 2021-22 Total

Capital Gains Taxes in Excess of  8% of 

General Fund Revenues

$1,047 $739 $466 $598 $2,850

Rainy Day Amounts Available $3,070 $2,830 $2,610 $2,809 $11,319

Supplemental Deposit $3,500

Amount in excess of 10 percent of GF tax 

proceeds (for infrastructure /deferred 

maintenance

$959 $947 $987

Rainy Day Fund Balance at End of Year
 1 $13,461 $13,917 $14,275 $14,693

Source: Department of Finance, January 2018

Annual 1.5% of General Fund Revenues $2,023 $2,091 $2,144 $2,211 $8,469

$1,405 $5,660

Deposit to Rainy Day Fund (50%) $1,535 $456 $358 $418 $2,767

1. Includes beginning balance from 2014-15 of $1.6 billion, $2.1 billion from 2015-16, $3 billion from 2016-17 after second 

true up, and $1.7 billion from 2017-18 after f irst true up. 

Note: Capital gains amounts are net of revenues attributable to Proposition 98.  All estimates assume there are no 

budget shortfalls that w ould allow  other uses of Rainy Day amounts to maintain spending. 

Rainy Day Fund Forecast

Dollars in Millions

Debt Repayment (50%) $1,535 $1,415 $1,305

 
 
 
Proposition 2 requires that only 50 percent of the amount in the fund can be pulled out in the first year a 
budget emergency is declared.  While a full Rainy Day Fund might not eliminate the need for further 
spending reductions in case of a recession that triggers a budget crisis, saving even more than the 
constitutional requirement would allow the state to spend from its Rainy Day Fund later to soften the 
magnitude and length of any necessary reductions. Senate Republicans support the Governor’s 
appropriately cautious approach to increase the state’s “savings account” above what is constitutionally 
required.   
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Long-Term Budget Trends 
 
Summary of Key Points 
 
 Budget Growth Shifted to Special Funds. The state General Fund has grown faster than 

population and inflation over the past two decades, but special funds and federal funds have grown 
even faster.    

 The Rise of Health Programs.  K-12 education is often cited as receiving the largest share of the 
General Fund budget. However, when considering all types of spending, health and human 
services programs dominate the budget, and this trend has increased over the past two decades.  

 
Focus on Yearly Changes Masks Long-Term Trends.  Annual budget discussions invariably focus 
on the new proposals offered by the Governor or the Legislature.  These proposals often consist of 
relatively small changes (at least initially) to current levels of spending or revenues.  This “incremental” 
approach to budgeting often neglects to evaluate the longer term trends that accumulate after years of 
budgeting at the margins.   
 
The table below displays how the budget has changed over the past 20 years as it nearly tripled from 
$100 billion in 1997-98 to $291 billion in 2017-18.  Special and bond fund spending has grown by an 
average of 7.1 percent annually over that time, significantly faster than General Fund spending growth 
of 4.5 percent per year.  Both these fund types, as well as federal funds, dramatically outpaced the 
combined growth rate of population and inflation, which together averaged about 3.5 percent.   
 
 

 
 
 
The Rise of Health Spending.  K-12 education is often cited as receiving the largest share of the 
budget. This is correct when looking at the General Fund alone.  However, when considering all types 

Average Annual Growth Rates: 
General Fund: 4.5% 
Special & Bond Funds: 7.1% 
Federal Funds: 6.0% 
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of spending, rapid growth in special fund and federal spending on Medi-Cal means that health and 
human services programs now dominate state government.  
 
The two charts below and on the next page show spending in four key budget areas: Corrections, 
Health and Human Services, K-12 Education, and Higher Education (including community colleges). 
The General Fund chart below shows that shares of General Fund spending have remained relatively 
constant among these programs over the past twenty years, and that K-12 Education remains the 
largest spending area, typically between 42 percent and 44 percent.   

 

 
 
The chart on the next page, which shows spending for all fund types, illustrates that Health and Human 
Services grew from just under 35 percent of the budget in 1997-98 to about 48 percent in 2017-18.  In 
contrast, spending for Higher Education has dropped from about 12 percent twenty years ago to about 
7 percent in 2017-18.  K-12 Education also dropped significantly from over 25 percent of the budget to 
about 21 percent.  Key results of raising special fund taxes, such as the 2004 Proposition 63 
“millionaire’s tax” or 2017 gas taxes, are that Proposition 98 education programs do not receive a share 
of the revenue and that the use of the proceeds may be more limited. 
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These charts illustrate that the state budget has become more focused on safety net programs and less 
focused on education programs over time.  In part this is due to federal changes to health programs 
that California aggressively implemented, including Healthy Families in the late 1990s and Medi-Cal in 
2014 under federal health reform.   
 
Changes that may begin with relatively small spending amounts can grow over time to produce 
significant shifts in priorities.  Though budget decisions are usually made at the margins, a longer-term 
view is helpful for guiding the year-to-year process.  
 
 
 
 
 
 
 
 
 



Senate Republican Fiscal Office  Page 17 
 

Federal Tax Reform 
 
Summary of Key Points 
 
 No Effects Yet in Budget from Federal Tax Changes. The Governor’s January budget does not 

assume any effect on state revenues or expenditures from recent federal changes to tax law. 

 Risk to California Revenues. The long-term impact of federal tax reform is unknown, but California 
could be at risk due to the potential effect of its high taxes on wealthier earners.  

 
Budget Assumes No Effects from Federal Tax Changes.  California taxpayers will soon experience 
the effects from the federal Tax Cuts and Jobs Act of 2017 (the Act). Since the federal legislation was 
finalized after the budget’s economic and revenue forecasts, the Governor’s January 2018-19 budget 
does not assume any federal tax changes. The Administration indicates the May Revision will include a 
preliminary analysis of the impact of the changes but notes that the long-term effects will not be fully 
realized until after 2018 taxes are filed.  California tax law does not automatically conform to federal tax 
changes. 
 
Independent Analysts Predict Growth Overall.  Independent analysts such as Moody’s Analytics, a 
financial consultancy, and the Tax Foundation, an independent tax policy nonprofit, project the Act will 
generate economic growth nationally.  The Tax Foundation states the Act is a “pro-growth tax plan, 
which, when fully implemented, would spur an additional $600 billion in federal revenues from 
economic growth.” The Tax Foundation also projects that the national effects of tax reform will be to 
significantly lower marginal tax rates and the cost of capital, which would lead to a 1.7 percent increase 
in gross domestic product over the long term, 1.5 percent higher wages, and an additional 339,000 full-
time equivalent jobs.  California could see a positive economic impact and a commensurate revenue 
increase as a result, but until the provisions become effective, it will be difficult to predict the impact on 
businesses and Californians of all income levels. 
 
High-Tax States Like California Hit Hardest.  Low- to middle-income families will likely see an 
increase in after-tax income due to the doubling of the standard deduction. However, some higher 
earners could experience less money in their pockets. The Act’s provision limiting the amount of state 
and local taxes that can be deducted from one’s federal tax liability could negatively affect families that 
write-off more than $10,000 in state and local sales, income, and property taxes.   
 
In California, 71,000 households with incomes greater than $1 million deducted an average of over 
$460,000 in 2015, compared to $6,940 for those earning between $50,000 and $100,000, according to 
IRS data (cited by the Wall Street Journal).  Since nearly half of California’s personal income taxes 
comes from the highest one percent of earners, any decisions made by these taxpayers in response to 
federal reform could have disproportionate effects on California tax revenues. (See page 7 in the 
Revenues section for data on taxpayers.) 
 
In the past, the ability to write off high state and local taxes has helped soften the overall effects of state 
tax policy on Californians’ bank accounts.  With the passage of federal tax reform, the federal 
government has said “no more” to Sacramento Democrats. Federal tax reform should prompt the 
majority party in Sacramento to rethink the state’s high taxes, but unfortunately legislative Democrats 
continue to look for ways to increase revenues, even with the state experiencing major revenue growth 
year after year.   
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Synopsis of the Federal Tax Cuts and Jobs Act of 2017 (Source: Tax Foundation): 
 
Changes to the federal Individual Income Tax: 

1. Lowers most individual income tax rates, including the top marginal rate from 39.6 percent to 
37 percent. Retains the current seven bracket structure, but bracket widths are modified.  

2. Indexes tax brackets and other provisions by the chained CPI measure of inflation. 

3. Increases the standard deduction to $12,000 for single filers, $18,000 for heads of household, and 
$24,000 for joint filers in 2018 (compared to $6,500, $9,550, and $13,000 respectively under current 
law) and eliminates the personal exemption. 

4. Limits the mortgage interest deduction to the first $750,000 in principal value.  

5. Limits the state and local tax deduction to a combined $10,000 for income, sales, and property 
taxes. 

6. Expands the child tax credit from $1,000 to $2,000, while increasing the phase-out from $110,000 
to $400,000 for married couples. First $1,400 would be refundable. 

7. Repeals the individual mandate penalty, effective Jan 1, 2019. 

8. Raises the exemption on the alternative minimum tax from $86,200 to $109,400 for married filers, 
and increases the phase-out threshold to $1 million. 

9. Majority of individual income tax changes temporary, expiring Dec 31, 2025. Several, such as the 
adoption of chained CPI and functional repeal of the individual mandate, would be permanent. 

Changes to Business Taxes: 

10. Lowers the corporate tax rate permanently to 21 percent, starting in 2018. 

11. Establishes a 20 percent deduction of qualified business income from certain pass-through 
businesses. Service industries such as health, law, and professional services are excluded. Joint 
filers with income below $315,000 and other filers with income below $157,500 can claim the 
deduction fully on income from service industries. This provision expires Dec 31, 2025. 

12. Allows full and immediate expensing of short-lived capital investments for five years. Increases the 
section 179 expensing cap from $500,000 to $1 million. 

13. Limits the deductibility of net interest expense to 30 percent of earnings before interest, taxes, 
depreciation, and amortization (EBITDA) for four years, and 30 percent of earnings before interest 
and taxes (EBIT) thereafter. 

14. Eliminates net operating loss carrybacks and limits carryforwards to 80 percent of taxable income. 

15. Eliminates the domestic production activities deduction (section 199) and modifies other provisions, 
such as the orphan drug credit and the rehabilitation credit. 

16. Enacts deemed repatriation of currently deferred foreign profits, at a rate of 15.5 percent for cash 
and cash-equivalent profits and 8 percent for reinvested foreign earnings. 

17. Moves to a territorial system with base erosion rules and eliminates the corporate alternative 
minimum tax. 

Other Changes: 

18. Doubles the estate tax exemption from $5.6 million to $11.2 million, which expires on December 31, 
2025. The exemption will increase with inflation. 
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Health 
 
Summary of Key Points 
 
 Medi-Cal Drugs.  Budget proposes prohibition on the use of 340B drugs in Medi-Cal. 

 Tobacco Tax Bait-and-Switch Continues.  Some Proposition 56 tobacco tax revenues still 
being diverted against the intent of the proposition. 

 No “Temporary Tax” Revenue to Medi-Cal. Governor says Proposition 55’s new revenue won’t 
go to Medi-Cal.  

 Mentally Ill Treatment.  New effort proposed for mentally ill offenders. 

 

Department of Healthcare Services 
 
Medi-Cal Caseload Flat but General Fund Costs Increase.  Although the administration projects 
Medi-Cal caseload will remain at roughly 13.5 million Californians, the General Fund costs of the 
program in 2018-19 will be $20.4 billion (with total program costs of $101.5 billion). This is an 
11 percent increase from the $18.4 billion General Fund approved in the 2017 Budget Act. One driver 
of this increase is the state’s growing share of the Optional Medi-Cal Expansion under the Affordable 
Care Act. Current federal law ramps up the state’s share of the costs for the 3.9 million individuals in 
the optional Medi-Cal expansion population (mostly childless adults) to 10 percent by 2020. The 
Governor’s 2018-19 budget assumes $1.6 billion in General Fund costs to cover this population. In 
addition, the Governor’s budget estimates about $288 million in General Fund costs to cover 
approximately 200,000 undocumented children within Medi-Cal. 
 
Most Tobacco Tax Revenues Will Go to Providers, But Some Still Diverted.  While the Governor 
proposes to use $650 million in revenue from the $2-per-pack tobacco tax enacted through Proposition 
56 for supplemental payments to Medi-Cal and Denti-Cal providers, his budget continues to undermine 
voter intent by siphoning off $170 million of the revenue to supplant General Fund Medi-Cal costs. 
Senate Republicans have argued that the total amount of Proposition 56 revenues dedicated to 
Medi-Cal should be used to increase payments to providers in order to expand access to health care 
services. 
 
Home Health Rate Increase.  After Senator Bates highlighted a deficiency in access to care for 
pediatric in-home care beneficiaries in 2017, the Governor’s 2018-19 budget includes $65 million 
($32 million from Proposition 56 tobacco tax funds) to provide for a permanent 50 percent rate increase 
to in-home health providers to children and adults in the Medi-Cal fee-for-service and home and 
community-based waiver systems.  This is an important step that follows the leadership of Senate 
Republicans, and it is an appropriate use of Proposition 56 funds to increase provider rates.  
 
No Proposition 55 Funds to Medi-Cal. Proposition 55, approved by the voters in 2016, extends for 
12 years the “temporary” taxes first proposed in 2012 to fund education. Prop. 55 contained a new 
provision that requires the Department of Finance to measure the health of the state budget to 
determine whether up to $2 billion of the new revenue can go toward Medi-Cal. The department stated 
that although the state budget has a General Fund surplus, it has as a “workload deficit” in 2018-19 due 
to the implementation of legislative proposals. As such, the department has determined that no revenue 
from Prop. 55 will go towards Medi-Cal. The Legislative Analyst has recommended that the Legislature 
question the administration’s Prop. 55 calculations for 2018-19 and the precedent they set for future 
fiscal years. 
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Children’s Health Insurance Program (CHIP) Reauthorization.  Among the federal funding items 
currently being negotiated in Congress is a long-term funding plan for CHIP, the program that provides 
Medi-Cal coverage to about 1.3 million children in households with incomes up to 266 percent of the 
federal poverty level (about $65,000 for a family of four). While the Governor’s 2018-19 budget 
assumes that Congress will reauthorize CHIP, it assumes that the federal government will only provide 
a 65 percent funding match for the program. Therefore, if Congress reauthorizes CHIP at an enhanced 
88 percent federal match—the percentage that has been approved in the previous short-term federal 
budget extensions—the state will experience General Fund savings of roughly $900 million through 
fiscal year 2018-19.  
 
Prohibition on the Use of 340B Drugs in Medi-Cal.  The Governor’s budget proposes a new 
requirement to restrict the use of federal “340B” drug pricing reimbursements within the Medi-Cal 
program, effective July 1, 2019. Under current law, 340B entities are clinics and hospitals that provide 
prescription drugs to both uninsured and Medi-Cal beneficiaries. When 340B entities want to be 
reimbursed for dispensing to Medi-Cal beneficiaries, they are required to only bill Medi-Cal at their 
actual 340B acquisition costs plus any dispensing fee. The Department of Health Care Services sites 
instances where the 340B entities are instead billing Medi-Cal at a higher price, creating higher state 
costs. To reduce both drug and administrative costs, the proposal seeks to prohibit the use of 340B 
drugs in the Medi-Cal program. The Administration intends that this change will not reduce access to 
care for Medi-Cal beneficiaries or the manner in which they receive services. The Administration claims 
that pharmacies that currently dispense 340B drugs can continue to dispense the same drugs to their 
clients and receive reimbursement under the standard Medi-Cal drug reimbursement.  However, some 
patient advocates, clinics, hospitals, and pharmacists are likely to argue that this proposal could 
increase drug costs to providers that serve low-income patients.  
 
Department of Public Health  
 
New Health Care Facility Licensing Fee for Los Angeles County. The Governor’s budget includes a 
proposal to impose a supplemental fee on licensed health care facilities within the county of 
Los Angeles. Details of the new fee will be forthcoming later, but the fee is intended to help cover the 
increased costs of contracting with the county for licensing and certification of these facilities. The 
Administration states that a new contract will include pay-for-performance metrics of quantity, quality, 
and service. Senate Republicans have argued in the past that the state should tighten its contracts with 
Los Angeles County to avoid wasteful spending and conditions that are not granted to any other county.  
 
Department of State Hospitals  
 
Increased Capacity for Incompetent to Stand Trial (IST) Admissions. The Governor’s budget 
includes $198 million in new General Fund expenditures for a multi-pronged effort to address the 
growing backlog in IST pending placements as the number of IST admission referrals from local courts 
rises every year. The new General Fund expenditures include: 
 
 $100 million over three years to increase the diversion of mentally ill offenders to local mental 

health treatment alternatives, prioritizing the counties that have the majority of IST referrals and 
that focus on preventing entry or reentry into the criminal justice system. 

 $15 million to Los Angeles County for up to 150 IST community placements. 

 $53 million to activate 236 new forensic beds at Metropolitan State Hospital. 

 $12 million to activate 80 new Mentally Disordered Offender beds at Coalinga State Hospital, 
thereby freeing up spaces at other state hospitals. 

 $16 million to contract for 159 jail-based competency treatment program beds.  
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In addition, $2.5 million of Proposition 63 Mental Health Services funds will be allocated to provide two 
years of consulting services to counties in developing plans for IST diversion programs.  
 
This effort to reduce the IST backlog is overdue and begins to foster a better partnership between 
county mental health agencies and the Department of State Hospitals. The success of the diversion 
effort depends on the strength of the local mental health programs. 
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Human Services 
 
Summary of Key Points 
 
 In-Home Supportive Services. Minimum wage and sick leave drive higher IHSS costs.  

 CalWORKs.  Lowest CalWORKs caseload on record. 

 New Home Visiting Initiative. The budget proposes a new home visiting program for new 
CalWORKs parents.  

 
In-Home Supportive Services (IHSS) 
 
Rapid Caseload and Cost Growth in IHSS. The IHSS program is a Medi-Cal benefit that provides 
personal care and domestic services to 545,000 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 5.4 percent increase in caseload in 2018-19 
from the 2017 Budget Act and a 29 percent increase from the caseload in 2008-09. The Governor’s 
budget includes $11.2 billion ($3.6 billion General Fund) for the IHSS program, a 13 percent increase 
from the 2017 Budget Act.   
 
IHSS Costs Higher from Minimum Wage and Sick Leave.  The state minimum wage (enacted by 
SB 3 in 2016) rose to $11 per hour on January 1, 2018 and is scheduled to increase each year until it 
reaches $15 per hour by 2023.  The Governor’s budget estimates that the $11 wage will result in 
increased IHSS provider costs of $112 million ($52 million General Fund) for 2018-19, and that the 
increase to $12 per hour effective January 1, 2019 will result in additional IHSS costs of $260 million 
($119 million General Fund) in 2018-19.  Once fully implemented, the total impact of $15 per hour will 
cost the program $1.8 billion General Fund annually.  In addition, SB 3 also permits IHSS providers to 
accrue and use paid sick leave hours, starting with 8 hours of sick leave per year beginning  
July 1, 2018, and increasing to 24 hours per year by 2023. The Governor’s budget includes $57 million 
($29 million General Fund) to cover the cost of 8 hours of provider sick leave. 
 
County Share of IHSS Costs to Increase with New Maintenance of Effort (MOE). As required by 
the new IHSS cost sharing plan within SB 90 (2017), the county MOE will increase by 5 percent to 
$1.8 billion in 2018-19, about $658 million higher than the 2016-17 IHSS county cost share. As part of 
the agreement, the Governor’s 2018-19 budget includes $330 million in General Fund to offset a 
portion of those higher county costs.  
 
Supplemental Security Income/State Supplementary Payment (SSI/SSP) 
 
Federal COLA for SSI/SSP Recipients.  The federal SSI program provides a monthly cash benefit to 
eligible aged, blind, and disabled persons who meet certain income requirements. The SSI is 
augmented by the California SSP. The SSI/SSP caseload is projected to be 1.3 million Californians in 
2018-19, a slight decrease from the 2017 Budget Act. The Governor’s budget includes $2.8 billion 
General Fund for the SSI/SSP program, a $35 million or 1.2 percent decrease from the 2017 Budget 
Act.  On January 1, 2018, the maximum SSI/SSP grant levels rose to $910 per month for individuals 
and $1,532 for couples due to automatic cost of living increases in federal law.   
 
Child Welfare Services 
 
Continuum of Care Reform (CCR).  The 2018-19 budget includes $238 million ($180 million General 
Fund) for the Department of Social Services (DSS) to continue implementing CCR reforms to the 
state’s foster care system, including child and family team support, resource family approval, and family 
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retention and recruitment. The Governor’s budget reflects revised assumptions for the transition of 
foster children from group homes to family-based settings or to short-term therapeutic placements. 
Senate Republicans will continue to advocate for ways to improve the lives of foster care kids, who face 
significant challenges and typically do not realize the same results in education and jobs as their 
non-foster peers.  
 
California Work Opportunity and Responsibility to Kids (CalWORKs)  
 
Lowest CalWORKs Caseload Ever. With strong statewide employment figures, the Department of 
Social Services estimates that the number of families on CalWORKs will be at an all-time low in 
2018-19. The department estimates a 5.6 percent decline in CalWORKs cases in 2017-18 from the 
caseload projected in the 2017 Budget Act. For 2018-19, the administration projects an additional 
5.9 percent decline to about 401,000 families—the lowest annual caseload in the history of the 
program. The Governor’s budget includes $5.1 billion in federal, state, and local funds for the program, 
which provides cash grants and other services to low income households.  
 
Home Visiting Pilot Program for New CalWORKs Parents. The Governor’s budget includes 
$27 million for a voluntary Home Visiting pilot program for young first-time parents within CalWORKs. 
Home visitors would help parents navigate and connect to the various employment, training, and child 
care resources in the CalWORKs program. The pilot will run through 2021 at a total cost of 
$159 million.  
 
CalFresh  
 
Caseload Continues to Decline.  For the first time in 15 years, the total estimated caseload for 
CalFresh (food stamp) recipients decreased by 3.3 percent in 2017-18 to 1.93 million households. The 
Department of Social Services estimates that in 2018-19 the decline will continue by another 
3.7 percent to 1.87 million households. The Governor’s budget includes $1.78 billion ($614 million 
General Fund) for CalFresh administration of this federal benefit.   
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Education 
 
Summary of Key Points 

 Proposition 98 funding grows to an all-time high and includes full K-12 local control funding. 

 Career Technical Education funding proposed to continue.  

 $1.8 billion in one-time flexible funding insulates K-12 schools from future economic downturn, 
reduces state mandate debt  

 Proposed school accountability measures are insufficient.  

Proposition 98 funding hits another all-time high.  Under the Governor’s proposal, total Proposition 
98 funding for K-14 education hits an all-time high of over $78 billion in 2018-19, and average per-pupil 
K-12 spending exceeds $11,600.1  The Proposition 98 maintenance factor obligation is expected to 
stand at about $320 million by the end of 2018-19.2  After 2018-19, the Administration projects 
that growth in the Proposition 98 guarantee will slow to roughly two to three percent per year through 
2021-22.   

 

Proposition 98 Funding at 2018-19 Governor's Budget
Source:  Legislative Analyst's Office 

($ in millions)

2016-17 at 

2017-18 

FBA 2/

2016-17 at 

2018-19    

GB3/

Change

2017-18 at 

2017-18 

FBA

2017-18 at 

2018-19    

GB

Change 2018-19

Change 

from 

Revised 

2017-18

K-12 education 
1/

  General Fund $44,930 $44,435 -$495 $46,886 $46,964 $78 $48,413 $1,449

  Local property tax revenue $18,133 $18,587 $454 $18,981 $19,498 $517 $20,620 $1,121

K-12 subtotal $63,063 $63,022 -$41 $65,867 $66,462 $595 $69,033 $2,571

California Community Colleges 
4/

  General Fund $5,473 $5,473 $0 $5,654 $5,682 $28 $6,066 $384

  Local property tax revenue $2,768 $2,809 $41 $2,911 $2,972 $61 $3,141 $169

CCC subtotal $8,242 $8,283 $41 $8,565 $8,654 $89 $9,207 $553

Other Agencies $85 $85 $0 $91 $95 $4 $85 -$10

Total Proposition 98 
5/ $71,390 $71,390 $0 $74,523 $75,211 $687 $78,324 $3,114

General Fund $50,488 $49,993 -$495 $52,631 $52,741 $109 $54,564 $1,823

Local property tax revenue $20,902 $21,397 $495 $21,892 $22,470 $578 $23,761 $1,291

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 funding for adult ed which can flow to any K-14 provider (not restricted to CCCs)
5/  Any discrepancies are due to rounding

 
 

                                                
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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Local Control Funding Formula (LCFF) fully funded for the first time.  The state’s local control 
funding formula for K-12 schools will enter its sixth year of implementation in 2018-19.  Under the 
formula, K-12 schools receive locally-flexible funds, including:  

 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 a school’s total enrollment.  

The Governor’s 2018-19 budget increases LCFF funding by $2.9 billion, bringing it to 100 percent of the 
statewide target level for the first time, with total funding of $60.3 billion.5  According to the Legislative 
Analyst, LCFF funding growth has far outstripped most schools’ growing costs, including pension costs.  
However, it remains critical that school districts fund their growing known costs before making new 
ongoing spending commitments, because, as noted above, Proposition 98 growth may slow in future 
years.  Senate Republicans have supported additional LCFF funding based on its enhancement of local 
control, and urge school management to spend it prudently.  
 
Career technical education (CTE) funding revived and refocused.  In an effort to ensure that K-12 
CTE programs continued after the launch of the LCFF, the 2015-16 budget funded a three-year 
transitional CTE incentive grant program with $400 million in year one, $300 million in year two, 
$200 million in year three, and nothing thereafter (2018-19 and beyond).  However, rather than 
extinguishing this funding stream altogether, as planned, the Governor now proposes $200 million 
ongoing for K-12 schools through the state’s regional Strong Workforce program, plus $12 million (also 
ongoing) for related technical support.6  Senate Republicans have long been advocates for career 
technical education, which prepares students for well-paying jobs that do not necessarily require 
college degrees, and applaud this positive response to their recent calls for continuing CTE funds.7  
 
One-time discretionary funding has multiple benefits.  The budget proposes $1.8 billion in locally 
flexible one-time funding, to be distributed on an equal per-student basis to K-12 schools for any local 
priority.  Because they will not be locked into an ongoing program, these funds will act as a cushion in 
the following year should state revenues fall.  In addition, to the extent that recipient school districts 
have unpaid claims for past mandated activities, the funds will be scored in satisfaction of those claims 
(only a few districts have such claims, so this would be a relatively minor benefit of this proposal). The 
one-time nature of these funds will reduce the negative effects on schools should the economy soften 
in 2019, and the related reduction in outstanding mandate debt, while likely minor, is consistent with 
recent Senate Republican calls to include one-time funding in the budget and to pay down the debt 
owed to our schools.  
 
Child care and preschool funding continue to grow.  The budget increases child care and preschool 
funding by about $400 million (roughly two thirds Proposition 98 General Fund and one third 
non-Proposition 98 General Fund), to over $4.3 billion, most notably including:  

 $167 million in one-time funds for early education expansion grants 

                                                
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 by an annual cost-of-living adjustment (COLA), which is currently projected to be 2.51 percent in 2018-19. 

6
 K-12 schools were already eligible to compete with other applicants for Strong Workforce funds; this proposal will provide 

$200 million per year specifically for them.  
7
 http://cssrc.us/content/senate-republicans-call-supporting-vocational-education-and-paying-school-debt-education  

http://cssrc.us/content/senate-republicans-call-supporting-vocational-education-and-paying-school-debt-education
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 $136 million to increase provider reimbursement rates 

 $41 million to fully fund transitional kindergarten  

 $27 million to annualize funding for a 2017-18 state preschool expansion ($19 million) and add 
another 2,959 preschool slots effective April 1, 2019 ($8 million)  

 $20 million to annualize funding for a bridge child care program for foster children  
 
School facility bond sales continue at a slow pace with no program reforms.  Proposition 51, 
approved by the voters in November 2016, authorized $9 billion in bond funding for K-14 education 
facilities.  These funds are off-budget, but the Governor provides an estimate of expected bond sales 
as part of his budget roll-out.  He proposes to sell $640 million in K-12 school facility bonds in 2018-19, 
up from roughly $600 million in 2017-18.8  Senate Republicans welcome these funds, but continue to 
call for reforms to the state’s overly-complex school facility construction process, which is lengthy and 
fragmented, involving a labyrinth of regulatory bodies that drive unnecessarily high administrative 
costs.9 
 
Transparency and accountability efforts insufficient.  The Governor’s budget proposes to address 
concerns about whether schools are appropriately using funds intended for needy students by requiring 
them to show how their expenditures align with the student service strategies identified in their local 
accountability plans, and to create an online display of the enhanced state funding provided for needy 
students.  Senate Republicans and other student advocates have called for even stronger 
accountability measures, as California’s achievement gap remains one of the worst in the nation 
despite the recent infusion of billions of dollars in additional resources.  Unfortunately, district-level 
plans and spending reports will not show the extent to which resources are being spent specifically for 
the benefit of the state’s neediest students (school-site-level spending reports are needed for that), and 
the Governor’s proposal makes no effort to push the State Board of Education to comply with federal 
requirements to identify the state’s lowest-performing five percent of schools 
 
Special education gets special attention.  The Governor proposes $10 million to provide schools 
with technical assistance intended to improve outcomes for special education students.  In addition, he 
proposes $100 million in one-time funding to the Commission on Teacher Credentialing to support 
programs aimed at preparing and retaining special education teachers ($50 million), and develop 
locally-identified solutions that address the state’s shortage of special education teachers ($50 million).  
The most cost-efficient way to reduce teacher shortages in special education and other hard-to-staff 
areas such as math and science would be for schools to pay extra for these teaching assignments.  
Unfortunately, local school boards have been unable to overcome opposition to this approach from 
teachers’ labor unions, which continue to insist on seniority-based pay scales and to oppose higher pay 
for hard-to-staff assignments.   

                                                
8
 Charter schools are not eligible for state bond funds, but the Governor proposes to increase direct funding for them by about 

$28 million to meet growing demand.  
9
 http://www.lao.ca.gov/handouts/education/2017/SFP-Overview-020817.pdf  

http://www.lao.ca.gov/handouts/education/2017/SFP-Overview-020817.pdf
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Higher Education 
 
Summary of Key Points.   

 New fully online community college proposed to focus on skills and training for working learners.  

 Smaller augmentations for the University of California and California State University  

 Cal Grants for private nonprofit colleges continue at current level  

The Governor’s budget augments core funding from all sources for the state’s three segments of higher 
education by over $800 million from the revised 2017-18 level.  The following chart displays proposed 
funding for the University of California (UC), California State University (CSU), and the California 
Community Colleges, details of which are discussed on the following pages.  
 

UC, CSU, and CCC Funding at Governor's 2018-19 January Budget
(Core funds , in mi l l ions)

Fund

2016-17

Revised 

2017-18 2018-19

UC General Fund 1,2/ $3,496 $3,549 $3,509

Tuition and Fees 3/ 4,507 4,816 5,038

Other UC Core Funds 4/ 353 405 397

Lottery 38 42 42

Total UC $8,394 $8,813 $8,986

CSU General Fund 1,2,5,6/ $3,564 $3,763 $3,858

Tuition and Fees 3/ 3,077 3,168 3,168

Lottery 7/ 50 50 50

Total CSU $6,691 $6,981 $7,075

CCC General Fund 1,2,8/ $5,853 $6,151 $6,575

Student Fees 3/ 449 449 405

Local Property Tax 2,857 2,972 3,141

Lottery 233 231 231

Total CCC $9,391 $9,803 $10,352

Totals $24,476 $25,597 $26,414

     for graduate medical education.   

     Dream Loan program provided in 2017-18. 

      Lottery Fund estimates for those years. 

1/   Includes general obligation bond debt service.
2/  Includes Awards for Innovation in Higher Education.
3/  Includes systemwide resident and nonresident tuition and fees, before discounts and waivers.
4/  Includes application fees, some interest, some grant overhead and patent royalty income, and Proposition 56 funds

5/  Includes funding for CSU retired annuitant health care costs from another budget item. 
6/   As of 1-1-18, Administration has not confirmed whether this amount includes $2 million (one time) for the

7/   Reflects LAO placeholder estimates for 2017-18 and 2018-19.  As of 1-1-18, Administration has not provided

8/  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 rises in 2018-19 by about $640 million from the amount 
provided in the 2017 Budget Act, to over $9.2 billion, as shown in the Proposition 98 chart on 
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page 24.10   In addition, the expiration of short-term programs frees up $380 million of existing 
resources for new uses.  The most notable CCC adjustments include:   

 New student-centered funding formula.  The most significant adjustment to the colleges’ budget 
is $396 million for general-purpose (apportionment) funding, including $161 million for a 
2.51 percent COLA, $60 million for enrollment growth, and $175 million to hold districts harmless 
from any drop in funding that would otherwise result from a proposed new funding formula.  Under 
the new formula, district apportionment funding would no longer be based solely on attendance 
levels, but on three factors:  1) a base grant for each full-time-equivalent student, 2) a supplemental 
grant for each low-income student, and 3) a student success incentive grant based on the number 
of degrees and certificates granted, along with the number of students who complete a degree or 
certificate in three years or less.  This proposal is worthy of consideration, as it would focus 
additional resources on the neediest students and reward colleges for improving student outcomes. 

 New fully online college for working learners.  The Governor proposes $120 million, including 
$100 million in one-time funds to be spent over seven years, for a new, fully-online community 
college that would initially focus on vocational training, career advancement opportunities, and 
credentialing for careers in child development, the service sector, advanced manufacturing, and 
healthcare, among other areas.  The Administration notes that many Californians are accessing 
online instruction at non-public, non-accredited, or out-of-state institutions, which typically charge 
more than community colleges and have worse student outcomes.  It would target this program at 
those students rather than existing community college students, and therefore does not expect the 
program to significantly affect the colleges’ existing on-campus enrollment.  

Other notable community college budget adjustments include:   

 $275 million for deferred maintenance and instructional materials  

 $59 million in state school bond funds to begin or continue capital facilities projects  

 $46 million to provide a COLA for various categorical programs11 

 $46 million to fund fee waivers for first-time, full-time students as authorized by AB 19 (Chapter.735, 
Statutes of 2017)  

 $33 million to consolidate and expand the Full-Time Student Success and Completion Grant 
financial aid programs, shifting to a per-unit grant with higher grants for students who take 15 units 
per semester or 20 units per year, and augmenting grant amounts  

 $20 million in one-time funding for innovation awards to support higher education equity  

 $5 million to begin new capital projects in the Coast, Mt. San Antonio, Peralta, and Redwoods 
community college districts. 

Community college fees, the lowest in the nation, would remain unchanged since 2011-12 at $46 per 
credit unit, or $1,380 per year.  
 
UC and CSU.  The Governor’s budget proposals for UC and CSU increase their General Fund support 
by $92 million each, to over $3.5 billion for UC12 (about $250 million above the amount provided in 
2007-08, the last “good” year before the recession) and over $3.8 billion (almost $900 million above the 
2007-08 level) for CSU.  UC’s total core funding from all sources has increased by over $3.5 billion and 
CSU’s by almost $2.6 billion since 2007-08, largely due to tuition hikes since that year.  No specific 

                                                
10

 CCC funding includes $500 million for adult education, which can flow to any K-14 education agency. 
11

 The COLA would go to apprenticeship programs, Extended Opportunity Programs & Services (EOPS), disabled student 
programs, CalWORKS student services, the mandates block grant, campus child care support, and adult education (this last 
program would get a 4.1 percent increase, as it got no COLA in 2016-17 nor 2017-18). 
12

 UC’s General Fund support appears to fall due in large part to the expiration of a 2017-18 $169 million one-time General 
Fund contribution to the UC Retirement Fund.  
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enrollment expectations are specified in the Governor’s proposal, and the Administration assumes that 
system wide tuition will remain flat, at the current levels of $11,502 for UC (up from $11,220 in 
2016-17), and $5,742 for CSU (up from $5,472 in 2016-17).13  
 
The budget proposal anticipates that UC will meet certain recommendations made by the State Auditor 
in spring 2017, and will thereby qualify for the release of $50 million in May 2018, as authorized in the 
2017-18 budget.  In addition, it continues a current-year fund swap, using $40 million in new 
Proposition 56 tobacco tax revenue in place of General Fund formerly provided for UC medical 
education.  Senate Republicans have objected to this use of Proposition 56 funds, as voters were led to 
believe that revenue from the proposition’s tax hike would be used to increase funding for medical 
education in California rather than to free up General Fund for other uses.  
 
For CSU, the Governor proposes additional adjustments of $25 million for increased pension costs and 
$20 million for increased retiree health benefit costs, consistent with funding provided for other state 
agencies.  
 
UC and CSU will likely argue that the Governor's proposed funding does not cover their growing costs, 
but the universities themselves control most of those costs through their labor agreements.  CSU 
recently bargained a labor contract that granted even higher raises than its faculty union was 
demanding.14  UC in recent years has increased non-teaching expenditures at a faster rate than 
teaching expenditures, and its lavish spending and other fiscal missteps are well documented.15  It is 
thus unclear that the universities cannot operate within the moderate resource levels proposed by the 
Governor.  If the Legislature is inclined to provide additional resources, members should consider 
earmarking any additional funds for specific legislative priorities, such as enrollment growth.   
 
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.  However, the 
universities must do their part by prioritizing instruction, increasing operational efficiency, and holding 
down costs.   
 
Student financial aid funding grows steadily.  The Governor’s budget proposal fully funds expected 
participation in financial aid programs (including Middle Class Scholarships), increasing the Student Aid 
Commission’s budget for grants, student loan assumption programs, and outreach activities by about 
$75 million in 2018-19, to about $2.3 billion.  Notable adjustments include:  

 $43 million to meet expected demand for Cal Grants.  

 $8 million to maintain the maximum Cal Grant awarded to students attending private nonprofit 
universities (such as Stanford, USC, Pepperdine, and the University of the Pacific) at the current 
level of $9,084 rather reducing it to $8,056 pursuant to current law.  Senate Republicans have 
argued that these private non-profit universities provide excellent value to the taxpayer, as 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.  

 $7 million to modernize the Commission’s grant delivery system. 

Federal Temporary Assistance for Needy Families (TANF) support for student financial aid would grow 
to $1.1 billion, offsetting an identical amount of General Fund support.  
 

                                                
13

 While the UC Regents and CSU Trustees both have expressed interest in raising tuition in 2018-19, neither has yet done so.  
14

 Sac Bee CSU 2016  
15 LA Times 2015, LA Times 2017, Sac Bee 2017  

http://www.sacbee.com/news/politics-government/capitol-alert/article70716282.html
http://www.latimes.com/local/education/la-me-uc-spending-20151011-story.html
http://www.latimes.com/politics/la-pol-sac-uc-audit-20170425-story.html
http://www.sacbee.com/news/local/article140652933.html
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New faculty online learning lab.  Finally, in recognition of the growing use of online learning, the 
Governor proposes $10 million in ongoing General Fund to create and operate an online education 
learning lab for UC, CSU, and community college faculty.  The Governor’s Office of Planning and 
Research would award a multi-year grant to a consortium of institutions to train faculty on effective 
practices for online teaching and develop and maintain a virtual library of exemplary online courses and 
course materials.  
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Public Safety & Judiciary 
 
Summary of Key Points 
 
 Governor proposes $140 million over two years to repair damage to prison facilities caused by 

recent storms. 
 Governor’s proposed 9-1-1 system upgrade is necessary but depends on new rate increase or 

alternative funding. 
 Budget includes funds to implement 2017 “sanctuary state” bill.  
 Budget proposes improved trial court funding, but still comes up short.  
 
Department of Corrections and Rehabilitation (CDCR) 
 
The Governor's budget proposes 2018-19 General Fund spending for CDCR of $11.7 billion, which is 
$594 million above Budget Act spending levels for 2017-18.  The proposed spending increase is 
comprised mostly of employee compensation and benefit cost increases ($406 million), roof repairs and 
mold remediation at several prisons ($81 million), replacement of obsolete public safety radio 
equipment ($33 million), and increased debt service costs associated with recent prison construction 
projects ($30 million). 
 
Coleman v. Brown - Psychiatric Programs Transfer Helping, but More Work Remains.  Following 
several years of scrutiny by the federal courts and others regarding the adequacy of psychiatric care 
provided by the Department of State Hospitals (DSH), the 2017 Budget Act transferred responsibility for 
all prison-based psychiatric care from DSH to CDCR.  The move was intended to streamline the 
placement process and decrease the waiting time for inmates with acute mental health needs to 
receive in-patient care, which has been an ongoing concern to the federal court overseeing the 
Coleman v. Brown lawsuit.  While the transfer has allowed CDCR to cut wait times in half, many 
inmates still face wait times that are longer than the Coleman court has deemed acceptable.  To 
improve Coleman compliance, the budget includes $20 million for various improvements to CDCR’s 
mental health treatment capacity, including the following proposals: 
 

 Conversion of existing limited-purpose mental health beds to flexible beds capable of supporting 
the needs of inmates of varying acuity levels.  This should help CDCR to respond more quickly 
to system-wide fluctuations in inmate mental health acuity. 

 Addition of 15 new mental health crisis beds and five new psychiatric inpatient beds at the 
California Institute for Women to address a shortage of female mental health beds. 

 Implementation of utilization management reviews to ensure that necessary treatment is 
provided in an effective and timely manner.  This should prevent wasted capacity due to 
protracted or unnecessary treatment and placements that are misaligned according to acuity 
level. 

 Shifting of mental health crisis beds from Northern California to Southern California to align 
treatment capacity with population needs.  This should improve placement timeliness and 
reduce operational costs by reducing unnecessary transfers and streamlining logistics. 

 
Much-Needed Investment in Prison Repairs Continues.  The 2016 Budget Act provided $55 million 
General Fund to address the most critical deferred maintenance needs at state prison facilities.  
Following decades of neglect at many of those aging prisons, the funding was sorely needed and long 
overdue.  During last year’s extraordinarily wet winter, a clearer picture of the effects of those decades 
of neglect began to emerge as roof systems at several institutions began to fail.  The Governor’s 
budget proposes $81 million General Fund in 2018-19 and $58 million in 2019-20 for roof replacements 
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at five institutions and mold remediation at various facilities statewide.  These proposals are consistent 
with Senate Republicans’ belief that the state should invest one-time revenue surpluses in protecting 
and enhancing the state’s infrastructure, rather than expanding social programs and creating new 
ongoing spending commitments.  
 
Increasing Age of Jurisdiction for Youthful Offenders Could Improve Results, but Also Comes 
with Risk.  The Governor’s budget proposes restoring the age of jurisdiction for felony offenders who 
committed their crimes as minors and are housed by CDCR’s Division of Juvenile Justice (DJJ) to 25.  
As a cost saving measure, the Budget Act of 2012 reduced this age from 25 to 23.  Senate Republicans 
expressed concern that the change would shorten the time some wards have to complete educational 
and rehabilitative programming, thus reducing the effectiveness of efforts to rehabilitate this offender 
population.  As evidenced by the Governor’s current proposal, these concerns were well founded.  The 
proposal’s impact on the juvenile population is unknown, so the budget does not propose any funding 
change at this time. 
 
A companion proposal would provide $3.8 million General Fund for a pilot program that would divert a 
select group of adult offenders between the ages of 18 and 21 from adult prison to DJJ facilities if they 
committed their crimes after the age of 18, but would be able to complete their sentences before the 
age of 25.  Normally, because they committed their crimes as adults, these offenders would not be 
eligible for a juvenile commitment.  However, the Administration cites emerging research suggesting 
that they might have better outcomes in terms of recidivism if they were to receive programming 
specifically targeted at youthful offenders, like the programming delivered by DJJ.  
 
While this proposal has some appeal, both in terms of reducing recidivism and in freeing up beds within 
the adult prison system, there are also potential risks to the existing juvenile population.  By operation 
of law, virtually every offender who committed his or her offense as an adult and is eligible for a state 
prison term will have committed a serious, violent, or sex-related felony.  Mixing this population with 
younger, more impressionable offenders could have a “hardening” effect on the rest of the population.  
If the state decides to go down this road, a “proceed-with-caution” approach will be imperative to 
prevent unintended consequences. 
 
Proposition 57 Population Reduction and Savings Could be Short-Lived…  The budget reflects 
the continued implementation of Proposition 57 (2016), which expanded parole and credit opportunities 
for state prison inmates.  The Administration projects a decrease in the average daily prison population 
of 6,300 inmates in 2018-19.  This change represents a greater reduction (by nearly 1,000 inmates) 
than the original estimate released with the Governor’s 2017-18 budget plan.  In the near term, this 
means greater savings from having fewer inmates in custody.  However, the long-term effects are less 
clear.  Since Proposition 57 was enacted, the annual intake of “second strikers” has increased sharply.  
Whether this is the result of changes in prosecutorial strategies aimed at keeping offenders who are 
released early due to Proposition 57 off the streets, an escalation in the seriousness of criminal 
behavior as these offenders are released to the streets earlier, or a combination of the two, if the trend 
continues, the longer terms served by second strikers could erase much of the savings credited to 
Proposition 57’s early release provisions. 
 
…And Could Jeopardize Public Safety.  As noted in a recent nonpartisan Legislative Analyst report, 
CDCR still has major shortcomings in the way it measures rehabilitative programming effectiveness.16  
For example, the Department does not consistently collect data on program participation rates, 
progress, or the degree to which programming aligns with an inmate’s criminogenic needs.  Because of 
these shortcomings, it is difficult, if not impossible, for CDCR to assess whether the programs for which 

                                                
16

 Improving In-Prison Rehabilitation Programs. http://www.lao.ca.gov/reports/2017/3720/In-Prison-Rehabilitation-
120617.pdf  

http://www.lao.ca.gov/reports/2017/3720/In-Prison-Rehabilitation-120617.pdf
http://www.lao.ca.gov/reports/2017/3720/In-Prison-Rehabilitation-120617.pdf
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inmates are receiving enhanced sentence credits pursuant to Proposition 57 are actually reducing the 
inmates’ likelihood to return to prison.  The plain language of the initiative requires the Secretary of 
Corrections and Rehabilitation to certify that any credit enhancements authorized by the Department 
pursuant to the initiative “protect and enhance public safety”.  Given the lack of adequate metrics, any 
such certification will be virtually impossible to defend.  Senate Republicans believe that the 
Administration has a duty to thoroughly and honestly evaluate the public safety impacts of its 
Proposition 57 enhanced credit earning program and make adjustments as necessary to ensure that it 
does not imperil the safety of our communities.  To do this, CDCR must improve its data collection and 
analysis capabilities. 
 
Office of Emergency Services (OES) 
 
Earthquake Early Warning System Moves Forward.  The Governor’s budget includes $15.8 million 
General Fund in 2018-19 ($750,000 ongoing) to complete the buildout of California’s Earthquake Early 
Warning System (EEWS), as authorized by Chapter 342, Statutes of 2013 (SB 135) and Chapter 803, 
Statutes of 2016 (SB 438), both of which received unanimous support from Senate Republicans. 
SB 438 was coauthored by Senators Anderson and Cannella and by then-Assembly Member Wilk.  The 
EEWS will provide California residents with critical seconds in which to prepare before an earthquake’s 
most damaging shaking strikes, which in some cases could be the difference between life and death. 
 
9-1-1 Upgrade Proposal Calls for Surcharge Restructure/Increase.  The Governor’s budget 
proposes an augmentation of $11.5 million from the State Emergency Telephone Network Account 
(SETNA) in 2018-19 (increasing to $37.9 million annually by 2022-23) for OES to maintain the existing 
legacy 9-1-1 emergency telephone network while building out the Next Generation 9-1-1 (Next Gen 
9-1-1) system.  Implementation of Next Gen 9-1-1 will move the state’s emergency network from an 
outdated system of circuit switches to an internet-based architecture that will provide improved caller 
location accuracy and integrated text-to-9-1-1 capability, as well as improved integration with the 
nationwide 9-1-1 system.  Due to the increasing failure rate of components of the legacy system, caller 
location accuracy is degraded and response times have been negatively affected.   
 
The Governor’s proposal depends on legislation to restructure the SETNA surcharge to generate 
approximately $40 million per year in additional annual revenue.  This roughly equates to a 50 percent 
increase in annual surcharge revenues.  Absent a rate increase, this proposal would require the 
General Fund to pay that amount instead. The SETNA surcharge was established in the 1970s as a 
percentage of intrastate voice call revenues, as determined by carriers and regulated by the California 
Public Utilities Commission.  The current surcharge rate is 0.75 percent.  SETNA revenues have 
declined slowly but steadily over the past decade, primarily due to a decrease in wireless voice call 
revenues (likely the result of the increased prevalence and popularity of alternative modes of 
communication, such as text messaging and social networks). SETNA expenditures have exceeded 
revenues in six of the last nine years and the once-healthy reserve has nearly been exhausted.  Even 
absent the additional costs of transitioning to Next Gen 9-1-1, the SETNA would almost certainly 
become insolvent without a rate increase or significant reduction in operational expenditures.  A 
number of cost-saving measures have been implemented over the past seven years that have reduced 
SETNA costs by about $50 million per year, but the fund balance continues to dwindle. 
 
While a rate increase may be reasonable in concept, the Administration has not yet provided any detail 
on that part of its proposal.  As the Legislature deliberates the merits of this proposal, it will be 
important for the Administration to be forthcoming with details on the surcharge component.  
Additionally, using a portion of the current General Fund surplus would be appropriate to pay for some 
of the one-time infrastructure upgrades, as the system will serve not only those who pay the surcharge, 
but anyone who places a 9-1-1 call or text from anywhere in the state. 
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Department of Justice (DOJ) 
 
Costs of Enforcing California’s Sanctuary State Law Commence.  The Governor’s budget includes 
$2.4 million General Fund to implement the 2017 “sanctuary state” bill (SB 54, De Leon), which was 
enacted by the ruling party without a single Senate Republican vote.  The funds would enable the DOJ 
to develop information technology applications to collect and report data on immigration task force 
participation by local law enforcement agencies, and to develop a model policy for non-law enforcement 
entities that limits "to the fullest extent possible consistent with federal and state law" the assistance 
they provide in federal immigration enforcement, as required by SB 54.  
 
Judicial Branch 
 
The 2018-19 Governor’s Budget provides $3.8 billion ($1.9 billion General Fund) to support the Judicial 
Branch, including approximately $2.9 billion ($1.5 billion General Fund) for the trial courts.  This 
represents an increase of about $160 million for the branch as a whole, as compared to 2017-18 
budgeted levels.  
 
Trial Court Funding Still Falls Short of Workload Need.  The budget includes increased trial court 
funding totaling $123 million to bring the most severely underfunded courts up to the statewide average 
of 76.9 percent of overall need (according to the Judicial Council’s Workload-based Allocation Funding 
Methodology) and to provide discretionary funding to implement recommendations made by the 
Commission on the Future of California’s Court System.  In addition, the Governor proposes $60 million 
General Fund to backfill a decline in Trial Court Trust Fund revenues that are the result of the ongoing 
downward trend in civil case filings ($34 million) and to cover the increasing costs of trial court 
employee retirement and health benefits ($26 million).  While the Governor’s proposal for trial court 
funding is a marked improvement over recent years, it still falls $200 million to $300 million short of the 
level that California’s Supreme Court Chief Justice Tani Cantil-Sakauye has argued is needed to 
ensure uniform access to justice statewide.   
 
Selected Courthouse Construction Projects Move Forward.  Following trial court unification in the 
1990s and the state’s assumption of financial responsibility for the maintenance, repair, and 
construction of trial court facilities in the early 2000s, the Judicial Council identified a list of 152 projects 
it deemed necessary for the trial courts to safely and effectively serve their communities’ needs.  Of 
those 152 projects, 68 were identified as being “immediate and critical needs.”   
 
To begin to address these “immediate and critical needs” projects, Chapter 311, Statutes of 2008 
(SB 1407) increased various court user fees to create a revenue stream for courthouse projects and 
directed those revenues into a new fund called the Immediate and Critical Needs Account (ICNA).  
Initial projections indicated that the ICNA would be able to service the debt on about 40 of the projects.  
Ultimately, the Judicial Council submitted requests for, and the Legislature approved, 41 projects.   
 
During the most recent recession, the state, in an effort to avoid reducing other program spending, 
swept most of the unencumbered ICNA funds each year to the General Fund, which delayed many 
court projects.  To date, only 14 of the original 41 projects have been completed.  Complicating matters 
further, revenues from court user fees (including SB 1407 revenues) began to decline steadily several 
years ago due to a downward trend in the number of annual civil filings.   
 
Lacking a stable, ongoing funding source, the Judicial Council halted the 27 remaining court 
construction projects at varying stages of project delivery.  Of those, 10 were indefinitely delayed before 
the initial planning phase began.  The remaining 17 were authorized to proceed through the current 
project phase (i.e., acquisition, preliminary plans, working drawings, or construction) and then stop until 
a funding source could be identified. 
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The Governor’s budget includes $32 million from the ICNA to finish the design phase of three projects 
in Riverside, Sonoma, and Stanislaus Counties and a commitment to provide General Fund-backed 
lease-revenue bond funding to complete the construction phase of ten projects in Glenn, Imperial, 
Riverside (two projects), Sacramento, Shasta, Siskiyou, Sonoma, Stanislaus, and Tuolumne Counties.  
These 10 projects have a total projected cost of about $1.4 billion. 
 
The Governor’s renewed commitment to the courts is encouraging.  However, while providing 
lease-revenue bond funding for these projects would certainly be better than doing nothing, Senate 
Republicans suggest that this might be a good place to invest a portion of the $7.5 billion General Fund 
surplus projected by the LAO, to the extent it materializes. 
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Transportation 
Key Points 
 

 Gas and Car Taxes. The Governor’s Budget allocates $4.6 billion from SB 1 gas and car taxes.  
About 78 percent of the funding is slated for roads and highways, and 22 percent is planned for 
non-road purposes (largely transit).   

 High-Speed Rail. The Governor’s Budget allocates $1.1 billion to High-Speed Rail, mostly from 
Cap & Trade proceeds, despite continuing cost overruns and a lack of transparency. 

 Motor Vehicle Account. Legally dubious proposals redirect revenues from fees raised last year.  

Transportation Taxes.   The Road Repair and Accountability Act of 2017 (SB 1) began increasing gas, 
diesel, and vehicle taxes in November.  The 2018-19 fiscal year will be the first full year of 
implementation, with revenues projected at $4.6 billion.  The Governor’s Budget proposes to spend the 
funds as shown in the chart below.  

New Gas and Car Tax Spending  
(Dollars in Millions) 

  Program 
2017-18 

Appropriation 
2018-19 

Appropriation 

Local 
Allocations 

Local Streets and Roads $451  $1,193  

Transit and Intercity Rail Capital Program $330  $330  

State Transit Assistance $280  $355  

Local Partnership Program $200  $200  

Active Transportation Program $100  $100  

Commuter Rail and Intercity Rail $25  $36  

Local Planning Grants $25  $25  

Total: $1,411  $2,239  

State 
Allocations 

SHOPP/Maintenance $451  $1,210  

Bridges and Culverts $400  $400  

Congested Corridors $250  $250  

Trade Corridor Enhancement $153  $306  

Department of Parks and Recreation $53  $79  

Air Resources Board Clean Freight $50  $0  

Freeway Service Patrol $25  $25  

Department of Food and Agriculture $17  $26  

Transportation-Related CSU and UC Research $7  $7  

Transportation Workforce Development Board $5  $5  

Total: $1,411  $2,308  

Administration 
Department of Motor Vehicles $4  $8  

Total: $4  $8  

Revenue 

Transportation Improvement Fee $737  $1,510  

Gasoline Excise Tax $1,250  $1,852  

Diesel Excise Tax $405  $672  

Diesel Sales Tax $200  $286  

General Fund Loan Repayment $235  $235  

Total: $2,827  $4,555  

Source: Department of Finance     
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Budget Directs Significant Gas and Car Taxes to Non-Road Purposes.  As outlined in the chart 
above, not all of the funding from SB 1 is used for roads.  In fact, about 22 percent of the funding, or 
nearly $1 billion, is allocated for public transit, bike and pedestrian paths, park maintenance, and other 
uses.  While these other priorities may be worthy investments, the public was told these taxes would be 
used to fix California’s roads.  Allocating a portion of the new taxes to non-road priorities and the 
continued practice of using weight fees to free up dollars for General Fund programs unrelated to 
transportation results in California drivers paying about $2.1 billion annually in gas and car taxes 
that do not repair roads.   
 
Caltrans Growth.  The Governor’s Budget proposes to use $54 million annually to support 400 new 
Caltrans maintenance employees ($135,000 per employee).  These positions will focus on priority 
maintenance activities, such as pothole and crack repairs, to improve the condition of state highways 
and slow deterioration.  Increased road maintenance is undoubtedly necessary and directly benefits 
drivers.  Unfortunately, the Governor’s proposal lacks sufficient detail to support hiring 400 new state 
employees.  Caltrans has a history of bureaucratic waste, as pointed out in the past by the nonpartisan 
Legislative Analyst’s Office, and this proposal should be viewed with skepticism.     
 
Senate Republicans will continue to advocate for fiscal prudence and greater transparency allowing 
taxpayers to know what they are actually funding.  Taxes collected to fix the roads should actually be 
spent on the roads. 
 
High-Speed Rail   
 
High-Speed Rail Continues Despite Project Overruns and Lack of Funding. The proposed budget 
includes $1.1 billion in Proposition 1A bond funds and Cap & Trade funds to continue to build the 
high-speed rail system.  Specifically, $190 million is for the local/regional components of the system, 
$897 million is for capital outlay, and the remaining $45 million is for administration and contracts.   
 
This project continues slowly chugging along despite increased costs of $4.3 billion for the 119-mile 
segment currently under construction in the Central Valley (which is still planned to terminate in the 
middle of a field).  While the California High-Speed Rail Authority (Authority) contends it has been 
transparent with the Legislature, the Authority has made it nearly impossible to compare updated costs 
to initial budgets by continuing to change what is included in the price of project segments.  For 
instance, the Legislature was notified that the Central Valley segment had hit costs of $7.8 billion, much 
higher than the initial $6.3 billion, but the new cost included signals, electrical systems, and a 
maintenance facility, all of which were not part of the $6.3 billion estimate.  The latest financial reports 
now have the cost at $10.6 billion. 
 
Nevertheless, this 68 percent cost overrun likely indicates that the final price tag will be much higher 
than the current estimated project cost of $64.2 billion. Additionally, the project is largely unfunded, with 
a funding gap of $42.3 billion (or 66 percent of the current estimated cost) to complete the rail line from 
San Francisco to Los Angeles. To date, no private investment has materialized and no additional 
federal funding is anticipated. 
 
The Authority is scheduled to release the 2018 Business Plan in the coming months, which is expected 
to include updated cost and funding information.  It is past time for the Legislature to recognize the 
fruitlessness of this project as currently conceived and to evaluate options for a new direction. If the 
ultimate goal is to move people through the state more quickly and efficiently, investments in existing 
commuter rail lines may be able to do so at a fraction of the cost of high-speed rail.  Emerging new 
technologies may also present better options in the near future.  
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Department of Motor Vehicles 
 
Motor Vehicle Account Structural Deficit.  The Motor Vehicle Account (MVA) has been precariously 
balanced in recent years.  To keep the fund in the black, car registration fees were increased by 
$10 just last year.  Even with the increase, the Legislative Analyst’s Office noted the fund would again 
be in the red by 2019-20.  During discussions surrounding increasing the fee, Senate Republicans 
requested that an annual transfer of funds from the MVA to the General Fund (then about $70 million, 
now nearly $90 million) be ended.  This request was voted down in a 2017 budget subcommittee 
hearing, and the transfer is continued in the proposed budget. The fee increase was adopted and 
motorists began paying more in April of 2017.   
 
Miraculously, the fund is now healthy and more money can be spent.  During the fee discussions in 
2017, Senate Republicans called for cost reductions rather than simply increasing fees.  However, 
Sacramento Democrats decided to raise costs on Californians rather than ask government to work 
more efficiently.  Now that the Governor and legislative Democrats have their increased fee, capital 
outlay projects for the Department of Motor Vehicles (DMV) have been scaled back and California 
Highway Patrol (CHP) facility projects have been shifted to lease-revenue bond funding rather than the 
pay-as-you-go policy the Governor has historically touted.  While the MVA will still pay for the CHP 
projects, it will be down the road and with interest, ultimately costing motorists more for the same 
product.  It is unclear why Democrats rejected such cost changes prior to increasing the fee on 
Californians. 
 
Ultimately, these changes have freed up funds for other uses.  The Governor’s Budget includes 
$18 million for the Department of Fish and Wildlife (DFW) to continue and enhance wildlife conservation 
programs (see pages 42-43 for more detail on DFW’s proposal).  It is unclear that the use of MVA funds 
for this purpose is legal.  Article XIX of the California Constitution specifies that MVA funds can be used 
for “the research, planning, construction, improvement, maintenance, and operation of public streets 
and highways (and their related public facilities for non-motorized traffic), including the mitigation of 
their environmental effects…” It is unclear that the type of conservation programs being funded fit within 
the intent of this language.  Additionally, environmental mitigation is already incorporated in road and 
highway projects, and a new Advanced Mitigation program included in SB 1 (2017) provides $30 million 
annually for mitigation efforts.  It appears that Californians are already paying their fair share.  
Additionally, if these conservation programs are truly a priority, the state could pay for them with a small 
portion of other funds, such as the $90 million in MVA or the $1 billion in existing transportation revenue 
that has been redirected to general spending.  
 
Unfortunately, this pattern is not new for the ruling party in Sacramento.  Similar to the gas tax, this 
program has one hand out to collect more money from motorists while using the other hand to syphon 
money away for programs unrelated to driving.  Senate Republicans believe in respecting the voters 
through responsible government and will continue to advocate for changes to the spending policies of 
this fund.  
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Housing 
 
Summary of Key Points 
 
 Budget Makes No New Housing Proposals. While the budget includes new funding based on 

2017 legislation, it does not propose any change in housing policy across the state. 

 
Budget Reflects 2017 Housing Legislation.  The Governor’s January budget does not propose any 
new reforms to address California’s housing crisis.  However, the budget includes $538 million for the 
Department of Housing and Community Development to implement 2017 housing legislation including: 
 
 $277 million from the Veterans and Affordable Housing Bond Act of 2018. SB 3 (Beall) 

authorizes $4 billion in general obligation bonds for affordable housing programs and a veteran's 
home ownership program, and must be approved by voters in November 2018. SB 3 also provides 
that programs funded with bond proceeds must give preference to projects where all construction 
workers will be paid at least the general prevailing wage rate, as determined by the Director of 
Industrial Relations.  
 

 $258 million in real estate transaction tax revenue, and $3 million General Fund.  
SB 2 (Atkins), the Building Homes and Jobs Act, establishes a tax for affordable housing through a 
$75 tax on real estate transaction documents, generating about $250 million per year.  

 
Increasing the supply of housing is necessary to address the high cost and severe shortage of 
homes—the chart below shows how little housing has been produced in recent years compared to sixty 
years ago, despite a population that is three times higher today.  However, California’s laws undermine 
this priority.  A comprehensive approach is needed to revise major policies, such as abuse of 
environmental laws, and encourage increased construction and housing supply while respecting local 
control.  Until state policy barriers are addressed, Californians will continue to be priced out of regional 
housing markets, thus spending a higher percentage of their income on housing and transportation and 
having less and less available for other critical family needs. 
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Resources and Environmental Protection 
 
Summary of Key Points  
 
 Bond Passage Assumed. Proposes funding of $1 billion dollars if voters approve the California 

Drought, Water, Parks, Climate, Coastal Protection, and Outdoor Access for All Bond (SB 5). 

 Drinking Water Money from Stalled Legislation. Provides funding to establish a new safe 
drinking water program based upon the future potential passage of various new taxes contained in 
SB 623 (Monning) of 2017. 

 Wildfire Costs. Funds various firefighting activities, including over $400 million extra for current 
wildfire costs. 

 Legally Questionable Use of Fees. Proposes questionable use of fees to backfill the Department 
of Fish and Wildlife’s ongoing budget deficits and new conservation programs.  

 No Funds Again for Flood Infrastructure. Fails again to provide needed funds for infrastructure 
such as flood control.  

 
Cap and Trade 
 
Cap and Trade Expenditure Plan to be Unveiled in the Governor’s State of the State Address.  
Although the budget does not contain any funding from Cap and Trade revenues, the Governor is 
proposing to unveil an expenditure plan of $1.3 billion for various greenhouse gas reduction programs 
and projects on January 25th, 2018, at the State of the State address.  The $1.3 billion makes up the 
40 percent of discretionary spending that is annually appropriated in the budget.  Under current law, the 
remaining 60 percent of Cap and Trade revenues ($1.9 billion for fiscal year 2018-19) is continuously 
appropriated for transit, affordable housing, sustainable communities, and High Speed Rail (HSR).   
 
To date, the state has appropriated approximately $6.1 billion in Cap and Trade revenues with 
$1.3 billion going to HSR alone.  
 
Budget Assumes Voters Approve Water & Parks Bond.  The proposed budget is counting on SB 5 
(De Leon, 2017) receiving voter approval in June of 2018 and authorizing $4 billion in new General 
Obligation bond debt to fund parks, ocean and coastal protection, safe drinking water, groundwater 
management, climate preparedness and resiliency, and multi-benefit flood control projects.  The budget 
is proposing the expenditure of $1 billion of those funds as identified in the chart below. 
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Figure RES-01 

California Drought, Water, Parks, Climate, Coastal Protection and 
Outdoor Access For All (SB 5) 

(Dollars in Millions) 

Investment 
Category Department Program Amount 

State and 
Local Park 

Improvements 

Department of Parks and 
Recreation & Natural 
Resources Agency 

Local and Regional Grant 
Programs for Neighborhood 
Parks and Greenway Trails 

$464.0 

Department of Parks and 
Recreation  

State Park System 
Enhancements 

$4.0 

Department of Food and 
Agriculture 

Deferred Maintenance for 
Fairs 

$4.0 

Ecosystem 
Restoration & 

Climate 
Resiliency 

Multiple Departments & 
Conservancies 

River Recreation, Creek, and 
Waterway Improvements 

$58.0 

Natural Resources Agency Salton Sea Restoration $30.0 

Multiple Departments & 
Conservancies 

Climate Adaptation & 
Resiliency 

$110.0 

State Coastal Conservancy 
& Ocean Protection Council 

Coastal Protection $13.0 

California Conservation 
Corps 

CCC Restoration and 
Rehabilitation Projects & 
Grants to Local Community 
Conservation Corps 

$10.0 

Water Action 
Plan 

State Water Resources 
Control Board 

Safe Drinking Water Projects $63.0 

Department of Water 
Resources & Natural 
Resources Agency 

Flood Management $99.0 

Department of Water 
Resources & State Water 
Resources Control Board 

Sustainable Groundwater 
Management Act 

$146.0 

Department of Food and 
Agriculture 

State Water Efficiency and 
Enhancement Program 

$18.0 

Total $1,019.0 

  

Source: Department of Finance 

 
 

 
State Water Resources Control Board 
 
New Drinking Water Program from Idle Legislation (SB 623 Monning).  The Governor is proposing 
to establish new  taxes to support a new safe drinking water program that would address the lack of a 
stable funding source for long-term operation and maintenance of small systems and domestic wells 
that cannot be consolidated or afford to maintain their own systems.  Unfortunately, this program is 
based upon the approval of SB 623 (Monning) of 2017, which mandates a new water connection tax, 
fertilizer tax, and milk tax to raise $140 million to $220 million annually to provide safe drinking water via 
system improvements, consolidation, and service extension.  SB 623 is stalled in the Assembly Rules 
Committee at the time this report was prepared, and its path to approval is uncertain at this time.  This 
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program would assist mostly disadvantaged communities safe and affordable drinking water through 
grants, loans, and administrative contracts or services.  Given that SB 623 did not pass in the 2017-18 
legislative session, this proposal is putting the cart before the horse. The initial $4.7 million proposed in 
this budget would enable the State Water Resources Control Board and the Department of Food and 
Agriculture to begin implementing this new program.  The new programs would be supported by a loan 
from the Underground Storage Tank Cleanup Fund until SB 623 was enacted.  
 
Department of Forestry and Fire Protection  
 
New Funding for Various Firefighting Activities.   The budget proposes to provide additional 
resources to the Department of Forestry and Fire Protection (CalFire) for the following purposes: 
 

 $98 million General Fund to purchase four helicopters to continue the replacement of CalFire’s 
existing fleet.  These four helicopters are in addition to the one helicopter already budgeted at 
$12 million.  Although the replacement of the Vietnam War-era helicopters is supportable, the 
price tag per helicopter has significantly increased from the initial $12 million estimate.  The 
initial appropriation of $12 million will also need to be increased should the Legislature approve 
these helicopters, which would now cost about $24 million, or double the initial estimate.  To 
replace all 12 existing helicopters would cost $293 million, which does not include costs for new 
staffing, ongoing operations and maintenance, or upgrades to capital infrastructure to house the 
new larger helicopters.  The department should provide details on all associated helicopter 
replacement costs before any funding is approved. 

 

 $27 million General Fund for CalFire, the California Department of Corrections and 
Rehabilitation, and the California Conservation Corps to operate the Firefighter Training and 
Certification Program for formerly incarcerated individuals for training to qualify for entry-level 
firefighting positions with local, state, and federal firefighting agencies.  Although the goal of this 
new program is to provide parolees with job opportunities and reduce the likelihood of 
recidivism, it is unclear how many of these individuals would actually be hired by CalFire, local, 
or federal agencies.  Given that CalFire already receives more applications each year than 
firefighter slots available and that most of those applying have been already been employed by 
CalFire and have EMT certificates, it is unclear how successful these individuals will be at 
gaining employment.  Therefore, this program may not prove to be very cost-effective.   

 

 $4 million General Fund to staff and operate the McClellan Reload Base for the rapid 
deployment of large air tankers, very large air tankers, and the California National Guard 
Modular Airbourne Fire Fighting Systems. 

 

 $469 million increase to the current year Emergency Fund for wildfire response, bringing the 
total to $896 million at this time, although these costs could increase.  The Administration is 
expecting a portion of these costs to be offset with federal reimbursements.  The proposed 
Emergency Fund amount for the 2018-19 proposed budget is $446 million.  

 
Department of Fish and Wildlife 
 
Questionable Use of Fee Revenues to Backfill Department Deficits and Expand Programs.  The 
budget contains $51 million of ongoing funding ($6.6 million General Fund, $18 million Motor Vehicle 
Account, and $26 million Tire Recycling Management Fund) to backfill the structural imbalance in the 
Fish and Game Preservation Fund and to expand programs within the department.  The structural 
imbalance totals nearly $20 million annually while the new expanded programs will cost $31 million 
annually.  Some of the new programs would include conservation efforts to benefit specific species like 
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salmon, increased efforts to recover an endangered species, increased hatchery production for inland 
fisheries, and new approaches to ensure sustainable marine fisheries. 
 
Given that the Tire Recycling Management Fund is supported by a tire recycling fee on consumers, 
which is meant to promote the recycling of waste tire, the Administration’s proposed new use is 
inappropriate.  Unfortunately, this is not the first time this Administration has used the tire recycling fee 
for purposes outside of the program.  In 2013, AB 8 extended for 8 years, to January 1, 2024, a number 
of motor vehicle, vessel, and tire fees (roughly $275 million annually, or a total of up to $2.3 billion) to 
fund emission reduction and alternative fuel programs, including the Carl Moyer Program and the 
Alternative and Renewable Fuel and Vehicle Technology Programs (AB 118).  
 
In 2013, AB 8 required a 2/3 vote due to an urgency clause, but after Proposition 26 clarified the 
definition of fees and taxes, Sacramento Democrats were concerned that AB 8-type fees could be 
deemed taxes. Nonetheless, due to the 2/3 vote, the tire fee has been used as a tax to fund unrelated 
projects such as environmental cleanup of the Tijuana River.  The Administration has stated that the 
fee can be treated as a tax since AB 8 received a 2/3 vote.  This legally questionable claim should 
serve as a warning that any 2/3 vote on fees can and will be used as a tax by Sacramento Democrats.  
 
The use of the Motor Vehicle Account (MVA) is even more problematic in that the fund is currently in a 
structural deficit and has reduced and shifted costs for expenses that should be a priority of the fund to 
remain solvent.  In addition, this fund transfers tens of millions of dollars annually to the General Fund.  
In 2018-19, $88 million is proposed for General Fund transfer, which would grow to $100 million in 
future years.  Given the fund’s current structural deficit, the Administration’s decision to use MVA to 
fund the department’s programs is perplexing.  See page 38 for more information on the MVA’s 
structural imbalance. 
 
Department of Parks and Recreation 
 
Fixing State Parks with Gas Taxes.  Instead of the Department of Parks and Recreation (DPR) using 
the State Parks and Recreation Fund (SPRF) to provide new recreational opportunities for park visitors 
or to renovate or improve existing parks, $80 million of gas tax revenues meant to improve our roads is 
proposed to backfill the department’s ongoing operating deficit, among other non-road related activities.  
These include: 
 

 $42 million and 364 new staff positions to improve park access and to fix and maintain state 
park facilities.  Gas tax revenues will be used to clean restrooms, maintain trails and historic 
structures, and provide clean water supplies.  Some of the funding will also help address 
deferred maintenance projects.   

 
 $27 million to pay for the department’s ongoing structural deficit and $8.5 million to establish a 

reserve.  Two years ago, the Administration ripped off $31 million in fuel tax revenues meant for 
the Off-Highway Vehicle (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 fifth consecutive year of providing 
additional funding to keep the department solvent, with this proposal making the fund shift 
permanent.    

 
 $1 million to make the newly established recruitment and training program permanent. 

 
 $1 million for the OHV for increased law enforcement, environmental monitoring, and 

maintenance grants supporting federal off-highway vehicle recreation. 



Senate Republican Fiscal Office  Page 44 
 

 
 $1 million for the Abandoned Watercraft Abatement grant program to remove abandoned 

watercraft from California’s waterways. 
 
These gas tax revenues are derived from fuel purchases by the OHV and boating communities.  
However, this budget only proposes giving the OHV and boating programs $1 million each.  California 
motorists, OHV riders, and boaters are all paying more at the pump but not receiving the road or 
program benefits that they were promised.  
 
Department of Water Resources 
 
The Budget Lacks a Proposal for Ongoing Funding for Water Infrastructure.  Last year the 
Democrats rejected needed additional flood control investments that were requested through a 
bipartisan effort. Specifically, Senator Nielsen (R-Tehama) requested $100 million General Fund annually 
for the Department of Water Resources (DWR) for critical infrastructure repairs and reimbursements to local 
agencies for flood control infrastructure work.  This funding was needed to address the backlog of operation 
and maintenance needs across the state, as shown by the severe damage to the Oroville Dam spillway last 
year.  This year’s budget proposal again contains no ongoing General Fund for critical infrastructure repairs.   
 
The Central Valley Flood Protection Plan estimates up to $21 billion is needed over 30 years for upkeep of 
the State Plan of Flood Control system of levees and bypasses, while DWR and the U.S. Army Corps of 
Engineers identified needs of more than $50 billion in a 2013 report.  Senator Nielsen’s reasonable request of 
$100 million represented the amount of work that can be achieved each year to incrementally reduce this 
backlog of deferred maintenance needs, but unfortunately the Governor did not make funding for these critical 
projects a priority again in his proposed budget and continues to ignore this important request which would 
save lives, protect property, and save the state billions in avoided emergency repairs.   
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Employee Compensation & Retirement 
 

Key Points   

 State Employee Pay Keeps Rising. Employee compensation increases by $1.2 billion, up nearly 
10% from last year’s budget. 

 Retirement Costs Continue to Rise. Retirement costs exceed $9.5 billion, and are on pace to 
exceed $10 billion by 2020, crowding out resources from critical state programs.   

 
Employee Compensation 
 
State Employee Compensation Increases.  The budget includes an additional $1.2 billion 
($589.5 million General Fund) for employee pay raises and benefits.  Over the past five budgets the 
state has spent over $10 billion ($4.7 billion General Fund) cumulatively for increased employee 
compensation and benefits.   
 
Higher Cost on the Horizon.  The Governor will be negotiating with four bargaining units whose 
contracts end in June or July of 2018. These units include the unions for the highway patrol, prison 
guards, professional engineers, and state scientists. While there is a glimmer of hope that the Governor 
will hold the line on future raises, it is likely that new union contracts will contain large raises.   
 
California Public Employees Retirement System (CalPERS) 
 
Public Employee Pension Costs Continue to Rise.  The budget provides $6.2 billion ($3.6 billion 
General Fund) in employer contributions to CalPERS for state employees’ retirement costs, including 
California State University employees.  This is 7 percent higher than the amount budgeted in Fiscal 
Year 2017-18.  Current estimates predict that state contributions to CalPERS will increase by nearly 
$2 billion ($1 billion General Fund) by the 2023-24 budget, accounting for a combined state contribution 
of nearly $8 billion ($4.6 billion General Fund). 
 
Supplemental Payment Loan.  The 2017-18 budget approved a $6 billion supplemental payment to 
CalPERS.  This payment was a long-term loan from the state’s cash accounts, which will be paid back 
over time from Proposition 2’s debt repayment requirements.  Three $2 billion payments were to be 
made over the fiscal year, one each in October, January, and April. The 2018-19 budget includes a 
$475 million debt repayment, within Proposition 2, to pay down the General Fund’s portion of the loan. 
This loan, and interest, must be repaid by the 2029-30 budget.  
 
California State Teachers’ Retirement System (CalSTRS) 
 
State’s Share of Teacher Pension Costs Continue to Rise.  The budget provides $3.1 billion 
General Fund to pay for the state’s share of CalSTRS costs.  This is a 10 percent increase above 
2017-18 spending.  By 2021-22 state contributions to CalSTRS will be $4 billion, 30 percent higher than 
the amount the state is projected to pay in this budget. 
 
Taking Money Out of the Classroom.  A contribution made to CalSTRS is money taken directly out of 
the classroom.  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. 
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Retiree Health Care Benefits 
 
The budget includes $2.2 billion General Fund for health care benefits for more than 300,000 state 
retirees, California State University retirees, and dependents.  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.  Without action to address these rising costs, this unfunded liability could grow to $100 billion 
by 2020-21, and potentially exceed $300 billion by 2047-48.  Pre-funding contributions from the state 
will provide almost $373 million in the budget year, and the prefunding account’s cumulative balance 
should exceed $1 billion by the end of the budget year.   
 
Total State Cost for Retirement Programs 
 
To evaluate the combined effects of the budget actions described above, the graph below illustrates 
combined budgetary costs for employer contributions to CalPERS and CalSTRS, along with retiree 
health costs through the 2021-22 budget year. 
 

 
 
State retirement costs are projected to grow by more than 26 percent between now and the 2021-22 
budget, which is nearly three times faster than overall projected state revenue growth of 9 percent. 
During that same time period Non-Proposition 98 General Fund expenditure growth is estimated to be 
17 percent higher than 2018-19 levels. These General Fund spending increases will come at the same 
time that the state’s colleges will see a 15 percent increase, K-12 schools will have a 4 percent 
increase, natural resource programs will see a 10 percent reduction, and labor and workforce 
development programs will have a 23 percent cut. Thus, retirement costs’ share of the budget is only 
going to increase as time goes on.   
 
The Legislature and the Governor enacted “funding plans” for both CalPERS (2012) and CalSTRS 
(2014) in an effort to reduce unfunded liabilities. While these plans did help to mitigate the creation of 
some future liabilities, they did not address the benefits on which the current liabilities are based and 
continue to rely on the faulty assumption that investment returns will exceed 7 percent every year for 
the next thirty years.  
 
Absent structural reform, discretionary programs will see larger portions of their General Fund 
resources siphoned off to pay for pension and retiree health costs.  However, Democrats have taken 
only modest steps to address this problem while at the same time dedicating state resources to new 
programs or expansions in other areas.  
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Actions To Date Likely Insufficient to Address Liabilities.  The Legislative Analyst’s Office has 
projected that California will have a short-term budget surplus of $7.5 billion for 2018-19. Senate 
Republicans have called for using $2 billion of this surplus to pay down pension debt.  This additional 
prepayment would be made without borrowing and would save interest costs every year. 
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General Government 
 
Summary of Key Points 
 
 Election Equipment Grant Program. The budget includes $134 million in one-time funding for a 

matching grant program for election equipment for counties. 

 Tax Agency “Reform” Increases Costs. After the 2017 reforms, the tax administration agencies’ 
budgets are somehow increasing by $50 million.   

 CA Competes Tax Credit Extended. The 2018-19 budget would extend the tax credit through 
2022-23, with $180 million set-aside each year, plus $20 million a year for five years to provide 
direct assistance to small businesses. 

 Tax Credit Focuses on Hard-to-Hire. The 2018-19 budget also includes a $50 million per year 
credit to encourage businesses to hire individuals with employment barriers, such as veterans, 
parolees, or CalWORKs recipients. 

 Funding Provided for 2020 Census. The budget includes $40 million over three years for 
statewide outreach and other activities related to the 2020 Census.  

 State Building Renovation/Replacement. The 2018-19 proposed budget includes $30 million 
General Fund for three new projects in Sacramento.   

 County Assessors’ Program Intended to Increase Property Taxes. The Governor’s budget 
proposes $5 million General Fund annually for the next three years to support county assessors’ 
operations, with the goal of improving local administration of the property tax. 

 
Election Equipment Funding Fulfills a Need. The Governor’s budget includes $134 million in 
one-time General Fund, to be matched with county funds, to support the purchase of hardware, 
software, and licensing for the replacement of voting systems and technology across the state. The 
budget proposal assumes all counties with more than 50 voting precincts will go to a “vote-center” 
model, which replaces multiple polling places with far fewer vote centers (which are similar to polling 
places but offer more services and are open for longer periods before an election). Moving to the 
vote-center model would result in less equipment costs for the county. The Legislative Analyst’s Office 
(LAO) has raised serious concerns about the security of current county voting systems, as well as the 
possibility of a catastrophic failure of voting systems in the future.  
 
Tax Administration Reform. In response to an extensive number of concerns brought to light with 
multiple audits performed in 2017, the 2017 Budget Act included sweeping legislation that established a 
new and costly tax bureaucracy by reassigning most of the Board of Equalization’s previous function to 
the new California Department of Tax and Fee Administration, which will fall under the direct authority 
of the Governor. Additionally, the budget establishes the Office of Tax Appeals, an independent 
appeals panel.  The Governor’s January budget includes the following resources for the three tax 
administration entities: 
 

 Board of Equalization (BOE)- $30.4 million ($30 million General Fund) and 204 positions. 

 Department of Tax and Fee Administration- $664 million ($354 million General Fund) and 4,270 
positions. 

 Office of Tax Appeals- $20 million General Fund and 80 positions. 

 
Prior to the reform efforts, the BOE’s budget included $668 million ($338.5 million General Fund) and 
4,800 positions, and based on proposed resources, these efforts have led to a seven percent increase 
in funding. Instead of having one behemoth bureaucracy, the state will now have three and will spend 
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an additional $46 million, a sure sign that government “efficiency” is alive and well.  It will be imperative 
that the Legislature review operations within the new entities and determine the most efficient and 
effective collection of sales and use tax in order to streamline operations within the new agencies. 
 
Governor Extends Tax Credit. The “California Competes” program awards income tax credits to 
attract or retain businesses considering a significant new investment in California.  The program is 
scheduled to expire at the end of 2017-18, but the 2018-19 budget would extend it through 2022-23, 
with $180 million set-aside each year. The budget also proposes $20 million a year for five years to 
provide direct assistance to small businesses. A recent report on California Competes by the LAO 
identifies several problems and recommends that the Legislature end the program. In general, the LAO 
opines that broad-based tax relief for all businesses is preferable to targeted tax incentives whose 
benefits are difficult to quantify and which may disadvantage competing companies.  The LAO report 
also offers reform suggestions if California Competes is to be extended.  
 
Additional Tax Credit Focuses on Veterans, Parolees. The 2018-19 proposed budget also includes 
a $50 million per year credit to encourage businesses to hire individuals with employment barriers, such 
as veterans, parolees, or CalWORKs recipients. Although the economy continues to grow and many 
that seek employment are successful in finding it, some still struggle and this tax credit would focus on 
those “hard to hire” Californians.  
 
Support for 2020 Census Outreach. The Governor’s January budget includes $40.3 million and 
22 positions for statewide outreach and other activities related to the 2020 Census. Funding will be 
available for the duration of the three year effort, crossing over fiscal years 2018-19, 2019-20 and 
2020-21. In addition to determining federal funding, California uses the census data for redistricting, 
program planning, and population estimates that help determine how some state funds are distribute.  
In order for California to ensure a reasonable share of federal funds for several state and local 
programs, a complete and accurate count is critical. 
 
Renovation and Replacement of State Buildings Continue. The 2018-19 proposed budget includes 
$29.6 million General Fund for three new projects in Sacramento.  The 2014-15 Budget included 
$2.5 million for the Department of General Services to complete a long range planning study of 
state-owned office space in the Sacramento area, and this proposal is consistent with the sequencing 
plan developed as a result of that study. It is unclear at this point if the merits of the strategy, such as 
the strategy’s costs, benefits and other available approaches to addressing state office building 
deficiencies are sufficient to move forward with the plan. Senate Republicans will need to ensure 
adequate oversight and accountability prior to project approval. 
 
Local County Assessors’ Program. The Governor’s 2018-19 budget proposes $5 million General 
Fund annually for the next three years to support county assessors’ operations. The 2014-15 Budget 
Act included $7.5 million in General Fund annually for a three year pilot program, known as the 
State-County Assessors’ Partnership Agreement Program. Under this program, the state allocated 
grants to eight county assessors’ offices to improve local administration of the property tax. A primary 
goal of the program was to measure whether and to what extent property tax revenues would increase 
if county assessor funding were increased. The state budget could be affected if property tax 
administration is inadequately funded because local property taxes that go to schools generally offset 
required state spending on education. 
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Statewide Debts and Liabilities 
 
Summary of Key Points 

 
 Budget Includes $10 Billion in Debt Payments, the Minimum Required.  Record revenue, only 

minimum debt payments.  
 

 State Debts and Liabilities Still High at $285 Billion.  Despite modest progress in recent years, 
more action is needed to reduce these liabilities.   

 
Minimum Debt Payments in Governor's Budget.  The 2018-19 proposed budget includes 
$10.1 billion to pay the state’s current debts and liabilities, including the following major payments: 

 About $8 billion to pay debt service costs for the state’s outstanding and planned General 
Obligation (GO) and Lease Revenue (LR) bonds in 2018-19, as required by the California 
Constitution and respective debt issuance documents.  At this time, the state currently owes 
$73.4 billion on outstanding GO infrastructure bonds and owes $9.3 billion on LR bonds.  
Additionally, there are $36 billion of general obligation and lease revenue bonds ($31.6 billion 
and $4.7 billion respectively) that are authorized but not yet issued. As these outstanding bonds 
are issued, the state’s debt service costs will continue to rise. 

 $1.5 billion to pay a variety of debts and liabilities as mandated by Proposition 2, which was 
passed by the voters in November 2014. 

 Roughly $450 million to pay outstanding education mandates. 
 
Proposition 2 and Other Liabilities.  The Governor's January budget identifies $285.5 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.  Some of these debts and 
liabilities are eligible for repayment under Proposition 2 (see Page 12 for details regarding Budget 
Reserves), but these 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 2017, the Employment Development Department 
(EDD) reported that the debt would be $1.2 billion at the end of 2017, and revert to a surplus of 
$1.8 billion by the end of 2018.  Barring any increase in the number of claims, EDD projects that 
all 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 proposed 2018-19 budget includes a final $10 million General Fund interest 
payment. 
 

 Suspended Mandate Debt. Proposition 1A of 2004 requires the state to either fully fund 
state-mandated local programs (mandates) or suspend them.  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 nearly $600 million 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 $8 billion for 
both GO and LR debts in 2018-19.  Additionally, the state has the authority to issue 



Senate Republican Fiscal Office  Page 51 
 

approximately $31.3 billion of GO debt to investors that has been “authorized, but not issued” to 
date. 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.   

 
 

2018-19 2019-20 2020-21 2021-22

Eligible for Proposition 2 Payments  

Budgetary Borrowing

Loans from Special Funds $1,248 $205 $39 $288 $474 $0

Weight Fee Payments $1,117 $325 $338 $403 $51

Pre-Proposition 42 Transportation Loans $471 $235 $236 $0 $0 $0

Underfunding of Proposition 98 - Settle-Up 440 100 100 190 50 $0

State Retirement Liabilities

State Retiree Health 76,533 195 260 305 315 N/A

State Employee Pensions*** 59,578 475 442 119 515 N/A

Teachers' Pensions (state portion) 29,332 0 0 0 0 N/A

Judges' Pensions 3,489 0 0 0 0 N/A

Deferred payments to CalPERS 682 0 0 0 0 N/A

University of California Retirement Liabilities**

UC Employee Pensions 10,851 0 0 0 0 N/A

UC Retiree Health 19,331 0 0 0 N/A

Subtotal, Eligible for Proposition 2 $203,072 $1,535 $1,415 $1,305 $1,405  

Other State Debts

Long-Term Infrastructure (General 

Obligation & Lease-Revenue Bonds)

$82,700 $8,145 $0 $0 $0 $74,555

Unemployment Insurance -2,300 10 0 0 0 $0

Suspended Mandate 584 0 0 0 0 $584

Education Mandate 1,411 457 15 27 7 $905

  Subtotal, Other State Debts $82,395 $8,612 $15 $27 $7

Total $285,467 $10,147 $1,430 $1,332 $1,412

* Assumes no additional debts incurred.

Remaining 

Liabilities*

Statewide Debts and Liabilities

Estimated Payments(Dollars in Millions)  At Start of 

2018-19

*** Estimated payments  pay down the General Fund's portion of the supplemental payment pension loan from the 

Surplus Monetary Investment Fund (SMIF).

** UC liabilities technically belong to the UC system alone, not the State of California, due to UC's constitutional 

autonomy, but these liabilites are nonetheless included as eligible for repayment under Proposition 2. 

 
 
Debts and Liabilities Remain High After Minor Actions.  The majority of the liabilities shown in the 
table—$199 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 in the long term 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 $74.1 billion unfunded liability over three decades.  
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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. 
 
More Action Needed to Address Liabilities.  Governor Brown's budget makes the minimum required 
payments on debts and liabilities, but the current record-high taxes and short-term surplus provide an 
opportunity to do more.  Instead of spending the significant surplus on new government programs, the 
money should be put to good use by paying down pension debt and protecting against economic 
downturns in the future.  Senate Republicans have suggested using $2 billion of the current surplus to 
reduce the state’s pension liabilities.  Making this extra payment will generate interest savings each 
year and more quickly address the significant liability problem.   
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Cannabis Regulation 
 
Key Points 
 
 Cannabis Regulation Underway. State regulation of the cannabis industry began on January 1, 

2018.  The Governor’s Budget does not propose any new regulatory resources.  Workload will 
continue to be evaluated and adjustments made through the May Revise. 

 Cannabis Excise and Cultivation Tax. The Governor’s Budget estimates $643 million will be 
collected from state taxes.  These revenues will first be used to repay outstanding General Fund 
loans. 

 
Cannabis Regulatory Resources. The Governor’s Budget includes $87.6 million from the Cannabis 
Control Fund to regulate both the medical and recreational segments of the cannabis industry and to 
conduct licensing and enforcement which began January 1, 2018.  The table below shows the funding 
by department: 

 

State Spending on Cannabis Regulation  

 
 

Department 

2018-19 
Budget 

(Millions) 

 
 

Responsibilities 

Department of 
Consumer Affairs 

$33.1  

Regulate the transportation, storage, distribution, 
testing, and sale of cannabis within the state; 
licensing, investigation, enforcement, and 
coordination with local governments. 

Department of Fish 
and Wildlife 

$8.8  

Support regulatory programs implemented by CDFA 
and Water Board, provide law enforcement for 
compliance efforts, and issue Lake and Streambed 
Alteration Permits. 

State Water 
Resources Control 
Board 

$2.7  

Develop a statewide water quality permit and 
expanded water rights registration process for 
cannabis cultivators. 

Department of 
Food and 
Agriculture 

$21.1  

License and regulate cannabis cultivation, perform 
an Environmental Impact Report, and establish a 
track and trace program. 

Department of 
Public Health 

$16.0  
License and regulate of cannabis product 
manufacturers. 

Department of 
Pesticide 
Regulation 

$2.3  

Develop guidelines for the use of pesticides in the 
cultivation of cannabis, prepare training programs 
and outreach materials. 

Department of Tax 
and Fee 
Administration 

$2.4  

Administer an excise tax on cannabis sales and a 
cultivation tax on all harvested cannabis that enters 
the commercial market. 

Cannabis Appeals 
Panel 

$1.2  
Review all appeals related to cannabis licensing 
decisions. 

Total $87.6    
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Cannabis Excise and Cultivation Tax. The Governor’s Budget estimates that $643 million will be 
collected from the cannabis excise and cultivation tax.  These tax revenues will first be used to repay 
the $135 million General Fund loan used to support initial implementation costs that regulatory 
agencies incurred while tax revenues were unavailable.  
 
Tax Revenue Allocations.  Revenues collected from the 15 percent excise tax and the state 
cultivation tax will be deposited into the Cannabis Tax Fund and first used for the administration of the 
regulatory and enforcement programs.  Pursuant to Proposition 64, a portion of revenues are allocated 
beginning in 2018-19 for the following: 
 

 $10 million initially, growing to $50 million annually, for grants for services (job placement 
assistance, substance abuse treatment) in communities most affected by past drug policies. 

 $10 million annually for a period of eleven years to evaluate the effects of Proposition 64. 

 $3 million annually for a period of five years to create and adopt methods to determine whether 
someone is driving while impaired, including by cannabis. 

 $2 million annually to study the risks and benefits of medical cannabis. 

 
All remaining revenues would be allocated as follows beginning in 2019-20, consistent with Proposition 
64, which specified that tax proceeds for these programs are based on prior year actual tax collection: 
 

 60 percent to youth programs, including substance use disorder education, prevention, and 
treatment. 

 20 percent to clean up and prevent environmental damage from the illegal growing of cannabis. 

 20 percent for programs designed to reduce driving under the influence of alcohol, cannabis, 
and other drugs, and a grant program to reduce negative impacts on public health or safety 
resulting from Proposition 64. 

 
Senate Republicans will continue to advocate for stronger laws to protect the health and safety of 
Californians.  For example, packaging and advertisement restrictions in statute are not strong enough 
to ensure cannabis products do not appeal to children.  Additionally, while the California Highway Patrol 
receives $3 million annually to train officers to detect drivers under the influence of cannabis, that 
funding is insufficient to keep our roads safe.  More can be done, and Senate Republicans will make 
the safety of Californians a priority. 
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