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Executive Summary 
 
 
Overview: Budget Reserves and Infrastructure Are High Priorities for Surplus.  The May Revision 
projects that tax revenues will rise significantly, increasing the General Fund surplus to over $10 billion.  
Overall, the Governor continues to propose a cautious approach by building budget reserves to a 
record-high level and focusing most new spending on one-time proposals.  These spending items 
include $1.9 billion for various infrastructure projects as well as $359 million to help address 
homelessness and $312 million for mental health.  Senate Republicans applaud the Governor’s focus 
on building reserves and addressing legitimate one-time needs such as infrastructure. These are 
priorities that Senate Republicans have long supported, although some of the infrastructure proposals 
could be better prioritized.  Despite the current surplus, though, continued “baseline” spending growth is 
projected to outpace revenues over the next several years, giving credence to the Governor’s warning 
that the state is already “overextended” even before considering a possible recession.     
 
Revenues Continue Rapid Rise.  General Fund tax revenues would set a new record high of 
$137.9 billion in 2018-19, which is $10.2 billion (8 percent) above the enacted 2017-18 budget.  
Compared to the Governor’s January budget estimates, tax revenues are projected to be higher by 
$3.5 billion in the current year and by $3.2 billion in 2018-19.  Part of this sharp increase is attributable 
to the effects of federal tax reform. The record revenues, which exclude gas taxes, indicate that the 
state did not need to raise taxes further to take care of issues that are a priority for Californians.   
 
Budget Spending Tops $300 Billion.  State spending would reach $199 billion from the General Fund 
and other state funds in 2018-19.  Federal funds would add another $107 billion in spending, which 
would bring the combined total to roughly $306 billion, the first time the budget would exceed 
$300 billion.  Spending is expected to grow by 20 percent through 2020-21, faster than revenues, due 
to continued increases in baseline spending.   
 
Surpluses Now, Deficits to Follow.  The nonpartisan Legislative Analyst’s Office estimates the 
surplus to be more than $10 billion, compared with the Governor’s estimates of nearly $9 billion. (Note 
that the previous indication of a $13 billion surplus may have referred to revenue growth prior to 
removing mandatory spending adjustments.)  However, despite the current surplus, the rapid growth in 
expenditures would lead to a projected operating deficit of more than $1 billion by 2021-22.  Thus, the 
Governor was prudent to note in his press conference that the state is already “overextended,” 
considering the potential for recession and the state’s existing spending path.  
 
Rainy Day Fund Would Reach Constitutional Goal and Record High.  The state’s Rainy Day Fund 
(Proposition 2 of 2014) would grow to $13.8 billion by the end of 2018-19, a balance that is 10 percent 
of General Fund revenues. This includes a $2.6 billion supplemental payment (in addition to the 
$1.7 billion required amount) that the Governor proposes to reach the constitutional maximum.  Senate 
Republicans fought to create the Rainy Day Fund for years and applaud the Governor’s proposal to 
fully fund it.  
 
The Governor’s budget also includes a discretionary reserve of $3.2 billion, which would bring total 
reserves to $17.0 billion when combined with the Rainy Day Fund.  At 12.3 percent of tax revenues, 
this combined reserve would be a record high.  
 
Concerns Over Governor’s Spending Limit Estimate.  The LAO recently raised new concerns in a 
report that the Department of Finance’s January 2018 calculation of the so-called Gann spending limit 
used improper methods.  Finance estimates that the state has roughly $12 billion in “spending room,” 
but the LAO believes that the spending room should be only about $5.6 billion. With stronger revenue 

http://lao.ca.gov/Publications/Report/3800
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reflected in the May Revision, the room under the cap actually could be smaller than this LAO estimate. 
Senate Republicans will continue to review this critical issue as budget deliberations continue.  
 
Addressing Infrastructure Needs.  Pointing out that the state has a $20 billion backlog in “deferred 
maintenance” projects, the Governor proposes $1.9 billion in one-time expenditures across various 
program areas.  In addition to items described elsewhere in this summary, these proposals include:  

 $100 million each for the University of California and the California State University 

 $174 million for state prisons 

 $100 million for courts 

 
Flood Control Infrastructure Investments.  The May Revision includes $295 million General Fund for 
urban flood control projects, levees, and operations and maintenance.  These proposals appear to 
include much-needed projects that Senate Republicans have advocated repeatedly in recent years, 
such as $100 million for levee improvements. 
 
Voters Asked to Approve the No Place Like Home Program.  The May Revision proposes to place 
the “No Place Like Home” program before the voters in the November 2018 general election. 
Legislation enacted in 2016 authorized this program, a $2 billion bond for mentally ill housing to be 
funded with existing mental health dollars. However, the program is currently blocked due to ongoing 
litigation.  The Governor’s proposal would give the voters of California the opportunity to approve No 
Place Like Home directly and avoid further court delays. 
 
Combatting Homelessness.  With many communities facing a homelessness crisis, the May Revision 
proposes $359 million for a number of actions to help local governments combat homelessness. The 
funding is intended to provide short-term assistance until a November 2018 housing bond measure 
may be approved, and revenues from the recently enacted real estate transaction taxes are distributed 
statewide.  
 
Investment in Mental Health.  The May Revision provides $312 million in one-time General Fund 
spending on reimbursements to the counties for early interventions for emotionally disturbed teens, 
psychiatric medical education programs in underserved and rural areas, and county mental health 
program oversight.   
 
State Offices Given Questionable Priority.  The May Revision proposes to use $630 million in 
one-time General Fund rather than borrowing to replace or rehabilitate state facilities. The funding will 
provide for the completion of several office building projects in the Sacramento area over the next few 
years.  While using one-time General Fund resources for infrastructure needs is a responsible 
approach, Sacramento office buildings may not be the highest priority given the state’s overall 
challenges, including needs to address water storage and the lack of affordable housing.  
 
Forest Health Funding.  The May Revision adds $96 million from non-General Fund sources to 
support recommendations of the Forest Carbon Plan, including prescribed fire and fuel reduction, forest 
health projects, watershed grants, and programs to encourage new markets for wood products. While 
this is a good first step, considering the threat of additional catastrophic wildfires and the current 
General Fund surplus, Senate Republicans believe a much larger investment in forest health is needed.  
 
Expansion for State Earned Income Tax Credit Program.  The May Revision proposes 
to expand the Earned Income Tax Credit to workers between the ages of 18 and 25 and those above 
64. In addition, the credit’s income limits are adjusted to reflect the minimum wage increase to $12 per 
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hour in 2019.  With the proposed expansion, the amount of tax credits provided to low-income working 
families is expected to grow from $200 million in 2016 to $400 million in 2018. 
 
Disaster-Related Property Tax Funds for Local Governments.  Following multiple recent natural 
disasters, the May Revision includes $33 million General Fund to backfill the property tax losses that 
cities, counties, and special districts will incur due to the recent wildfires and mudslides.  Of this 
amount, $21.8 million is for Northern California jurisdictions and $11 million is for Southern California 
jurisdictions.  
 
Proposition 98 Education.  Proposition 98 funding for K-14 education would grow to $78.4 billion in 
2018-19, up from $74.5 billion in the 2017 Budget Act and by roughly $100 million from January.  The 
K-12 local control funding formula launched in 2013-14 would reach its targets for the first time, growing 
by almost $3.2 billion, up from $2.9 billion in January.   
 
The Governor’s January proposal to provide one-time locally-flexible K-12 funding, which would reduce 
outstanding education mandate claims for schools, would grow from about $1.8 billion in January to 
over $2 billion.  The January proposal to support ongoing K-12 career technical education as part of the 
state’s Strong Workforce effort continues at $200 million.  
 
Higher Education.  The May Revision maintains the Governor’s January proposals to increase 
ongoing General Fund support for the University of California and California State University by 
$92 million each (roughly 3 percent each).  The systems would now also receive an additional 
$100 million each in one-time funding for deferred maintenance.  Tuition for both is expected to remain 
flat, but if either were to increase tuition, its General fund support would be reduced by an amount 
sufficient to offset any resulting growth in state financial aid costs.  Funding for Cal Grants would rise by 
$58 million to cover expected growth in demand.  Middle-class scholarships would continue to be fully 
funded.  
 
Transportation Dollars for Bureaucracy.   The May Revision includes an increase of $206 million for 
architectural and engineering workload associated with new transportation projects funded by SB 1 gas 
and car taxes.  This will significantly increase a program the LAO previously determined is significantly 
overstaffed, and likely remains overstaffed today, rendering some or all of this increase unnecessary.  
The May Revision increase equates to nearly 900 state and contractor positions. 
 
Public Safety Improvements.  The May Revision dedicates significant resources to improving the 
state’s prison system, including $153 million one-time General Fund for roof repairs and mold 
remediation at prisons that sustained damage during the wet winter of 2017 (up from $139 million in 
January) and $106 million General Fund annually for three years to treat all inmates with Hepatitis C.  
The Governor’s updated budget proposal also includes just over $23 million General Fund to backfill 
decreasing revenues from fines and fees on criminal convictions that fund the state’s forensic 
laboratories and peace officer training programs. 
 
No Change to Cannabis Revenues.  The May Revision includes an increase of $133 million for 
cannabis-related activities.  The largest increases are for licensing and enforcement of the industry, but 
notably the California Department of Justice is slated to receive $14 million to combat illegal cannabis 
activity.  Despite a lower number of businesses seeking licensure than expected, the tax revenue 
estimate is unchanged from January at $815 million through the end of 2018-19. 
 
Cap and Trade Increases.   The May Revision adds $50 million in additional auction proceeds to 
implement the recently released Forest Carbon Plan, which would bring 2018-19 expenditures to 
$1.3 billion for mostly ongoing programs and projects.   
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No Additional Funding for Medi-Cal Provider Rates.  Despite $32 million in additional Proposition 56 
tobacco tax revenue and $52 million in new program savings, the Governor proposes no additional 
Medi-Cal provider rate or supplemental payments beyond those proposed in the January budget. 
Instead, the Governor continues to reject the will of the voters by taking another $55 million—on top of 
the $169 million in the January budget—for other budget needs rather than to expand access to care. 
The Governor plans on negotiating with providers on the allocation of the supplemental payments 
included in the January budget.  
 
In-Home Supportive Services (IHSS) Growth Continues.  The May Revision proposes an overall 
increase to IHSS of $280 million General Fund as a result of increased overtime, average hours per 
case, and the cost per case.  Within the new cost-sharing agreement, the May Revision estimates no 
new county costs.   
 
Continuum of Care Reform.  The May Revision proposes an additional $105 million in the current 
year and budget year as a result of slower-than-anticipated caseload movements from group homes to 
foster family homes.  Additionally, the May Revision proposes various one-time increases for counties 
to implement the new foster youth assessment tool, clear the backlog of foster families waiting to be 
approved, and to provide funding at the time of foster youth placement.  
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Revenues, Expenditures, Surpluses, and Reserves 
 
Key Points 

 Record Revenues Create Short-Term Surplus.  A sharp increase in revenues drives the 
estimated surplus to $10 billion for now, partly as a result of federal tax reform, but fast-growing 
baseline spending means that the state would see operating deficits return beginning in 2020-21.  

 Some One-Time Spending Could Be Better Targeted.   The Governor appropriately limits most 
new spending to one-time uses, many of which have merit, though some could be better targeted.  

 Rainy Day Reserve Would Reach Constitutional Goal.  The Rainy Day Fund reserve would grow 
to $13.8 billion, reaching the constitutional goal of 10 percent of revenue.  Combined with a general 
reserve of $3.2 billion, the state would have a significant reserve of more than 12 percent of 
revenue.  

 

Revenues Drive Short-Term Surplus  

 
Rise in Revenues Drives Surplus Higher.  The May Revision projects total General Fund revenues 
and transfers of $132.5 billion in 2017-18, which would rise to $137.9 billion in 2018-19, an increase of 
4.0 percent year-over-year.  Compared to the enacted budget for 2017-18, these estimates are higher 
by $4.9 billion (3.8 percent) in 2017-18 and by about $10 billion (8.0 percent) in 2018-19.  This 
substantial revenue growth pushes the General Fund surplus up from around $7 billion in January to 
more than $10 billion, according to estimates by the LAO.  (The Department of Finance characterized 
the surplus as nearly $9 billion using a different method.)   
 
These revenues indicate that recent tax increases were not necessary to pay for issues important to 
Californians.  As Los Angeles Times columnist George Skelton observes regarding the 
Proposition 55 income tax increase, “It's projected to bring in $8.3 billion during the next fiscal year. 
And that accounts for nearly all the surplus. It raises a question about whether the tax extension was 
really needed.”  Though it was clear last year that those voter-approved taxes were pushing up General 
Fund revenues, Sacramento Democrats insisted upon passing another $5 billion in gas and car taxes.  
 
Federal Tax Reform Helps Push Up State Revenues.  The Department of Finance attributes part of 
the revenue increase to federal tax reform.  The corporations tax jumps up by more than $1 billion 
compared to January, due to higher projected corporate profits and $150 million associated with 
repatriation.  An increase of $523 million in sales tax is credited primarily to capital investment driven by 
federal reform.  Personal income taxes (PIT) shift up by $1.4 billion since January, which Finance 
attributes partly to one-time bonuses following tax reform.   Capital gains within PIT also remain strong 
at over $14 billion, accounting for more than 10 percent of overall PIT revenue.  In percentage terms, 
the corporations tax adjustment is a massive 9.1 percent jump, while the PIT and sales tax increases 
represent changes of 1.5 percent and 2.0 percent, respectively.  
 
Legislative Analyst Projects Higher Revenue.  The LAO projects that revenues will be higher than 
the Governor’s estimates by $3.1 billion General Fund in 2018-19.  This is primarily due to higher LAO 
estimates for capital gains, which are notoriously difficult to forecast.  Legislative Democrats will likely 
use these higher estimates to argue for more ongoing spending, though the Governor has typically 
prevailed in using his lower estimates for the final budget in recent years.   
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Fast-Growing Expenditures Mean Deficits Set to Return 
 
General Fund Expenditures Rise Significantly.  Total General Fund spending would reach a record 
$137.6 billion in 2018-19, an increase of more than $12 billion (10.0 percent) compared to the Budget 
Act of 2017.  This dramatic increase includes nearly $4 billion for discretionary one-time spending 
proposals, $4 billion for various Health and Human Services programs, and $2.4 billion for 
formula-driven Proposition 98 education spending. Compared to a low point of $86.4 billion in 2011-12 
following the recession, General Fund expenditures would be higher by over $51 billion, or 60 percent. 
Additionally, the budget does not yet reflect higher spending that is almost certain to result from 
collective bargaining agreements with three unions whose contracts expire in June or July 2018.   
 
Overall Spending to Top $300 Billion.  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 45 percent of total spending.  
California’s budget relies heavily on federal funds, which provide 35 percent of the total budget in 
2018-19, primarily for health and human services programs.  Once federal and other state funds are 
added, California will spend more than $300 billion in taxpayer funds in 2018-19, topping the 
$300 billion level for the first time ever. 
   
 

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% $127.0 44% $137.6 45%

Special Funds 54.9 19% 57.1 20% 58.0 19%

Bond Funds 3.3 1% 6.3 2% 3.7 1%

Total, State Funds $183.3 63% $190.4 66% $199.3 65%

State Increase from 

2017 Budget Act
3.9% 8.7%

Federal Funds 107.5 37% 98.1 34% 106.6 35%

Total, All Funds $290.8 100% 288.6 100% $305.9 100%

Total Change from 

2017 Budget Act -0.8% 5.2%

 
 
 
Annual Deficits Around the Corner.  Despite record-setting revenues, annual expenditures are 
projected to grow by 20 percent over the next four years, compared to 14 percent for revenues. This 
disparity means that operating deficits are set to return in 2019-20 ($324 million) and 2020-21 
($1.9 billion) under the Governor’s forecast.  Operating deficits show a structural budget problem since 
each year’s revenues do not pay for that year’s expenses—the state must use reserves to cover the 
extra costs.  Billions of dollars in discretionary long-term spending commitments made by Sacramento 
Democrats over the past several years mean that, despite the Governor’s focus on one-time spending 
this year, the state budget will be under constant pressure each year in the future.  Thus, the Governor 
was prudent to note in his press conference that the state is already “overextended,” considering the 
potential for recession and the state’s existing spending path.  
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Some Spending Proposals Could Be Better Targeted.  As noted above, the May Revision proposes 
nearly $4 billion in one-time spending items.  These are discussed more fully in the relevant policy 
areas in this document, and include the following major components:  
 

 Infrastructure.  $1.9 billion for various infrastructure projects such as courts, universities, and 
flood protection.  Notably, $100 million included in this amount for levee improvements is 
overdue, and Senator Nielsen in particular has advocated for these funds recently.   

 Homelessness.  $359 million to assist local governments in their efforts to address 
homelessness.  With California facing nearly a quarter of the nation’s homeless population 
(despite having only 12 percent of the nation’s population), funds to assist in this area are 
commendable.  

 Mental Health.  $312 million for mental health would include $254 million to repay counties for 
past youth mental health mandates, plus $55 million for additional training of mental health 
professionals through the University of California.   

Many of these proposals are worthwhile.  However, the infrastructure package also includes 
$630 million for state office buildings in Sacramento.  With state challenges ranging from widespread 
tree mortality to rising state and local pension costs, new or refurbished offices for state workers is a 
questionable priority.  Instead, more resources could be used to improve forest health following 
devastating wildfires.  Also, the state has an opportunity to clear out the backlog in the Armed 
Prohibited Persons System, which tracks individuals who illegally possess firearms, and to 
clear the state’s backlog of untested rape kits held by local law enforcement.  Small investments 
of $25 million each for these two items would be high-impact ways to improve public safety.   

 
Budget Reserves Would Reach Record High 
 
Rainy Day Fund Would Reach Constitutional Goal and Record High.  The state’s Rainy Day Fund 
(Proposition 2 of 2014) would grow to $13.8 billion by the end of 2018-19, a balance that is 10 percent 
of General Fund revenues. This includes a $2.6 billion supplemental payment (in addition to the 
$1.7 billion required amount) that the Governor proposes to reach the constitutional goal of reserving 
10 percent of tax revenues in the fund.  This supplemental amount is $900 million less than what was 
proposed in January due to additional revenues that increase the mandatory deposit and required debt 
payments.  In other words, the Governor maintained his proposal to fill the Rainy Day Fund to the 
maximum 10 percent level, but the discretionary amount needed to do that dropped as the mandatory 
portion increased.    

 
Proposition 2 limits the withdrawal from the Rainy Day Fund to half the balance available in the first 
year the funds are needed (in order to avoid using the entire balance in one year).  This means only 
about $6.9 billion of the Rainy Day Fund would be available in the first year to offset the effects of a 
moderate recession.  This magnifies the importance of building the reserve to a higher level. 
 
Total Reserves Also at Record High.  The Governor’s budget also includes a discretionary reserve of 
$3.2 billion, up $900 million from the Governor’s January budget.  This reserve does not have limits on 
use of its funds.  When combined with the Rainy Day Fund, this balance would bring total reserves to 
$17.0 billion.  At 12.3 percent of tax revenues, this combined reserve would be a record high.  

 
Senate Republicans fought to create the Rainy Day Fund for years and applaud the Governor’s 
proposal to fully fund it.  In addition, keeping additional reserves on hand is prudent given the 
likelihood of a recession in the near future, the state’s rapid baseline spending growth, and other 
unpredictable needs such as disaster response.  
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Health 
 
Key Points 

 Governor Prioritizes Mental Health. Provides $366 million for various measures to address 
mental health issues.   

 No Additional Tobacco Tax Funds for Medi-Cal Provider Rates. Despite $429 million in new 
Proposition 56 tobacco tax revenue available in 2018-19, the Governor proposes no additional 
Medi-Cal provider rate or supplemental payments beyond those proposed in the January 
budget.  

 State Medi-Cal Costs Up Despite Caseload Drop. Current year Medi-Cal caseload drops by 
400,000 individuals, but costs increase by $830 million due to estimating errors.   

 

Governor Uses Surplus Funds for Mental Health. The Governor’s May Revision targets $359 million 
in one-time funding to enhance the local mental health agencies’ efforts in decreasing homelessness 
and reducing the number of mentally ill interactions with the criminal justice system. The funding also 
aims to improve oversight of the county mental health system and to train additional mental health 
professionals. These proposals include: 
 

 Homeless Mentally Ill Outreach and Treatment.  The May Revision includes $50 million in 
one-time General Fund for the counties to deploy multi-disciplinary teams to support intensive 
outreach and treatment to mentally ill homeless persons in order to intervene prior to criminal 
justice involvement. This could reduce costs for local law enforcement.   

 Mental Health Mandate Repayment to Counties. The May Revision pays back seven years of 
costs incurred by the counties related to services for seriously emotionally disturbed children. 
This sum of $254 million plus interest can be used by the counties for early intervention and 
prevention programs for teens at risk of mental illness. Governor Brown has historically failed to 
fully compensate the counties for mandate costs, so this is a positive step towards reducing the 
state’s liabilities to local governments. 

 Psychiatric Graduate Medical Education. The May Revision provides $55 million in one-time 
General Fund to graduate medical education programs to increase the number of mental health 
professionals in rural and underserved regions of the state. The number of providers serving our 
mentally ill population is inadequate, and these funds should help close the gap. 

 Oversight of County Mental Health Programs. The May Revision proposes to use 
$6.7 million annually ($2.8 million General Fund) to improve fiscal oversight of the Mental Health 
Services Act (Proposition 63) and monitor outcomes of county mental health programs. 

 

Medi-Cal Caseload Expected to Drop but Accounting Issues Result in More Costs. Despite a 
downward adjustment in projected Medi-Cal caseload from 13.7 million beneficiaries in the 
2017 Budget Act to 13.3 million in the 2018 May Revision, General Fund costs for Medi-Cal in the 
current 2017-18 fiscal year increased from $19.5 billion to $20.3 billion. The Governor claims that this 
$830 million shortfall is from a failure to accurately account for federal financial participation and the 
total amount of rebates received from drug manufacturers. The Administration warns that these fiscal 
complexities will continue to grow and errors of this size could become more common in future years. 
Consequently, the Administration proposes $1 billion in additional Medi-Cal borrowing authority in a 
budget trailer bill in order to avoid missed payments to managed care plans, vendors, and providers.  
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More Tobacco Tax Funds Could Be Available for Medi-Cal Providers. The Governor’s May 
Revision estimates that there is $429 million in additional Proposition 56 tobacco taxes available for the 
Medi-Cal program for 2018-19. Instead of using these newly available funds to improve Medi-Cal 
provider rates and increase access to care, the Governor continues to reject the will of the voters by 
shifting another $55 million of the revenue—on top of the $169 million shifted in the January budget—
for other budget needs. The Governor does not provide any new provider rate increases or 
supplemental payments, but rather maintains the January budget levels and plans on negotiating with 
providers on how to allocate those amounts.  
 
No Proposition 55 Revenues for Medi-Cal.  Proposition 55 (2016) extended higher income tax rates 
for 12 years and required up to $2 billion of “surplus” revenue to support Medi-Cal.  The Legislative 
Analyst’s Office has raised questions about the Department of Finance’s calculations in January, which 
managed to give no additional funding to Medi-Cal, despite the state’s current General Fund surplus.  
The May Revision maintains that approach.  A different method could steer hundreds of millions of 
additional dollars to Medi-Cal. As a result, a hospital coalition is opposing Finance’s calculations. 
Similar to the Proposition 56 case described above, this is another example in which the Department of 
Finance finds a way to avoid carrying out what appears to be the intent of voters who approved a ballot 
initiative.   
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Human Services 
 

Key Points  

 Foster-Care Reform Implementation Slow and Costly. The May Revision proposes several 
augmentations for counties to accelerate the lethargic implementation of the Continuum of Care 
Reform.  

 Administration Offers Modest Proposal for Homelessness.  The Administration proposes 
approximately $47 million to address homelessness through the CalWORKs and Adult 
Protective Services programs. This proposal is part of a larger, statewide effort to combat 
homelessness.  

 In-Home Supportive Services (IHSS) Continues to Grow at Unsustainable Rate. While the 
May Revision estimates a slight decrease in IHSS caseload, it also estimates skyrocketing costs 
due to overtime costs, more hours assigned, and higher locally negotiated wages and benefits.  

 
Continuum of Care Reform (CCR) Savings Slow to Materialize. The May Revision proposes several 
one-time augmentations for counties’ continued implementation of CCR.  Beginning in 2015, CCR 
made sweeping changes to the state’s foster care system including eliminating group home 
placements, creating a new comprehensive foster family approval process, implementing a new rate 
structure, and creating a new Level of Care (LOC) tool for determining rates. The May Revision 
specifically provides funding for the following areas:  

 
 $47.2 million ($39.7 million General Fund) to reflect increased costs associated with slower than 

anticipated caseload movement out of group homes.  A central tenet to CCR is eliminating 
group home placements for foster youth. As an alternative, counties can place foster youth in 
Short-Term Residential Therapeutic Programs (STRTPs) or with a foster family.  The 
Administration anticipates savings as a result of foster youth moving out of group homes, 
however, movement has been slower than anticipated.  

 $4.6 million ($3.2 million General Fund) one-time funding for counties to address the backlog of 
foster care families seeking approval through the new foster family approval process.  

 $13.4 million federal TANF in 2018-19 to provide up to six months of Emergency Assistance 
payments for foster care providers that are pending approval as a resource family.  In 2019-20, 
emergency assistance funds will be available for up to three months.  

 $3.1 million ($2.5 million General Fund) ongoing funding for counties to implement the new LOC 
Tool.   

 
Homelessness Efforts for CalWORKs and Seniors.  The May Revision provides funding to the 
Department of Social Services as part of a larger statewide effort to address homelessness. 
Specifically, the May Revision provides:  

 
 $24.2 million ongoing General Fund in 2018-19, rising to $48.4 million ongoing General Fund in 

2019-20, to increase total funding for the existing Housing Support Program (HSP) to 
$95 million.  HSP assists CalWORKs families in obtaining permanent housing by developing 
landlord relationships, providing rental and utility subsidies, and intensive case management.  
Democratic-led policies have left many in the state unable to find affordable housing, this 
proposal from the Governor is a top-down response to the housing crisis his party partially 
created. However, the May Revision does not propose raising grant levels of CalWORKs 
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participants, so funding for housing, which takes up a large portion of participants’ income, will 
help to alleviate the effect of low grant levels.   

 $8.1 million ongoing General Fund in 2018-19 and an additional $7.2 million ongoing General 
Fund for 2019-20 to increase the daily hotel voucher rate for temporary shelter support for 
CalWORKs participants from $65 to $85.  The daily rate has not kept pace with the market rate 
for hotels or motels, so this augmentation is necessary for homeless CalWORKs participants to 
secure temporary shelter.  

 $15 million one-time General Fund for Home Safe, a pilot program geared at alleviating 
homelessness for seniors.  Funding would be available for participating counties over a 
three-year period to provide housing supports and intensive case management.  This proposal 
would allow participant counties to demonstrate best practices for housing seniors and could 
guide future statewide policy.  

 
CalWORKs Single Allocation. The Single Allocation is comprised of four elements of administrative 
workload related to CalWORKs: eligibility determination, employment services, child care, and the 
CalLearn program.  During last year’s budget discussions, the Administration and stakeholders agreed 
to revise the funding methodology for the eligibility determination portion of the Single Allocation. As a 
result, the May Revision proposes a revised methodology that accounts for fixed costs and smooths out 
drastic caseload-related funding shifts.  Under the new funding methodology, the eligibility 
determination portion of the Single Allocation will receive an additional $55.8 million. Despite this 
augmentation, the Administration reduced the employment services portion of the Single Allocation by 
$28.7 million as a result of declining caseload. The Administration plans to revise the employment 
services methodology in the 2019-20, but advocates are asking to be held harmless in the meantime.   
 
In-Home Supportive Services (IHSS) Continues to Grow. Despite slightly declining caseload, the 
May Revision proposes an additional $100 million in 2017-18 and $200 million in 2018-19. Cost per 
case continues to rise as a result of overtime costs and increased hours per case. The May Revision 
proposes $340 million in 2018-19 for overtime hours, medical wait times, and travel time, representing 
a $40 million increase above the Governor’s Budget. The May Revision also proposes $8.9 million for 
locally negotiated salary and benefit increases.  Concerns remain about the cost of program growth and 
the reliance on locally generated tax revenue.  The Administration plans on reducing General Fund 
support for the program by an additional $130 million in 2019-20, forcing counties to rely further on local 
revenues.     
 
Administration Moves Forward with Electronic Visit Verification (EVV) Despite Stakeholder 
Concerns. Federal law requires California to develop a statewide EVV system by January 1, 2019 for 
Medi-Cal-funded waiver personal care services and by January 1, 2023 for IHSS.  As a response to the 
federal mandate, the Administration provides $949,000 ($559,000 General Fund) for limited-term 
positions across various departments to support planning and implementing the EVV system across 
multiple programs. Stakeholders fear that using EVV system will be burdensome and invasive of both 
consumer and provider privacy. The Administration has committed to creating a system with 
stakeholder concerns in mind, but with little details available yet, policymakers should remain cautious. 
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Developmental Services 
 

Key Points 

 Little Rate Relief for Struggling Community System.  The May Revision fails to take 
significant steps to address low rates for critical community services.  

 Lack of Leadership for Investing Developmental Center Closure Savings.  Despite 
requests from stakeholders, the May Revision does not propose any investments for the 
expected savings generated from developmental center closures.   

 Uniform Holiday Schedule Out-of-Touch With Needs of Providers.  The May Revision 
maintains the Governor’s Budget ill-advised proposal to implement a forced, unpaid holiday 
schedule on community providers.   

 
Inadequate Rates Continue.  The May Revision provides no relief for DDS-contracted service 
providers in the form of rate increases. In 2016, the Administration began a comprehensive rate survey 
to provide recommendations for the broken rate system. With the report expecting to conclude by 
March 2019, much-needed rate reform will not happen until July 2019 at the earliest and could 
potentially be delayed until 2020-21. In the meantime, providers continue to struggle with state and 
local mandates, such as local minimum wages.  Senator Stone and Senator Wilk both support Senator 
Stern’s modest $25 million bridge funding request, which is expected to help stabilize the DDS system 
until rate reform.  

 
No Plan For Utilizing Savings from Developmental Center Shutdowns.  The May Revision provides 
no plan for future savings generated from the closures of the Sonoma, Fairview, and Porterville 
Developmental Centers. The Legislative Analyst’s Office estimates $100 million in ongoing savings as a 
result of closing the developmental centers and unknown, but potentially very major, one-time revenue 
from the lease or sale of the properties. Advocates are pushing for the savings to be reinvested into the 
community with supportive housing being their top priority. This is a worthwhile proposal that is 
consistent with past Senate Republican efforts, such as SB 639 (Stone, 2015), but unfortunately the 
Administration has yet to signal any interest in these proposals. Since Sonoma Developmental Center 
is scheduled to close in December this year, time is short to enact a solution that will serve the disabled 
community.  

 
Uniform Holiday Schedule Not Needed.  In January, the Governor proposed reinstating the uniform 
holiday schedule--a 14-day mandatory holiday schedule for service providers. These unpaid holidays 
effectively are a funding cut to providers, who are already struggling to provide services due to 
inadequate rates. It is unclear why, in a period of budget surplus, the Governor continues to push for 
savings actions that hamper service providers’ ability to effectively serve the developmentally disabled. 
Senate Republicans will continue to oppose the Governor’s proposal.  

 
Expanded Eligibility for Traumatic Brain Injury Survivors.  Senator Scott Wilk previously proposed 
to raise the age of onset from 18 to 22 for eligibility to receive regional center services, as consistent 
with federal law. This change would mostly affect those with traumatic brain injuries and allow survivors 
to access critical services.  Senator Wilk’s request was heard in both the Assembly and Senate budget 
subcommittees.  The May Revision budget surplus demonstrates that the state has more than enough 
funding to accommodate this update to California’s eligibility standards for disabled individuals. 

 
Home Health Funding Increase.  The May Revision proposes $29.5 million ($17.1 million General 
Fund) to raise the reimbursement rate by 50% for home health nurses contracting with regional centers, 
consistent with the Department of Public Health’s (DPH) rates.  Regulations require parity between the 
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DDS’ and DPH’s reimbursement rates. Although the rate increase is appropriate, it is unclear why one 
service provider is receiving special treatment when service providers across programs are struggling 
to keep their doors open.  
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Education 
 
Key Points  

 Proposition 98 continues to surge.  Proposition 98 funding grows to an all-time high of 
$78.4 billion in 2018-19, up $68 million from January.  

 Flexible one-time funds reduce state’s mandate debt.  $2 billion in one-time flexible funding (up 
from $1.8 billion in January) insulates K-12 schools from future economic downturn, reduces state 
mandate debt.  

 Career technical education continues.  K-12 career technical education funding that would fall to 
zero under current law continues at $200 million per year, as proposed in January. 

Proposition 98 funding hits another all-time high.  Under the Governor’s May Revision proposal, 
total Proposition 98 funding for K-14 education hits an all-time high of almost $78.4 billion in 2018-19, 
up from $78.3 billion in January.  Average per-pupil spending is expected to be $11,633.1  In addition, 
revised estimates of past-year Proposition 98 obligations rise by $252 million for 2016-17 and by 
$407 million in 2017-18, creating opportunities for one-time funding and fully eliminating the Proposition 
98 maintenance factor obligation by the end of 2017-18.2  Because of this elimination, no maintenance 
factor payment is required in 2018-19; thus Proposition 98 funding no longer absorbs the lion’s share of 
revenue growth but rather grows along with per-capita personal income at a rate of 3.67 percent.  

 

Proposition 98 Funding at 2018-19 May Revision  
Source:  Legislative Analyst's Office 

($ in millions) 2016-17 at 

2018-19    

GB3/

2016-17 at 

2018-19 

MR

Change 

From 

GB

2017-18 at 

2018-19    

GB

2017-18 at 

2018-19 

MR

Change 

From 

GB

2018-19 at 

2018-19 

GB

2018-19 at 

2018-19 

MR

Change 

from 

GB

K-12 education 
1/

  General Fund $44,435 $44,676 $241 $46,964 $47,530 $566 $48,413 $48,811 $398

  Local property tax revenue $18,587 $18,586 -$2 $19,498 $19,302 -$196 $20,620 $20,288 -$332

K-12 subtotal $63,022 $63,262 $239 $66,462 $66,832 $370 $69,033 $69,099 $66

California Community Colleges 
4/

  General Fund $5,473 $5,473 $0 $5,682 $5,757 $75 $6,066 $6,129 $63

  Local property tax revenue $2,809 $2,822 $13 $2,972 $2,934 -$38 $3,141 $3,080 -$61

CCC subtotal $8,283 $8,295 $12 $8,654 $8,691 $37 $9,207 $9,209 $2

Other Agencies $85 $85 $0 $95 $95 $0 $85 $85 $0

Total Proposition 98 
5/ $71,390 $71,642 $252 $75,211 $75,618 $407 $78,324 $78,393 $68

General Fund $49,993 $50,234 $241 $52,741 $53,381 $641 $54,564 $55,025 $461

Local property tax revenue $21,397 $21,407 $11 $22,470 $22,236 -$234 $23,761 $23,368 -$393

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

 
 
Local Control Funding Formula (LCFF) fully funded for the first time.  Locally flexible funding will 
increase by almost $3.2 billion in 2018-19 (up from $2.9 billion in January), bringing it to 100% of the 

                                                
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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statewide target level for the first time.  Total LCFF funding will exceed $60.6 billion, including a three 
percent cost of living adjustment.3   
 
One-time discretionary funding also rises.  The January budget proposed about $1.8 billion in 
locally flexible one-time funding, to be distributed on an equitable per-student basis to K-12 schools for 
any local educational priority.  The May Revision increases this funding to over $2 billion.  To the extent 
that recipient school districts have unpaid claims for past mandated activities, these funds will be 
scored in satisfaction of those claims, likely reducing the backlog of unpaid claims by about half a billion 
dollars.  
 
Career technical education (CTE) funding continues at $200 million per year. 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, in response to 
widespread dissatisfaction with this loss of funding, the January budget proposed $200 million in 
ongoing support for K-12 CTE programs through the state’s regional Strong Workforce program.  The 
May Revision revises the January proposal slightly by proposing a K-12 selection committee to control 
grant awards within each regional consortium and providing $2 million for administrative support.  
 
No additional bond funding for school facility projects.  Proposition 51, approved by the voters in 
November 2016, authorized $7 billion in bond funding for K-12 school facilities.  Although these funds 
are off-budget under the purview of the State Allocation Board, the Governor’s January budget proposal 
stated an intention to sell bonds worth about $600 million in 2018-19.  Despite calls from Senate 
Republicans and others to speed up application approvals while the state’s construction climate and 
interest rates remain favorable, no additional bond sales are proposed in the May Revision.  

                                                
3
 LCFF targets normally grow by the K-12 cost-of-living adjustment (COLA), which will be 2.71 percent in 2018-19. However, in 

an effort to boost base rates, which some advocates believe are insufficient, the May Revision proposes a 3% COLA for the 
LCFF in 2018-19.  
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Higher Education 
 
Key Points  

 Push continues for new online community college.  The Governor continues to push for a new 
fully online community college to provide working learners an alternative to costly for-profit schools. 

 New community college funding formula proposal revised.  One-time funding would extend 
protection for colleges with declining enrollment and the formula would apply only to for-credit 
coursework. 

 UC & CSU could pay a price for tuition hikes.  The University of California and California State 
University would get $100 million each in additional one-time funding, but could lose some ongoing 
General Fund support if they raise tuition.  

 
California Community Colleges (CCCs).  Under the May Revision, the Community Colleges’ share of 
Proposition 98 funding rises to about $9.2 billion in 2018-19, up $644 million from the amount provided 
in the 2017 Budget Act and up about $2 million from the January level.4    
 
Fully online community college proposal revised.  The Governor’s January budget proposed 
$120 million, including $100 million in one-time funds to be spent over seven years, for a new, 
fully-online community college.  The target population would be working adults who are not currently 
accessing higher education or who would otherwise opt for non-public, non-accredited, or out-of-state 
institutions which typically charge more than community colleges and have worse student outcomes.  
The May Revision amends the proposal to specify that:  

 The existing Community College Board of Governors would oversee the college. 

 Employees would be represented for purposes of collective bargaining. 

 The state’s Workforce Development Board and Employment Development Department would certify 
labor market value of programs offered until accreditation is secured.  

 The new curriculum will not duplicate that offered by any existing community college.  The first two 
programs developed by the college would be information technology support and medical coding 
credentials.  

 
New community college funding formula revised based on stakeholder feedback.  The 
Governor’s January budget proposed a new community college funding formula that would move away 
from a sole focus on attendance and toward more student-focused funding incentives, including:  

 A base grant for each full-time-equivalent student (50% weight). 

 Supplemental funding for each low-income student (25% weight). 

 Student success incentive funding 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 
(25% weight).  

 One year of hold-harmless protection for districts whose funding would otherwise fall.  

In response to stakeholder feedback received throughout the spring, the May Revision amends this 
proposal in several ways, including:   

 A shift toward more base funding, replacing the 50-25-25 weights with a 60-20-20 split. 

                                                
4
 CCC funding includes $500 million for adult education, which can flow to any K-14 education agency or partner. 
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 Replacement of existing “stability funding” with a three-year-rolling average count of students. 

 An expansion of the population eligible for supplemental funding to include Pell grant recipients, 
students over age 25 who receive fee waivers, and students entitled to pay in-state tuition under 
the authority granted by AB 540 of 2001 (undocumented students, for the most part). 

 Two years rather than one year of absolute hold-harmless protection, after which all districts 
would be funded on a per-student basis at their 2017-18 rates or at the level generated by the 
new formula, whichever is higher.  

 Application of the new formula only to for-credit coursework. 

 
Discretionary community college funding rises.  The May Revision proposes $104 million in 
one-time funding to ensure that all community college districts’ general purpose apportionment funding 
will rise by at least 2.71 percent in 2018-19 (this supports the expanded hold-harmless aspect of the 
new formula discussed above). 
 
Three community college categorical programs consolidated.  The May Revision proposes to 
consolidate the Student Success and Support Program (formerly called matriculation), Student Equity 
Plan funding (focusing on disadvantaged populations), and the Student Success for Basic Skills 
Students Program into one $475 million block grant.  
 
UC and CSU could lose funding if tuition rises.  The Governor’s January budget proposal increased 
flexible General Fund support for UC and CSU by $92 million each, to over $3.5 billion for UC5 and 
over $3.8 billion for CSU, on the assumption that tuition would remain 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).  In response to 
threats by both university systems to raise tuition unless the state further increases General Fund 
support, the May Revision adds language authorizing the Director of the Department of Finance to 
reduce a system’s General Fund support by an amount sufficient to fund the resulting increase in 
CalGrant and Middle Class Scholarship program costs, should the Regents and/or Trustees act to raise 
tuition in 2018-19.  The May Revision also proposes:  

 $100 million each in one-time funding to UC and CSU for deferred maintenance. 

 $55 million in one-time funding for psychiatric graduate medical education at UC.  Unfortunately, the 
current-year fund swap that uses $40 million in new Proposition 56 tobacco tax revenue in place of 
General Fund support for UC medical education remains in place.  Senate Republicans oppose this 
fund swap, as the voters were led to believe that the Proposition 56 tax hike would expand graduate 
medical education.   

 
 
 

 
 
.   

                                                
5
 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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Public Safety and Judiciary 
 
Key Points 

 More Effort Needed to Curb Inmate Drug Use.  The Governor’s proposed pilot program of 
enhanced screening and treatment could work, but addresses only one of 35 institutions. 

 Hepatitis C Program Could Enhance Public Health In Prison and Communities.  A smart 
proposal to reduce the prevalence of Hepatitis C in the state’s prisons could also reduce public 
exposure when offenders reenter their communities, but it could be undercut by persistent 
inmate drug abuse. 

 No Solutions Proposed for Prohibited Guns or Rape Kits. The May Revision misses an 
opportunity to use a small part of the surplus to clear a backlog of guns known to be held by 
prohibited persons and to address a significant backlog of untested rape kits at the local level. 

 Continuing Revenue Decline Threatens Local Public Safety Programs.  As revenues from 
fines and penalties on criminal convictions continue to decrease, the local public safety 
programs supported by those revenues face reductions or extinction.  The Governor’s proposals 
temporarily shore up these programs but fail to provide a permanent solution. 

 
Department of Corrections and Rehabilitation (CDCR) 
 
The May Revision proposes 2018-19 General Fund spending for CDCR of $11.8 billion, which is 
roughly the same as the level proposed in January.  Of this funding, approximately $3.2 billion is for 
health care services, including medical, mental health, and dental care. 
 
Prison Infrastructure Investment Continues, But More Needed.  The Governor’s May Revision 
proposes $327 million in one-time funding for upkeep of the state’s prison facilities.  This includes 
$153 million General Fund over two years for roof repairs and mold remediation at prions that sustained 
damage during the harsh winter storms of 2017 (up from $139 million proposed in January), and 
$174 million General Fund for other critical deferred maintenance projects.  These proposals are 
consistent with Senate Republicans’ view  that state infrastructure is a prudent use for one-time 
revenue surpluses, rather than creating new ongoing spending commitments.  Unfortunately, this level 
of funding would just scratch the surface in addressing the maintenance and repair needs of the state’s 
aging prison facilities. 
  
Pilot Program to Reduce Drug Use in Prison Falls Short.  The abuse and trafficking of drugs in 
prison destabilizes the population and presents myriad health and safety risks to inmates, prison staff, 
and the public.  Furthermore, substance abuse can lead to rules violations and loss of sentence credits, 
meaning that inmates spend more time in prison and cost taxpayers more money when they use drugs.  
Unfortunately, despite CDCR’s recent efforts to curb the illegal use of drugs by inmates, prison drug 
abuse remains rampant.  A study published a year ago by the Public Policy Institute of California and 
UC Berkeley’s Goldman School of Public Policy found that 9.5 percent of CDCR inmates fail random 
drug testing.6 A recent news report identified fentanyl as the substance responsible for sickening 
12 inmates and killing another last month at Mule Creek State Prison in Ione.7   
 
The May Revision includes $9.1 million General Fund for CDCR to pilot a program of intensive, 
24-hours-per-day, 7-days-per-week drug screening at the Substance Abuse Treatment Facility (SATF) 

                                                
6
 https://www.cdcr.ca.gov/Reports/docs/External-Reports/Effects-Drug-Contraband-Interdiction-Report_April-29-

2017.pdf#page=3  
7
 https://www.kqed.org/news/11665693/fentanyl-blamed-for-apparent-overdoses-that-killed-california-prisoner-

sickened-others  

https://www.cdcr.ca.gov/Reports/docs/External-Reports/Effects-Drug-Contraband-Interdiction-Report_April-29-2017.pdf#page=3
https://www.cdcr.ca.gov/Reports/docs/External-Reports/Effects-Drug-Contraband-Interdiction-Report_April-29-2017.pdf#page=3
https://www.kqed.org/news/11665693/fentanyl-blamed-for-apparent-overdoses-that-killed-california-prisoner-sickened-others
https://www.kqed.org/news/11665693/fentanyl-blamed-for-apparent-overdoses-that-killed-california-prisoner-sickened-others
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in Corcoran.  The program would place electronic scanners and canine teams at all prison entrances.  
All staff, volunteers, and visitors would be searched before being allowed to enter the facility.  The 
interdiction effort would be paired with a medication-assisted treatment program targeted at alcohol and 
opiate use disorders. While Senate Republicans support the Governor’s effort to stop illegal drug use at 
SATF, this proposal falls woefully short of addressing the prison drug problem.  There are 34 other 
institutions in the state prison system, plus 43 fire camps, and they all have populations with significant 
substance abuse problems.  More must be done to stop the flow of drugs into our prisons.  If the intent 
is to potentially extend this approach throughout the prison system, it should tested at several 
institutions at a minimum, not just one.  
 
Correctional Officer Training Proposal Seeks Workforce Stability, Enhanced Safety.  As the 
tension between peace officers and the communities they serve has grown over the past several years, 
law enforcement agencies and policymakers have turned to training to equip officers to make better 
decisions under stress and to defuse volatile situations.  The May Revision includes a request for 
$12.9 million General Fund to improve CDCR’s correctional officer effectiveness and morale through 
enhanced training.  The request is based on the results of a March 2018 study of the Department’s 
existing training programs completed by California State University, Humboldt, which found that both 
staff and supervisors would benefit from additional training in the areas of implicit bias, leadership, 
stress resiliency, and an employee's role in offender rehabilitation.  The proposed training would 
increase the duration of the Basic Correctional Officer Academy from 12 to 13 weeks, annual off-post 
training from 40 to 48 hours, and advanced supervision training from two to three weeks.  Anticipated 
benefits include improved correctional officer retention, better succession planning, reduced violence, 
and enhanced officer and inmate safety. 
  
In-Prison Hepatitis C Treatment Reduces Public Health Threat.  As the opioid epidemic has 
worsened, so has the prevalence of the Hepatitis C Virus (HCV), especially among incarcerated 
populations.  According to CDCR, prevalence of HCV among its patient population is approximately 
16.4 percent, which is much higher than in the community (1 percent).8  The Centers for Disease 
Control indicate that HCV can survive for up to three weeks outside of the body and is transmitted by 
exposure to infected blood (including dried blood), which can occur from sharing needles, tattooing and 
body piercing with nonsterile equipment, accidental needlesticks, direct exposure to infected blood 
through the skin, and less commonly, sharing personal care items like razors and toothbrushes.9 Of all 
people infected by HCV, 60 to 70 percent will develop chronic liver disease and one to five percent will 
die as a result of the disease’s progression.10  
 
Given the communicability of HCV and the dire consequences for many who are not treated, the 
disease’s prevalence in the state prison system presents a serious public health hazard, not only for 
inmates and CDCR staff, but also for the communities to which inmates will ultimately be released.  The 
good news is that advances in HCV treatments over the past five years have made it possible to cure 
95 to 99 percent of infected individuals, typically with just 12 weeks of treatment.  Since the shortest 
prison terms are significantly longer than that, it makes sense both from a humanitarian as well as a 
public health perspective to treat as many HCV patients as possible while they are in prison.  The May 
Revision reflects a plan to significantly expand the state’s treatment of HCV, which includes additional 
funding for both the non-incarcerated population (through Medi-Cal), and the in-prison population.  The 
Governor’s proposal would allocate an additional $105 million General Fund per year for three years 
(on top of CDCR’s existing $60 million HCV budget) for the Department to expand treatment to all 
inmates in any stage of the virus.  Senate Republicans applaud the Governor’s common sense 
approach to curbing this epidemic.  However, as indicated above, the Governor’s plan to reduce drug 

                                                
8
 http://web1a.esd.dof.ca.gov/Documents/bcp/1819/FY1819_ORG5225_BCP2392.pdf#page=3  

9
 https://www.cdc.gov/hepatitis/hcv/cfaq.htm#cFAQ31  

10
 https://www.cdc.gov/hepatitis/hcv/cfaq.htm#cFAQ47  

http://web1a.esd.dof.ca.gov/Documents/bcp/1819/FY1819_ORG5225_BCP2392.pdf#page=3
https://www.cdc.gov/hepatitis/hcv/cfaq.htm#cFAQ31
https://www.cdc.gov/hepatitis/hcv/cfaq.htm#cFAQ47
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abuse in the prison system is lacking.  Failure to address illegal drug use by inmates, especially the 
abuse of opioids, could undermine the effectiveness of what is otherwise a smart plan to curtail the 
HCV epidemic. 
 
Department of Justice (DOJ) 
 
The May Revision proposes 2018-19 spending of $645 million for DOJ ($274 million General Fund, 
$371 million special funds), which is up by about $40 million from January.  The increase is comprised 
primarily of the following augmentations: 
 

 Cannabis Enforcement: $14 million Cannabis Tax Fund for an enforcement effort to combat 
large-scale illegal cannabis activities.  While preventing illegal cannabis trade is important, 
recent reports suggest that cannabis tax revenues are coming in slower than projected.  It is 
unclear whether sufficient resources will actually be available to support this new activity. 
 

 Sex Offender Registry: $10 million General Fund to begin implementation of the new three-tier 
sex offender registry mandated by Chapter 541, Statutes of 2017 (SB 384).  SB 384 ended the 
state’s mandatory lifetime registration requirement for all sex offenders and replaced it with a 
tiered system that requires registration for 10 years, 20 years, or life, depending on the 
seriousness of the registrant’s offense.  While SB 384 had some flaws, including the fact that it 
allows thousands of sex offenders who were convicted of serious or violent sex offenses more 
than two decades ago to stop registering on January 1, 2021, it does bring the state closer to 
compliance with federal sex offender registration requirements. 

 
 Cybercrime Investigation: $7.7 million General Fund to establish two cybercrime investigation 

teams and improve the security of DOJ’s electronic networks.  As evidenced by constant news 
stories about identity theft and other cybercrimes, there is a growing threat to the personal 
security and financial wellbeing of every American from those who would use computers and 
other electronic devices for nefarious purposes.  The proposed funding would 1) help DOJ to 
harden its own data networks, which contain personal data on many Californians that the 
Department has a responsibility to protect, and 2) provide resources for DOJ to take action 
against those who use information technology to commit crimes against Californians, including 
financial fraud and human trafficking.  Since cybercrime frequently crosses jurisdictional 
boundaries, DOJ is better positioned than local law enforcement to go after California-based 
cybercriminals. 

 
 Crime Lab Equipment: $5.4 million General Fund (one time) to replace forensic equipment at 

DOJ’s crime labs.  In addition to processing most of the DNA evidence for local law enforcement 
agencies in the state, DOJ’s Bureau of Forensic Services provides a variety of other services, 
such as spectral, trace, fingerprint, and ballistic analysis.  Equipment life cycles and advances in 
technology contribute to the high costs of maintaining state-of-the art forensic laboratories.  A 
recent, precipitous decline in revenue from criminal penalty assessments, a portion of which 
supports DOJ’s crime labs, has left the Department unable to replace necessary forensic 
equipment that has exceeded its useful life.  This proposal would fund the replacement of about 
100 pieces of highly-specialized forensic equipment. 

 
No Solutions Proposed for Prohibited Guns or Rape Kits.  The May Revision misses an opportunity 
to use a small part of the surplus to deal with these two critical issues:  
 

 Armed Prohibited Persons System Backlog.  In 2013, DOJ staff identified a backlog of nearly 
20,000 individuals who were prohibited from owning firearms due to criminal activity or mental 
illness who were believed to unlawfully possess guns.  That year, DOJ requested $24 million 
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over three years to eliminate the backlog, with some indication that it might be doable within one 
year, given the requested funding.  Since that time, the Legislature has provided more than 
$38 million in additional funding (on top of DOJ’s existing baseline budget) to help the 
Department disarm these dangerous individuals.  As of March 1, the backlog of armed, 
prohibited persons persisted at more than 10,000 individuals.  Unfortunately, the May Revision 
does not include any plan to address the remaining backlog. 
  

 Untested Rape Kits.  The stunning announcement last month of an arrest in the decades-old 
case of the Golden State Killer/East Area Rapist highlighted the importance of DNA evidence in 
solving crimes.  According to a 2014 State Auditor report, there are approximately 1,500 to 
2,200 sexual assault cases per year statewide involving unknown assailants, most of which 
have associated sexual assault evidence kits (rape kits).11  These rape kits typically contain 
DNA samples, yet, due in part to a lack of local resources, many of these rape kits are never 
tested.  At an average testing cost of $1,500 per kit, the most it should cost to test every kit 
would be $3.3 million per year.  Regrettably, the May Revision lacks any funding to help local 
law enforcement process this valuable evidence. 

 
Local Public Safety 
 
Funding Shifts Delay Further Erosion of Local Public Safety Support.  State revenues from 
penalties on criminal convictions, which flow through the State Penalty Fund and the DNA Identification 
Fund, provide critical support for local law enforcement.  Unfortunately, these revenues continue to 
decline following the Great Recession.  To maintain the solvency of the State Penalty Fund, the 
Governor’s January budget proposed a reduction in funding for local law enforcement training through 
the Commission on Peace Officer Standards and Training (POST) and the Board of State and 
Community Corrections (BSCC).  The May Revision avoids those reductions by permanently shifting 
support of the BSCC programs ($17.3 million) from the State Penalty Fund to the General Fund.  
Additionally, the Governor proposes $6 million General Fund (one-time) to backfill the DNA 
Identification Fund, which will allow DOJ to continue providing forensic services to local agencies.  
Senate Republicans encourage continued funding for programs that support local law enforcement, but 
unless the current trend reverses, revenues will be down again next year.  The Governor should either 
identify a permanent solution to the declining revenue problem, or provide permanent General Fund 
support for these and other critical public safety programs. 
 
Judicial Branch 
 
The May Revision provides $3.8 billion ($1.9 billion General Fund) to support the Judicial Branch, which 
is virtually unchanged from the proposed spending level in January. 
 
Funding for Deferred Maintenance on Courthouses Needs Further Analysis.  As part of the 
Governor’s $1.2 billion plan to use one-time revenue surpluses to address critical deferred maintenance 
needs, the May Revision includes $100 million for repairs to court facilities across the state.  No list of 
projects has been provided, but one is apparently forthcoming.  In evaluating the merits of each 
proposal, key factors to consider will be the remaining useful life of each facility, the impact of existing 
deferred maintenance on court operations throughout each county, and the impact that continuing to 
defer maintenance would have on future repair costs. 
 

                                                
11

 https://www.auditor.ca.gov/pdfs/reports/2014-109.pdf#page=54  

https://www.auditor.ca.gov/pdfs/reports/2014-109.pdf#page=54
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Transportation 
 
Key Points 

 Gas Tax Revenue Update.  At the May Revision, gas and diesel tax revenues are up by 
$108 million over January projections. 

 California has the Most Expensive Gas.  California’s gas prices are the highest in the country 
at $3.68 for a regular gallon of gas. The national average is $2.87 per gallon. 

 Motorists to Pay Even More in Future Years.  The May Revision borrows $166 million for 
California Highway Patrol office projects, a shift from pay-as-you-go. 

 
Gas Tax Revenue Update.   The gas and diesel tax increases imposed by SB 1 are bringing in more 
revenue than initially anticipated.  Revenue projections have increased by $108 million since January. 
This brings the total SB 1 tax and fee revenue to $7.7 billion by the end of 2018-19.  About 60 percent 
of this growth is attributed to the diesel sales tax rate increase included in SB 1.  Unfortunately, the 
money collected from the sales tax on diesel does not fix roads.  All diesel sales tax revenue is directed 
to mass transit purposes and is largely used to subsidize transit operations. In fact, motorists will 
continue to pay about $2.3 billion each year in fees and taxes that do not repair roads.  
 
California Gas Prices are the Highest in the Country.  According to Gas Buddy as of May 12, 2018, 
California’s gas prices are the highest in the country at an average price of $3.68 for a regular gallon of 
gas.  Hawaii is a close second at $3.65 per gallon.  Within the continental U.S., Washington is the next 
closest at $3.31 per gallon, while the national average is 28 percent less at $2.87 per gallon. 
California’s high gas prices continue to be driven up by high taxes on gasoline and state environmental 
policies that attempt to modify behavior, like the state’s summer gasoline blend requirement, the Cap 
and Trade program, and the Low Carbon Fuel Standard. 
 
Caltrans Bureaucracy Continues to Grow.  The May Revision includes $206 million to fund nearly 
900 new state and contracted architects and engineers.  SB 1 does require Caltrans to perform more 
work, but it’s likely the department could absorb the workload with existing positions.  In a 2014 report, 
the LAO found Caltrans’ Capital Outlay Support (COS) program to be overstaffed by about 
3,500 positions. With minimal subsequent program reductions, in May of 2016 the LAO indicated the 
COS program remained overstaffed by at least 1,000 positions but could be overstaffed by more than 
2,000 positions.  Last year Caltrans retained 243 positions that should have been eliminated.  Inflating 
this program year after year means several hundred million dollars wasted on unnecessary 
administration rather than actual road projects. 
 
California Highway Patrol 
 
Borrow Now, Pay Later for New Offices.  The May Revision includes $166 million for various 
California Highway Patrol (CHP) office replacement projects throughout California.  Previously, these 
projects were to be paid for on a pay-as-you-go basis with revenues from vehicle registration fees.  The 
Governor’s approach has changed to financing these projects and paying for them later, with interest, 
using future car registration fees.  Interest costs on this $166 million would bring the total cost for the 
projects to approximately $290 million.  While the Governor allocates $1 billion in General Fund for 
various other infrastructure needs, CHP offices were not among his priorities.  Instead, motorists will 
pay for these projects, with interest, as if their wallets are not being squeezed enough at the gas pump.  
Given the $9 billion General Fund surplus, motorists could have been spared this expense. 
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Housing and Homelessness 
 

Key Points 

 $250 million Grant Program for Local Homelessness Efforts.  Creates a new local 
government grant program intended to help address the chronic homelessness problem with a 
statewide approach.  

 Staffing for Statewide Homeless Coordination.  Provides $500,000 and three positions for 
state entity intended to provide oversight and statewide coordination for the state’s efforts 
fighting homelessness. 

 Californians Could Decide on the “No Place Like Home” Program.   Proposes to place the 
“No Place Like Home” program before the voters at the November 2018 statewide general 
election.  

 No Significant Housing Reform Proposals.  Does not include any significant measures to 
address the state’s continuing housing crisis.  

 
Local Government Grants to Combat Homelessness.  The May Revision creates a one-time 
Homelessness Emergency Aid Block Grant program to help combat homelessness across the state. 
The budget would provide $250 million in one-time General Fund for a block grant program that would 
provide funds to cities, counties, or joint powers authorities that declare a local shelter crisis and identify 
city-county coordination efforts. The funds would be available for a variety of purposes such as, 
emergency housing vouchers, rapid rehousing, emergency shelter construction, and use of armories to 
provide temporary shelters.  The funding is intended to provide short-term assistance until a November 
2018 housing bond measure may be approved, and revenues from the recently enacted real estate 
transaction taxes are distributed statewide, providing bridge funding that could allow counties to 
develop and implement programs more quickly.  This proposal is one of a group of homelessness items 
totaling $359 million included in the May Revision.  The others are discussed under the Health section 
on page 9.  

 
Homeless Coordinating and Financing Council. The May Revision includes $500,000 and three 
positions to expand support for the Homeless Coordinating and Financing Council in order to provide 
statewide guidance on homelessness issues and develop a statewide plan. The Council would work 
with state and local entities to coordinate various housing and homelessness investments, helping the 
state better utilize available resources. Additionally, the Council would work with other stakeholders to 
evaluate grant proposals for the block grant program described above. The Council was established via 
SB 1380 (Mitchell, Statutes of 2016) with Senators Berryhill, Cannella, Huff, and Moorlach in support 
but state staff were not provided. A recent State Auditor report noted that funding the Council would 
help the state better compete for federal dollars while coordinating a more thoughtful and thorough 
response, which could begin to make headway in fighting the ongoing homelessness crisis. 

 
No Place Like Home. The May Revision proposes to place the “No Place Like Home” program before 
the voters at the November 2018 statewide general election. Legislation enacted in 2016 authorized 
this program, a $2 billion bond for homelessness and housing to be funded with Proposition 63 (2004) 
Mental Health Services Act dollars. However, the program is currently blocked due to ongoing litigation.  
The Governor’s proposal would give the voters of California the opportunity to approve No Place Like 
Home directly and avoid further court delays.  This proposal is consistent with current legislation, 
SB 1206 (De Leon and Moorlach), which has been referred to the Senate Appropriations Committee.  
Senate Republicans applaud the Governor’s proposal to seek voter approval of funds that could begin 
to make a difference to Californians seeking shelter across the state. 
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No New Housing Plan Included in May Revision. The Governor's January budget did not propose 
any significant policy shifts to begin to address the state's housing crisis, and the May Revision 
continues to remain silent on one of the most critical policy issues facing the state. The Department of 
Finance projects that annual construction of housing units will barely rise to 115,000 units in the next 
several years, far below the 180,000 unit production level that would be needed to begin addressing 
California’s housing shortage.  Senate Republicans support a thoughtful approach that includes 
broader policy changes that deal with the underlying causes of expensive housing, including restrictive 
environmental reviews, extensive and cost-prohibitive zoning restrictions, and a host of excessive fees.  

 



Senate Republican Fiscal Office  Page 26 
 

Resources & Environmental Protection 
 
Key Points 

 Healthy Forests.  $96 million to support Healthy Forests programs and projects.  

 Flood Control Funds.  Provides $295 million for Critical Flood Control Infrastructure Projects.  

 Fourth of July Tax is Back.  Creates a New Fireworks Stewardship Program within the State 
Fire Marshal Office, though proposal lacks details. 

 New Water Rights Hearings Office.  Adds an Administrative Hearing Office within the State 
Water Board to be funded by expanded and increased water rights fees. 

 
Additional Funding for Tree Mortality and Carbon Sequestration.  The May Revision proposes 
$96 million from various funding sources to help address forest health.  At the same time, the Governor 
issued a new Executive Order (EO) on Forestry, and the state released its Forest Carbon Plan for how 
to maximize the carbon sequestration potential of our forests.  The $96 million is in addition to the 
$160 million proposed in February’s Cap and Trade expenditure plan to support forest improvements 
and fire protection.  
 
The EO calls for new or amended policies, including: 
  

 Increasing the number of acres upon which vegetation management is performed. 

 Simplifying the process for prescribed fire operations.  

 Reducing barriers for forest health and fuels reduction projects.  

 Reducing liability exposure for landowners. 

 Providing financial and permitting assistance for smaller landowners. 

 Supporting the demonstration and use of innovative wood products and worker training. 

 Requesting the Public Utilities Commission to update its procurement programs for small 
bioenergy renewable generators to ensure long-term programmatic certainty.   

 
The $96 million will support the following activities: 
 

 $26.8 million for Prescribed Fire and Fuel Reduction.  

 $30 million for Sierra Regional Forest Health Projects. 

 $20 million for Northern, Coastal, and Southern California Regional Forest Health Projects. 

 $15 million for Legacy Forests at State Parks. 

 $1.9 million for Watershed Coordinator Grants. 

 $2.3 million for Markets for Wood Products. 

 
This funding is mostly one-time and comes from Cap and Trade revenues, the upcoming Proposition 68 
water and resources bond, timber tax revenues, and environmental license plate fees.  Although the 
additional funding is a step in the right direction, given the state’s $10 billion General Fund surplus, 
millions more should be directed to ongoing funding to deal with the 129 million dead trees in our 
forests and to help avoid more catastrophic wildfires like those that occurred in 2017. 
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Additional Funding for Flood Control Investments.  The May Revision includes $295 million General 
Fund for urban flood control projects, deferred maintenance levee projects, and ongoing levee operation 
and maintenance needs.  The Governor’s inclusion of this funding should be applauded and is an important 
acknowledgement of the ongoing flood infrastructure needs.   
 
Senator Nielsen (R-Tehama) has repeatedly requested $100 million General Fund ongoing for the 
Department of Water Resources to address critical infrastructure repairs and reimbursements to local 
agencies for flood control infrastructure work.  However, the May Revision funding is mostly one-time in 
nature with only $25 million ongoing for operation and maintenance needs.  Therefore, a consistent source 
of funding is still necessary to address the backlog of operation and maintenance needs across the state.  
Critical repairs are still needed to the Sacramento, Feather, and Yuba River levees along with the Sutter 
and Yolo Bypasses and to urban and rural flood protection facilities in high flood risk areas across the state.   
 
As the Administration has acknowledged, the Central Valley Flood Protection Plan identified $17 billion to 
$21 billion in flood system investment needs over the next 30 years with approximately $88 million needed 
annually just for operations and maintenance.  The Governor’s proposal represents a good down payment 
but much remains to be funded.   
 
Fourth of July Tax Lacks Transparency.   The Administration proposes to create a new program to 
manage illegal fireworks seizures and product disposal through budget trailer bill language.  At this time, 
there is no language available to review, and a significant policy proposal like this should go through the 
more in-depth review that the policy committees provide.  The Administration is proposing to use one-time 
funding of $3.6 million Environmental License Plate Fund for 2018-19 to oversee the creation of the 
Fireworks Stewardship Program and $2.1 million in reimbursement authority starting in 2019-20.  It appears 
that the $2.1 million will come from a new tax on firework’s consumers.   
 
This new program would allow undamaged products that are illegal in California but legal under federal law 
and in certain states to be repurposed instead of being treated as hazardous waste.  Membership in a 
fireworks stewardship organization would be required for the State Fire Marshal to issue or renew a 
wholesale license for the sale of safe and sane fireworks.   Past attempts at reforming this program and 
generating new tax revenues have been controversial and met with much opposition.  At this time, it is 
unclear whether this proposal will meet the same fate. 
 
New Administrative Hearing Office within the State Water Board.  Another significant policy proposal 
that the Administration has included in the May Revision is the establishment of an Administrative Hearings 
Office to preside over water right enforcement actions and prepare proposed decisions.  The Governor 
vetoed AB 313 (Gray) of 2017, which Senate Republicans supported, that would have required that 
hearings in certain water right enforcement actions be heard before administrative law judges in the Office 
of Administrative Hearings.  The Governor’s veto acknowledged the author’s intent to increase fairness and 
transparency but concluded that the bill would not work as intended.   
 
This proposal creates an office within the State Water Board, which could be seen as much less impartial 
and transparent than AB 313’s approach.  At this time, there is only draft trailer bill language to review, 
making it difficult to determine the proposal’s merits.  The new office would be funded from water rights 
fees, which would trigger a fee increase on existing water rights holders. In addition, it appears that 
the Administration intends to add those fees to holders of riparian and pre-1914 water rights, who 
are currently exempt from paying them. 
 
Millions of General Fund for a New California Indian Heritage Center.  The May Revision proposes 
$100 million General Fund for the Department of Parks and Recreation to begin construction of a new 
Indian Heritage Museum. Total estimated project costs would be $200 million.  This new museum will 
replace the current State Indian Museum which is located on the grounds of Sutter’s Fort State Historic 
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Park.  Although this project may have merit, the cost is significant and should be weighed against other 
programs that need General Fund like forest health, clean drinking water, and agricultural pest eradication. 
 
New General Fund for Climate Related Agricultural Programs.   The Governor’s May Revision adds 
one-time investments of $60 million General Fund to reduce greenhouse gas (GHG) emissions by funding 
the Agricultural Diesel Engine Replacement and Upgrades program ($30 million) and the Agricultural 
Energy Efficiency Program ($30 million).  These funds will be used to replace existing diesel agricultural 
vehicles and equipment and for innovative projects in the food processing sector.  This additional funding 
will help the state’s agricultural industry comply with the overly burdensome GHG regulations. 
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Cannabis 
 
Key Points 

 More Money for Cannabis Industry Oversight.  Includes $108 million more for various entities 
to regulate the cannabis industry. 

 Funding for Proposition 64 Programs.  Provides $25 million to begin funding some programs, 
as required by Proposition 64 (Recreational Use). 

 Tax Revenue Projections Unchanged. Despite a lower number of businesses seeking 
licensure than expected, the tax revenue estimate is unchanged. 

 
More Money for Cannabis Industry Oversight.   The May Revision includes an additional 
$108 million across various departments to continue the ramp-up of California’s regulation of the 
cannabis industry.  This amount includes: 
 

 $73 million is for licensing and enforcement of cultivators, retail dispensaries, testing facilities, 
and manufacturers.  

 $7 million is to aid with tax collection and business filings.  

 $14 million is for hearings and appeals related to licensure denials or discipline of licensees. 

 $14 million to target illegal cannabis activity with an emphasis on complex, large-scale financial 
and tax evasion investigations, and reducing environmental impacts of illegal grows. 

 
Funding for Proposition 64 Programs.  The May Revision includes $25 million to begin funding some 
of the required programs under Proposition 64 (2016, Control, Regulate and Tax Adult Use of 
Marijuana Act).  The funding provided includes:  
 

 $10 million for the Community Reinvestment Grants Program for competitive grants to local 
health organizations and other entities to fund substance use disorder treatment, job placement, 
legal services, and other programs.   

 $10 million to be awarded to one or multiple public universities to research and evaluate the 
implementation and effect of Proposition 64.   

 $2 million for University of California-San Diego’s Center for Medicinal Cannabis Research to 
research the medicinal values and adverse effects of cannabis.   

 $3 million for the California Highway Patrol to establish procedures to detect drivers impaired by 
cannabis.   

 
The remaining programs required to be funded under Proposition 64 are expected to begin receiving 
funding in 2019-20 from 2018-19 cannabis tax revenues. 

 
Tax Revenue Projections Unchanged.  Despite a lower number of businesses seeking licensure than 
expected, the tax revenue estimate is relatively unchanged from January at $815 million through the 
end of 2018-19.  The LAO reported that first quarter cannabis tax revenue for 2018 came in a just 
$34 million.  The Governor’s Budget had estimated $175 million for the first six months of the 2018 
calendar year.  Despite low licensing numbers and low first quarter revenues, the May Revision 
estimate is only reduced by about $2 million from January estimates, as the Department of Finance 
anticipates the revenue will materialize but is off to a slow start. 
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Statewide Issues & Local Government 
 
Key Points 

 Governor Again Revises Spending Limit Upward. The May Revision continues to assume 
questionable revisions to the state’s constitutional required spending limit.  

 Infrastructure Spending Worthwhile But Could Be Better Prioritized. The Governor’s 
May Revision includes $1.8 billion in one-time General Fund for a variety of infrastructure 
needs, but some of it could be better prioritized. 

 Tax Credit Expanded to Youth and Older Californians.  The May Revision proposes to 
expand the state’s Earned Income Tax Credit to young people between the ages of 18 and 25 
and those above 64, reducing revenues by approximately $60 million in 2018-19. 

 Property Tax Backfill for Disaster-Stricken Local Communities. The Governor proposes to 
provide $32.8 million General Fund to backfill disaster-related property tax revenue loss. 

 
Governor's Spending Limit Again Raises Concerns.  The Governor's May Revision continues to 
assume a revised state spending limit (known as the “Gann limit” or the State Appropriations Limit) that 
could improperly increase the level of spending allowed by the state constitution.  
 
In the Governor’s January 2017-18 budget, the Department of Finance quietly but dramatically revised 
the method it used to calculate the Gann limit, and estimated that the state had $25 billion in spending 
room under the limit.  However, the nonpartisan Legislative Analyst’s Office (LAO) issued a report in 
March 2017 critical of the Governor’s changes, warning that the state may only have had $2.8 billion in 
room under the Gann limit in 2017-18.  
 
Senate and Assembly Republicans subsequently obtained a legal opinion from Legislative Counsel that 
corroborated the LAO’s conclusions.  Following the release of this opinion, the Department of Finance 
withdrew its proposed changes. The Gann limit for the enacted 2017-18 budget (calculated by Finance 
without the disputed methods) indicated roughly $6 billion in spending room under the limit.    
 
With the release of the 2018-19 January budget, however, the Department of Finance again revised the 
methodology used to calculate the spending cap, significantly increasing the spending limit compared 
to the 2017 Budget Act. The Governor’s January Budget assumptions result in approximately 
$5.7 billion more in room under the cap for 2017-18 compared to the 2017 Budget Act, projecting 
$11.7 billion in room under the cap in 2017-18. For the Governor’s 2018-19 budget, the state would 
have $12 billion in room under the cap based on January revenue and expenditure projections. These 
numbers have not been updated with the release of the Governor’s May Revision. 
 
Based on its review of the Governor’s January budget, the LAO raised several concerns and has 
recommended adjustments that would reduce the room under the spending limit by $5.8 billion in 
2017-18 and $6.5 billion in 2018-19. This would leave a state appropriations limit that has only 
$4.5 billion in room before the state would need to make major spending adjustments in order to remain 
under the constitutionally required limit. If the Legislature were not to make any adjustments to the 
Administration’s assumptions, Senate Republicans would be very concerned that this significant 
policy shift could undercut constitutional requirements enacted by voters to encourage 
responsible financial management.   
 
Infrastructure Spending Commendable, Though Funds Could Be Better Prioritized.  Pointing out 
that the state has a $20 billion backlog in “deferred maintenance” projects, the Governor proposes 
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$1.8 billion in one-time expenditures across various program areas.  Some of the most notable 
proposals include the following:  
 

 $630 million for state office building refurbishing or construction. 

 $174 million for state prisons. 

 $143 million (Proposition 98 General Fund) for California Community Colleges. 

 $100 million for the Department of Water Resources for levee repairs. 

 $100 million each for the University of California and the California State University. 

 $100 million each for the Department of State Hospitals and Parks and Recreation. 

 $100 million for courts. 

 $50 million each for the Military Department and the Department of Veteran’s Affairs. 

 
While many of these items are worthwhile, the total includes $630 million in one-time General Fund 
rather than borrowing to replace or rehabilitate state facilities. The funding will provide for the 
completion of several office building projects in the Sacramento area over the next few years.  These 
include demolition of the State Printing Plant, and renovation of the Unruh, Bateson, and Resources 
buildings.  While using one-time General Fund resources for the state’s infrastructure needs is a fiscally 
responsible approach, Sacramento office buildings may not be the highest priority given the state’s 
overall challenges, including needs to address water storage, high housing costs, and homelessness.  
 
Expansion for State Earned Income Tax Credit Program.  The May Revision proposes 
to expand the Earned Income Tax Credit to workers between the ages of 18 and 25 and those above 
64. In addition, the credit’s income limits are adjusted to reflect the minimum wage increase to $12 per 
hour in 2019. The 2017 budget expanded the credit to families with self-employment income and 
increases eligible income up to $22,300, increasing the number of low-income Californians eligible to 
claim the tax credit by 1 million additional households, bringing the total to 1.5 million households. With 
the proposed expansion, the program would serve an additional 700,000 families and would increase 
the amount of tax credits provided to low-income working families from $200 million in 2016 to 
$400 million in 2018.  Senate Republicans have supported the EITC as a more effective way to reduce 
poverty and assist families than traditional welfare programs.   
 
Disaster-Related Property Tax Funds for Local Governments.  The May Revision includes 
$32.8 million General Fund to backfill the property tax revenue losses that cities, counties, and special 
districts will incur in 2017-18 and 2018-19 due to the 2017 wildfires and resulting mudslides in Southern 
California.  Of this amount, $21.8 million is for Northern California jurisdictions and $11 million is for 
Southern California jurisdictions.  
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Debts and Liabilities 

 

Key Points 

 Overall Liabilities Rise as Budget Takes Minimal Steps.  Despite record-high revenues, the 
state’s total debts and liabilities rise to $305 billion, but the May Revision takes only modest 
steps to reverse the trend. 

 
Required Payments Made. The Governor's May Revision would make required payments totaling 
$7.1 billion General Fund to pay the state's current debts and liabilities, including the following 
components: 

 Bond Debts.  $5.4 billion General Fund to pay debt service costs for the state's outstanding 
and planned General Obligation (GO) and lease revenue bonds in 2018-19.  According to the 
State Treasurer, the state currently has outstanding bonds totaling about $84 billion. With the 
passage of the recent Public School Facility Bonds (Proposition 39, 2016), as well as the water 
and housing bonds included on upcoming 2018 ballots, GO debt service costs could continue to 
rise.  

 Proposition 2 Debt Repayments.  $1.7 billion General Fund to pay a variety of debts and 
liabilities as mandated by Proposition 2, which was passed by voters in November 2014. 

 

Some Progress on Mandates.  The Governor's May Revision includes nearly $2 billion in one-time 
education funding that, while not specifically a debt payment, could offset mandate claims for some 
schools (see Education section on page 15 for additional information). Additionally, the May Revision 
includes repayment of $254 million for repealed mental health mandates (see Health section on Page 9 
for more information), but does not make any headway in paying down suspended election mandates 
(the state owes about $72 million). 

Overall Liabilities Increase.  Despite modest steps forward, the state would reach nearly $305 billion 
in long-term debts and liabilities, as shown in the chart on the next page, with most of the debt coming 
from retirement costs of state and University of California employees.  The Department of Finance 
indicates that since the release of the Governor’s January 2018-19 budget, the state’s unfunded retiree 
health liabilities have grown by nearly $15 billion. Local governments are facing even greater pressures 
in accommodating these rising costs, with pension and healthcare responsibilities taking up a growing 
share of limited local resources.  Given California’s high levels of debt and liabilities, it would be 
prudent for the state to use some of the surplus to further pay down the unfunded retirement 
and health care liabilities, in addition to the other Proposition 2 debt payments.  

The chart on the next page identifies the state’s current outstanding debts and liabilities, projected 
repayment over the next few years, and remaining balances: 
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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 $243

Weight Fee Payments $1,150 $382 $509 $259 $0 $0

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

Non-Proposition 98 Mandates (Pre 2004) $18 $18 $0 $0 $0 $0

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

State Retirement Liabilities

State Retiree Health 91,008 195 260 305 315 $89,933

State Employee Pensions*** 58,765 611 391 347 532 $56,884

Teachers' Pensions (state portion) 35,330 0 0 0 0 $35,330

Judges' Pensions 3,277 0 0 0 0 $3,277

Deferred payments to CalPERS 682 0 0 0 0 $682

University of California Retirement Liabilities**

UC Employee Pensions 10,851 0 0 0 0 $10,851

UC Retiree Health 19,331 0 0 0 $19,331

Subtotal, Eligible for Proposition 2 $222,571 $1,746 $1,535 $1,389 $1,371  

Other State Debts

Long-Term Infrastructure (General 

Obligation & Lease-Revenue Bonds)

$82,700 $8,089 $0 $0 $0 $74,611

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

Suspended Mandate 584 0 0 0 0 $584

Education Mandate 1,411 500 15 27 7 $862

  Subtotal, Other State Debts $82,395 $8,599 $15 $27 $7

Total $304,966 $10,345 $1,550 $1,416 $1,378

* 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 

** 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. 
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