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Executive Summary 
 
 
Overview.  Governor Newsom starts his tenure with a one-time General Fund budget surplus of 
roughly $21 billion.  Fueled by the additional resources, the Governor proposes higher reserves and a 
wide variety of new expenditures, though most of the spending would be one-time, including significant 
reductions to debts.  The budget also proposes some ongoing spending increases, primarily in 
Education and Health and Human Services.  However, the budget does not do enough to protect 
against catastrophic wildfires and to fix challenges with programs such as services for the 
developmentally disabled.  Astonishingly, the budget also needlessly proposes tax increases totaling 
over $1 billion, including changes intended to pay for an expanded Earned Income Tax Credit, clean 
water, and expanded health insurance subsidies.  Taxpayers in high-cost California would be right to 
wonder when they might expect relief from the state’s poverty-inducing cost of living.  Though the 
Governor’s initial budget proposal shows structural balance for now, major concerns remain that the 
Governor will have difficulty resisting calls for higher spending from legislative Democrats and other 
advocates. 
 

Governor’s Budget Is Just the Beginning.  The Governor’s budget is just the starting point for state 
spending each year.  Legislative Democrats will begin to negotiate for more spending from this point 
forward, meaning that the final budget will probably spend more and save less.  In addition, legislative 
Democrats have already announced plans for various bills of their own that would spend in excess of 
$40 billion General Fund annually. It remains to be seen whether Governor Newsom is willing or able to 
withstand pressure from his colleagues and other advocates to spend more. 
 
Record Revenues, but Some Doubts.  Compared to the budget signed in June 2018, General Fund 
tax revenues are higher by $1.9 billion in the current year and would rise by another $4.7 billion to 
reach $144 billion in 2019-20. This would set a new record high that is 4.8 percent above the 2018 
Budget Act.  However, tax data from December 2018 raise some questions about whether these 
projections will materialize.  Even so, these revenue increases (which do not include the gas taxes) 
indicate that the state did not need to raise taxes further on Californians to take care of our priorities.   
 
Expenditures Include One-Time and On-Going Proposals.  General Fund spending would reach 
$144 billion in the current year, an increase of $5.3 billion from the enacted budget, and would continue 
at roughly the same level in 2019-20.  Spending from all state funds would reach $209 billion in 
2019-20, compared to $201 billion in the enacted 2018-19 budget, a 4 percent increase.  The 
significant current year increase is driven mostly by one-time payments the Governor proposes to 
reduce debt.  The Governor claims that 86 percent of new spending is for one-time purposes, which 
may be overstated, but it is likely that over three-quarters of the spending is one-time in nature.   
 
Reducing State Debts.  The Governor’s budget proposes significant reductions to debts and unfunded 
retiree liabilities: 

 $4.1 billion to eliminate the remaining budgetary borrowing from special funds and “deferral” 
gimmicks previously used to address budget shortfalls.   

 $3.0 billion to the unfunded liability for the Public Employees’ Retirement System (PERS).  

 $1.1 billion to the State Teachers’ Retirement System (STRS) unfunded liability as part of the 
required Proposition 2 debt payments.  

 
Paying off budgetary borrowing is a welcome proposal for the current revenue surge, though the retiree 
debt payments are small in relation to the overwhelming liabilities for pensions and retiree health, which 
total $188 billion.  
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Combined Reserves Would Exceed $18 Billion.  The state’s Rainy Day Fund (Proposition 2 of 2014) 
would grow to $15.3 billion by the end of 2019-20, a balance that is greater than the 10 percent of 
General Fund revenue set out in the Constitution. This is because the Governor views the past 
discretionary additional deposits as not counting toward the 10 percent limit, consistent with a 
Legislative Counsel opinion, which allows a higher balance to remain in the fund (those extra deposits 
would also not be limited by Proposition 2’s restrictions on taking funds out).  
 
The Governor’s budget also includes a discretionary reserve of nearly $2.3 billion and a Safety Net 
Reserve of $900 million, which would bring total reserves to $18.5 billion when combined with the Rainy 
Day Fund.  At nearly 13 percent of tax revenues, this combined reserve would be a record high.  
 
Welcome Funds for Next Generation 9-1-1.  The Governor appears to have heard Senate 
Republicans’ concern that last year’s proposed 9-1-1 tax increase was unnecessary given the large 
budget surplus. As such, his proposed budget would provide $10 million General Fund in 2018-19 and 
$50 million in 2019-20 to continue upgrading the state’s 9-1-1 system.  However, the budget assumes 
that legislation restructuring the existing tax will be in effect on January 1, 2020.  Ensuring that 
appropriate limits, checks, and accountability measures are in place to govern the restructured tax will 
be an important part of the conversation moving forward.   
 
Earned Income Tax Credit Expansion Funded With New Taxes.  The budget proposes to expand 
the Earned Income Tax Credit (EITC) program to $1 billion (from $400 million) by increasing eligibility 
and benefits, and would pay for the program with several tax increases. The budget would also rename 
EITC the “Working Families Tax Credit.”  While providing relief to working California families has been a 
long-term goal by Senate Republicans, it is difficult to understand why Californians and small 
businesses should pay more to support an expanded program while existing General Fund revenues 
continue to reach record highs. 
 
Housing and Homelessness.  The budget includes more than $2.2 billion in one-time General Fund to 
increase the level of housing construction for all income levels and reduce homelessness across the 
state.  The funding is intended to incentivize local governments to increase housing production, 
rewarding cities and counties that develop plans and achieve progress on short-term, higher statewide 
housing goals developed by the Department of Housing and Community Development.  A welcome 
element of this proposal would streamline environmental regulations for some housing developments.  
 
The budget also proposes to withhold transportation funds in an attempt to motivate local governments 
to work with developers to increase housing through various reforms such as rezoning for density and 
revamping local processes to speed up production.  Such a punitive measure would be a bait-and-
switch with respect to recently hiked transportation taxes.  
 

Missed Opportunity for Developmental Services.  The budget does not propose any additional 

funds to fix the state’s widely recognized problems in delivering adequate community-based services to 

developmentally disabled individuals.  A provider payment survey due this March is widely expected to 

demonstrate significant payment shortfalls, and higher payment rates are likely needed.  

 

New Income Redistribution in Attempt to Save the Affordable Care Act. Rather than increasing the 

number of affordable healthcare options for Californians, the Governor’s budget plans on increasing 

Covered California subsidies to households with incomes between $62,750 and $100,400 (for a family 

of four) and expands the subsidies to households with incomes between $100,400 and $150,600 (for a 

family of four). To pay for these subsidies, the Governor wants to impose a new tax “penalty” on 
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Californians that choose not to carry health insurance. The Governor’s budget assumes $500 million in 

new penalty revenues for 2019-20. 

 

Medi-Cal Coverage to All Undocumented Individuals Under Age 26. The Governor’s 2019-20 

budget includes $197 million General Fund to expand full-scope Medi-Cal coverage to an estimated 

138,000 income-eligible young adults ages 19-25 who are living in the state illegally. California currently 

covers 250,000 low-income undocumented children 18 and under in the Medi-Cal program.  Funding 

for the expansion would count in part on redirecting $63 million in local government money that 

counties now use for health programs.  

 

Emergency Preparedness and Response Funding.  The budget proposes to provide CalFire 
$415 million (Cap and Trade revenues, General Fund, and other special funds) for forest health 
projects and fire protection enhancements, although most of this amount, including $200 million per 
year for forest health, was proposed last year.  The total proposal includes fuel reduction projects 
pursuant to SB 901 (2018), continuation of helicopter replacements, additional aircraft for CalFire, 
expanded firefighting surge capabilities, improved technology, and disposal of illegal fireworks.   
 
Property Tax Relief for Fire-Stricken Counties.  To help address communities affected by recent 
fires, the budget would also provide $31 million to backfill local property taxes, including three years of 
funds for Butte and Lake counties.  
 
Early Childhood Education and Wellness Proposals.  The Governor proposes several 
augmentations for early childhood education and wellness: 

 $750 million in one-time General Fund for school districts to provide facilities for full-day 
kindergarten. 

 $125 million for first-year funding of a three-year plan to increase full-day, full-year access to state 
preschool in not-for profit programs to ensure a slot for all eligible low-income four-year-olds. 

 $500 million to expand subsidized child care facilities and to fund child care workforce training.   

 $105 million (federal and Proposition 56 funds) to provide screenings for adverse experiences and 
other developmental goals to children.  

 $109 million (General Fund and federal funds) to expand home visitation programs through 
CalWORKs and the Black Infant Health program.  

 $50 million in one-time General Fund to help launch child savings accounts for post-secondary 
education, in partnership with local governments and First 5.  

 
Special Education Funding Increase.  The Governor proposes $576 million for school districts 
serving high percentages of low-income pupils, English learners, and students with disabilities to 
supplement services for special education students.   
 
Paying Down School Pensions.  Another proposal would make a one-time $3 billion non-Proposition 
98 payment to STRS to help reduce schools’ liabilities and mitigate the costs of statutory rate increases 
for teacher pensions.  There is no doubt that school districts face a significant challenge regarding 
pensions, though this proposal would seem to make no distinction between districts that have been 
more or less responsible in their budget decisions.  
 
Higher Education Increases.  The Governor proposes a $402 million increase for California 
Community Colleges, including funds for a one-half percent enrollment increase (about 6,000 students) 
and an additional $40 million to fully subsidize fees for full-time students’ second year of study.   
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The California State University would see an 8 percent funding increase, including $300 million in 
ongoing funding and $247 million in one-time funding for deferred maintenance and new on-campus 
child care facilities.  The Governor would increase University of California funding by 6.9 percent, 
including $240 million in ongoing funding and $153 million one-time for deferred maintenance and UC 
extension degree-completion programs.  These levels would fund enrollment growth of 2 percent (more 
than 7,000 students) at CSU, make funding ongoing for an additional 1,000 students funded last year at 
UC, and assume no fee increases for either system.  
 
Student Aid Increases.  In addition to fully funding expected Cal Grant demand, the Governor 
proposes to supplement Cal Grant awards for students with children.  Cal Grant A awardees (for 
baccalaureate degrees) would receive an additional award amount of up to $6,000 per year.  
Cal Grant B awardees (lower income students for baccalaureate degrees) would see their award 
increase by over $4,300 more per year, for a total of $6,000 annually.  Cal Grant C awardees (career or 
technical programs) would receive an additional $2,906, for a total of $4,000 per year.   
 
Proposition 98 Education.  Proposition 98 funding for K-14 education would grow from $77.9 billion in 
2018-19 to $80.7 billion in 2019-20.  Proposition 98 spending per pupil would increase by $435 to 
exceed $12,000, and per-pupil spending from all sources would exceed $17,000.  The K-12 local 
control funding formula would grow by $2 billion, reflecting a 3.46 percent cost of living adjustment.   
 
Immigration Issues.  The Governor’s budget includes several components related to immigration 
issues:  

 $25 million General Fund for an “immigration rapid response team” to provide services at the 
border. 

 $75 million General Fund for immigration services such as assisting applicants for naturalization or 
Deferred Action for Childhood Arrivals.  

 $17 million to fund legal services for “undocumented and immigrant” students, faculty, and staff at 
California’s public colleges and universities. 

 
Paid Family Leave.  The 2019-20 budget proposes extending the Paid Family Leave program from six 
weeks to six months, but does not identify a way to pay for it.  The uncertainty of the funding source is 
concerning, particularly if the Governor eventually proposes an increase in employee contribution rates, 
which would decrease take-home pay for most Californians.  
 
CalWORKs Grant Increases.  Building off the 2018-19 budget, which increased CalWORKs grants by 
ten percent, the Governor’s proposal raises grant levels to 50 percent of the federal poverty line—a 
total grant increase of 25 percent when combined with the 2019-19 budget increases. 
 
Budget May Encourage Local Government Debt.  The budget proposes to eliminate the current 55 
percent voter approval requirement for debt issuance by Enhanced Infrastructure Financing Districts, 
resulting in no voter approval required. The districts facilitate tax increment funds for infrastructure 
development within their boundaries. These can be important tools for economic development after the 
dissolution of redevelopment agencies, but eliminating the voter threshold altogether removes a vital 
“check” on the use of public funds.   
 
Another Attempt at a New Drinking Water Tax.  The Governor is using a budget proposal from the 
past Administration to establish new taxes to support a safe drinking water program.  Unfortunately, this 
program is based upon the framework of SB 623 (Monning) of 2017, which mandates a new water 
connection tax, fertilizer tax, and milk tax to raise $140 million to $220 million annually.  At this time, the 
total number of unsafe drinking water systems statewide is unknown, and a tax increase amid the 
current surplus is unnecessary. 
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Funding Proposed to Disarm Prohibited Felons.  Since March 2015, Senate Republicans have been 
calling for the Department of Justice to explain its lack of progress toward eliminating the backlog of 
felons and other dangerous individuals identified by the Armed Prohibited Persons System (APPS) as 
illegally possessing firearms.  The budget includes a request for $5.6 million General Fund for APPS 
workload, though no details have been provided on how the funding would be used. 
 
Bail Reform Law in Holding Pattern.  The budget includes $75 million for pilot projects in several trial 
courts aimed at building on previous efforts to improve pretrial risk assessment and developing best 
practices.  SB 10 (Hertzberg, 2018), which ends the state’s money bail system and replaces it with a 
system of pretrial risk assessment, is on hold, having been referred to the November 3, 2020 ballot for 
approval by the voters.  The proposed funding would help the courts prepare for implementation of 
SB 10 should the voters approve it. 
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Tax Revenues 
 
 
Key Points 
 
 Windfall Revenues. The Governor’s budget estimates that cumulative General Fund taxes will be 

$8.1 billion higher over a three-year period than expected when the current budget was signed in 
June 2018.  

 Potential Recession Effect.  The Governor and the Legislative Analyst’s Office both warn that a 
recession could lower revenues by between $47 billion to $70 billion over three years.  

 Unnecessary Taxes Proposed.  Despite the current record-high revenues, the Governor proposes 
to increase taxes by more than $1 billion annually to pay for small water drinking water systems and 
expanded family tax credits combined.  

 

General Fund Revenue Windfall Projected.  The Governor's budget projects that General Fund 
revenues will reach $139.7 billion in 2018-19 and then rise by another $4.7 billion in 2019-20 to reach 
$144.4 billion.  This would set a new record high that is 4.9 percent above the 2018 Budget Act level. 
(Note that these tax revenues do not include the new gas and car taxes, which are considered special 
fund revenues).   
 
Compared to June 2018, when the current budget was signed, General Fund revenue estimates are up 
by $8.1 billion over the three years from 2017-18 through 2019-20.  Nearly $7.5 billion of this shift is the 
result of higher personal income taxes, which are higher due to stock-related capital gains and wage 
growth among higher earners.   
 
Revenue Projections Risky.  The Governor’s forecast was prepared prior to the stock market drop of 
the past three months, which raises a greater risk that the budget may be overestimating personal 
income tax revenues.  In addition, the State Controller recently reported that revenues through 
December 2018 were $2.5 billion less than assumed in the 2018 Budget Act, and it is not clear yet 
whether that difference will be made up in coming months.  This contrasts with the Governor’s forecast 
that revenues will be higher than assumed in the 2018 budget.  Also, the effects of federal tax reform 
will not be known until 2018 tax filings are completed in April 2019, adding to the uncertainty.  
 
The state’s reliance on a small group of taxpayers continues to make it difficult to project tax revenues 
accurately.  Personal income taxes comprise about 69 percent of all General Fund taxes, and the top 
1 percent of households pay nearly half of personal income taxes (46 percent in 2016, the most recent 
year of data). This means that a relative handful of households pays nearly one-third of all General 
Fund tax revenues.   
 
Administration’s Forecast Similar to LAO’s.  The Governor’s revenue forecast is largely similar to 
the projections published by the Legislative Analyst’s Office (LAO) in November 2018.  This similarity is 
a departure from the common practice during the Brown administration, when the Governor’s estimates 
typically were significantly lower than the LAO’s.  The Governor’s lower projections formed the basis of 
the budget, which in effect provided an additional cushion against overspending resources.   
 
Both the LAO and the Governor forecasted example scenarios in which a recession begins. The LAO’s 
example recession would begin in 2020-21.  The chart on the following page compares revenues under 
the two LAO scenarios and the Governor’s forecast.  In the LAO’s recession scenario, revenues would 
drop $47 billion below the Governor’s estimates for a three-year period from 2020-21 to 2022-23.  The 
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Governor did not provide specific revenue estimates for each year of a recession scenario, but he 
noted that a moderate recession in 2019-20 would reduce revenue by $70 billion over three years.  
 
 

 
 
 

Unnecessary New Taxes Proposed.  Despite the record-setting taxes from existing sources, the 
Governor’s budget proposes new taxes or revenues in three areas: 

 Various Taxes to Pay for Water Systems. Between $140 million and $220 million combined on 
water connections, fertilizer, and milk to pay for operating small drinking water systems.  These 
taxes failed to pass in 2018.   

 Tax “Conformity” Changes to Pay for Family Credit.  Over $1 billion in various tax increases to 
match federal standards.  The largest change would limit the amount of business losses that could 
be claimed as tax deductions to no more than $500,000.  The Newsom administration argues that 
these tax conformity changes would pay for the expanded Earned Income Tax Credit, which would 
be renamed the Working Family Tax Credit.   

 Individual Mandate Penalty Revenues. The budget assumes roughly $500 million in penalty 
revenue will be collected from reinstating a health insurance individual mandate, which the 
Governor proposes to use for expanded subsidies for Covered California policies.   

These new taxes are discussed in more detail on page 19 (individual mandate), page 41 (water), and 
page 47 (family tax credit).  Given the state’s massive surplus and that California taxpayers are already 
dealing with $17 billion in combined tax increases that began during Governor Brown’s tenure, there is 
simply no reason to raise taxes again.  Priorities like clean drinking water and tax credits for working 
families, both of which enjoy broad bipartisan support, should be funded through existing resources. 
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Expenditures 
 
 

Summary of Key Points 

 
 Surplus Spent Mostly on One-Time Spending Proposals.  One-time proposals make up 

most spending items from the roughly $21 billion surplus. The Governor proposes $16 billion in 
one-time spending over two years, including significant reductions to debt.  

 On-Going Spending Proposals.  The budget also proposes $2.7 billion in ongoing program 

expansions, primarily in Education and Health and Human Services.   

 
Downward Revisions Offset by One-Time Spending.  General Fund spending would reach $144 
billion in the current year, an increase of $5.4 billion (3.9 percent) from the enacted budget, and would 
remain roughly flat at $144 billion in 2018-19.  The appearance of flat spending in 2019-20 is the result 
of $9.4 billion in one-time spending (according to the Governor) that would occur in the current year, 
including reductions to debt.   
 
Setting aside these one-time items, however, spending would actually decrease by 2.9 percent in the 
current year.  The largest current year adjustment is a $2.4 billion decline projected for Medi-Cal, where 
enrollment is below projections but more significantly, certain large pharmaceutical expenses did not 
materialize as anticipated last year.  Proposition 98 spending for the current year is also projected to be 
lower than budgeted by about $500 million General Fund.  
 
The table below summarizes state spending by government agency and the changes compared to the 
2018 Budget Act.  
 

Agency

Budget Act

2018-19

Revised 

2018-19

January 

Budget

2019-20

2018-19 

Change from 

Budget Act

2019-20 

Change from 

Budget Act

Legislative, Judicial, Executive $4,535 $4,643 $4,559 $108 $24

Business, Consumer Services, Housing $443 449 1,693 $6 $1,250

Transportation $229 214 296 -$15 $67

Natural Resources $3,542 3,909 3,509 $367 -$33

Environmental Protection $130 358 123 $228 -$7

Health and Human Services $39,480 37,098 40,302 -$2,382 $822

Corrections and Rehabilitation $12,091 12,495 12,482 $404 $391

K-12 Education $55,919 57,861 58,746 $1,942 $2,827

Higher Education $16,082 16,348 17,181 $266 $1,099

Labor and Workforce Development $143 159 125 $16 -$18

Government Operations $1,824 4,876 1,253 $3,052 -$571

General Government/Other $4,270 5,672 3,923 $1,402 -$347

Total, General Fund Expenditures $138,688 $144,082 $144,192 $5,394 $5,504

  Less: One-Time Spending $9,361 $6,918

  On-Going Expenditures $134,721 $137,274

  Percentage Change from 2018 Budget Act -2.9% -1.0% 3.9% 4.0%

General Fund Expenditures by Agency
(Dollars in Millions)

 
 
Surplus Primarily Spent on One-Time Items.  The Governor and Legislative Analyst’s Office (LAO) 
both estimate a one-time surplus of roughly $21 billion, though the LAO estimate is slightly lower than 
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the Governor’s ($20.6 billion instead of $21.4 billion).  The Governor’s claim that 86 percent of 
proposed spending is one-time may be slightly overstated because it does not account for phased-in 
growth of spending, but it appears likely nonetheless that the one-time share is well over three-fourths 
of the total.  The Governor proposes to use the surplus in the following broad categories:  
 

 $9.7 billion for debt reduction. 

 $5.1 billion for short-term program spending. 

 $3.0 billion for discretionary reserves. 

 $2.7 billion initially for on-going spending, which is likely to grow by several hundred million 
dollars or more in future years.    

 
Significant Ongoing Spending as Well.  The roughly $2.7 billion in ongoing General Fund spending 
is primarily focused in Health and Human Services and Education.  Key examples include the following: 
 

 $584 million for the In-Home Supportive Services Program. 

 $348 million to increase CalWORKs grants. 

 $540 million combined for the University of California and the California State University.  

 $134 million to expand Medi-Cal access to undocumented adults up to age 26.  

 
Other Spending Also Rises.  While the General Fund typically dominates budget discussions, federal 
and other funds play a much more significant role today than in past decades.  Total spending from 
state funds would reach $209 billion in 2019-20, about a 4 percent increase from the current year’s 
revised budget.  As shown in the table below, the General Fund now accounts for only about 46 
percent of total spending. State “special” funds, such as the gas tax, account for 21 percent of the total 
budget, while federal funds now make up 34 percent.   
 

Agency

General 

Fund

Other State 

Funds

Federal 

Funds Total Funds

Agency as 

Percent of 

Total Funds

Legislative, Judicial, Executive $4,643 $3,990 $1,388 $10,021 3.2%

Business, Consumer Services, Housing 449 1,996 247 2,691 0.9%

Transportation 214 14,570 5,901 20,685 6.6%

Natural Resources 3,909 2,691 290 6,890 2.2%

Environmental Protection 358 4,102 369 4,829 1.5%

Health and Human Services 37,098 24,526 76,818 138,442 44.0%

Corrections and Rehabilitation 12,495 3,036 100 15,631 5.0%

K-12 Education 57,861 1,783 7,982 67,626 21.5%

Higher Education 16,348 772 5,477 22,597 7.2%

Labor and Workforce Development 159 795 6,500 7,454 2.4%

Government Operations 4,876 349 25 5,250 1.7%

General Government/Other 5,672 6,269 344 12,285 3.9%

Total Expenditures $144,082 $64,878 $105,439 $314,399 100.0%

Percent of Total 45.8% 20.6% 33.5%
   

2019-20 All Fund Expenditures by Agency
(Dollars in Millions)

 
 
Federal Funds Risk Lower for Now.  The state continues to rely heavily on the federal government for 
its budget.  The Medi-Cal program receives the largest share of federal funds by far.  Over $66 billion, 
or 63 percent, of the state’s $105 billion in federal funds flows to Medi-Cal, which also makes up most 
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of the nearly $77 billion in federal funds that the state receives for Health and Human Services, as 
shown in the table above.  The risk that California would lose federal funds seems to ebb and flow 
somewhat, but clearly California has a lot to lose. 
 
Recent Spending Increases Create Budget Pressure.  California voters were told in 2012 and 2016 
that tax increases were necessary to avoid reductions to education spending, and those voters 
subsequently approved Proposition 30 and Proposition 55 tax hikes.  Democrats told voters in 2017 
that taxes were necessary to pay for road repairs. However, rather than merely spending on these 
programs, Sacramento Democrats launched new programs and major expansions totaling billions of 
dollars annually in General Fund costs that are now driving substantial “base” spending growth.  
Governor Newsom’s budget would add another $2.7 billion in on-going spending.  According to the 
Governor’s projections, state spending would grow by nearly 27 percent in total from 2017-18 (before 
one-time spending starts) to 2022-23, but revenues would grow by only 17.6 percent.  This leaves the 
budget with no operating surplus in 2022-23.  The budget is structurally balanced over this time, though 
by the slimmest of margins, due to one-time reserves built up to this point.   
 
Governor’s Budget Could Be Just the Beginning.  The Governor’s budget is just the starting point 
for state spending each year.  Legislative Democrats will begin to negotiate for more budgetary 
spending from this point forward, meaning that the final budget will probably have more ongoing 
spending than this proposal.  In addition, legislative Democrats have already announced plans for 
various bills of their own that would spend in excess of $40 billion General Fund annually. It remains to 
be seen whether Governor Newsom is willing or able to withstand pressure from his colleagues to 
spend more.   
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Budget Reserves 
 

 
Key Points 
 
 Revised View of Voluntary Reserve Deposits.  Adopts a new view that the state’s previous 

voluntary deposits to the Rainy Day Fund are not subject to constitutional limits on the fund balance 
or withdrawals.  

 Record Balance for Rainy Day Fund.  Proposes to increase the Rainy Day Fund balance to a 
record $15.3 billion, or 10.5 percent of revenues. 

 Other Reserves Contribute to Record Reserves.  Includes additional reserves of $900 million in 
the Safety Net Reserve and $2.3 billion in the discretionary reserve, creating a combined total of 
$18.5 billion from all reserves.  

 
In November 2014, California voters overwhelmingly approved Proposition 2 to establish meaningful 
Rainy Day Fund (RDF) requirements in the state constitution. Proposition 2 establishes a constitutional 
limit of 10 percent of tax revenues deposited into the RDF, and limits the amounts and purposes for 
withdrawing funds.   
 
The table below summarizes the projected deposits and balance for the RDF.  Notably, about 
72 percent or $9.1 billion of the combined Rainy Day deposits through 2022-23 results from the up-front 
1.5 percent set-aside that Republicans negotiated in the development of Proposition 2, a consistent 
source of funding for the state’s most secure savings account.   

 

 2019-20 2020-21 2021-22 2022-23 Total

Capital Gains Taxes in Excess of  8% 

of General Fund Revenues

$1,367 $810 $602 $703 $3,482

Rainy Day Amounts Available $3,533 $3,068 $2,923 $3,094 $12,618

Excess proceeds for Infrastructure $474

Rainy Day Fund Balance $15,302 $16,836 $18,298 $19,371

Source: Department of Finance, January 2019

Rainy Day Fund Forecast

Dollars in Millions

Debt Repayment (50%) $1,767 $1,534 $1,462 $1,547 $6,309

Deposit to Rainy Day Fund (50%) $1,767 $1,534 $1,462 $1,073 $5,835

Annual 1.5% of General Fund Revenues $2,166 $2,258 $2,321 $2,391 $9,136

 
 
Revised View of Voluntary Reserve Deposits.  During the Brown administration, the state made 
voluntary extra deposits into the RDF in 2016-17 and 2018-19, which helped raise the balance to meet 
the constitutional 10 percent limit more quickly.  Governor Brown held the legal view that these 
voluntary deposits were subject to the same legal restrictions as RDF deposits required by 
constitutional budget formulas.  The Newsom administration is adopting a different view, namely that 
those voluntary deposits are not subject to the constitutional limits. This means that those deposits do 
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not count against the 10 percent cap and may be withdrawn without restrictions.  A Legislative Counsel 
opinion obtained by Assembly Republicans in September 2018 supports this revised view.  
 
Record Balance for the Rainy Day Fund.  The RDF balance was scheduled to reach the 10 percent 
limit in 2018-19 under the view that the voluntary deposits counted toward that limit.  However, the 
revised viewpoint taken by Governor Newsom means that the RDF can grow past the 10 percent limit.  
Thus, the January budget includes the full deposit of $1.8 billion into the RDF that Proposition 2 
requires, bringing the balance to $15.3 billion, which is equal to 10.5 percent of revenues.  When 
considering the fund balance based on mandatory deposits alone, the reserve equals only 8.1 percent 
of revenues.    
 
Additional Reserves Push State to New Record.  The Governor’s budget also includes a deposit of 
$700 million to the Safety Net Reserve, an account first authorized by the 2018-19 budget, bringing that 
balance to $900 million.  The state’s discretionary reserve would also have a balance of nearly 
$2.3 billion, which would bring total reserves to $18.5 billion when combined with the other two 
balances.  At 12.5 percent of tax revenues, this combined reserve would be a record high.  
 
Debt Reduction to Focus on Pensions and Retiree Health.  The $1.8 billion debt payment required 
by Proposition 2 for 2019-20 would go toward reducing state pensions for teachers and other 
employees, as well as to reducing retiree health liabilities.  The administration plans to use all debt 
reduction payments in this forecast for these purposes as well, since past budget-balancing borrowing 
would be eliminated using one-time General Fund resources.  These debts are discussed further on 
page 50.  
 
Infrastructure Spending Delayed.  Since the 2018-19 budget assumed that the RDF would reach its 
10 percent maximum, it also projected that the state would begin using new “excess” Proposition 2 
funds for infrastructure spending totaling nearly $1 billion in 2019-20.  The Newsom administration’s 
revised viewpoint means that any infrastructure spending from Proposition 2 would be delayed until 
2022-23, when $474 million is now projected for that purpose (assuming that there is no recession that 
requires withdrawals from the fund before then).  This may create concern since the state has a 
backlog of infrastructure needs, and some members may prefer to address those needs sooner, as 
previously scheduled. The state could still build additional reserves outside the RDF in order to 
increase total reserves. In essence, the Newsom administration view creates yet another reserve, 
which might be termed the RDF Voluntary account, with different rules than the RDF Mandatory 
account.  
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Housing & Homelessness 
 
 
Key Points 
 
 Incentivizing Local Government to Build More. The budget proposes $750 million in one-time 

General Fund in an attempt to incentivize local jurisdictions to meet new, higher, short-term housing 
production goals. 

 Moving From Advisor to Enforcer. The budget proposes to revamp the state’s Regional Housing 
Needs Assessment process, shifting the Department of Housing and Community Development’s 
(HCD) role from advisory to one of overseeing and enforcing statewide housing goals. 

 Housing Construction For All Income Levels. The budget proposes $500 million in one-time 
General Fund to increase development of housing for moderate-income households. The budget 
also proposes to expand the State Housing Tax Credit Program.  

 Utilizing State Property For Housing Development. The budget proposes to utilize excess state 
property to entice affordable housing developers to build demonstration projects on the property. 

 Funding From New Bonds and Real Estate Tax Continues. The budget includes $1.2 billion for 
affordable housing and shelter programs from recently approved bonds and the real estate tax. 

 Additional $500 Million for Homelessness. The budget proposes $500 million in one-time 
General Fund for homelessness planning and services, along with greater accountability measures.  

 Streamlined Environmental Regulations.  The homelessness proposal includes a streamlined 
process under the California Environmental Quality Act (CEQA) for emergency shelters and 
navigation centers, consistent with process approved in recent years for various stadiums. 

 
Housing 
 
Increasing the supply of housing is necessary to address the high cost and severe shortage of homes. 
The chart on the next page (from the Terner Center for Housing and Innovation at UC Berkeley) paints 
a startling picture of just how expensive it is for developers to build multifamily and single family homes 
in California. Developer fees are adding tens of thousands of dollars to the costs of construction, and 
these costs drive up the overall cost of a home. The Governor’s January budget does not include 
specific reforms that would mitigate the high developer fees or other cost-drivers of housing. However, 
providing incentives for local governments to build more could lead to reforms at the local level in order 
to achieve higher short-term goals. Without these critical reforms, Californians will continue to face 
rising housing costs.  
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Attempting to Incentivize with the “Carrot” and “Stick” Approach. The Administration includes 
$750 million in one-time General Fund to incentivize local governments to jump start housing 
production. The HCD would establish higher, short-term housing goals for new housing production, with 
the state providing $250 million to help local governments develop regional plans for achieving the 
short-term goals. If progress is made (the determination of what constitutes progress is still to be 
determined), local governments would be eligible for $500 million, to be used for general purposes.  
 
While proposing a “carrot” in the form of new funding could increase participation, the budget also 
includes the threat of linking housing production to certain transportation funds, a “stick” intended to 
motivate local governments to work with developers to increase housing. Although the Governor does 
not propose specific statutory changes that would reduce the costs of production, the budget seeks to 
drive local reforms, such as rezoning for density and revamping local processes, with the promise and 
threat of funding. While these types of policy changes are a critical part of housing reform, such a 
punitive measure of withholding recently hiked transportation taxes would be a bait-and-switch, and 
would not be appropriate.  
 
Regional Housing Needs Assessment Reforms. The budget proposes to revamp the Regional 
Housing Needs Assessment (RHNA) process. The RHNA determines the amount and type of housing 
needed to meet statewide goals. Moving from an advisory role, HCD would oversee and enforce 
housing goals and production, a major shift in its responsibility that could provide a higher level of 
accountability, requiring local jurisdictions to meet their long-term housing production goals.  However, 
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a balance must be struck between local control and the need to meet housing goals, and the details of 
this proposal will need to be carefully evaluated.  
 
Housing Crisis More Than Just Low Income Affordability. The January 2019-20 budget includes 
$500 million in one-time General Fund for the California Housing Finance Agency to expand its 
Mixed-Income Loan Program, which provides loans for mixed-income housing developments. The 
budget also expands the State Housing Tax Credit program, which works in conjunction with two 
federal tax credit programs to reduce a project’s funding gap. Part of the funding ($300 million) is 
targeted at new construction projects that pair with one of the underutilized federal tax credits, and the 
remaining funding ($200 million) would be allocated through a new program that targets developments 
for households with incomes between 60 percent and 80 percent of the Area Median Income (the state 
area median income is $77,500). It is encouraging to see funding and program expansions that focus 
on housing for more than just one subset of the population. All Californians should have a chance at a 
new home and increasing the production of mixed-income housing is a positive step for all families. 
 
Innovative Use Of Surplus State Property. The January 2019-20 budget proposes to use excess 
state property for affordable housing demonstration projects.  The program would use a competitive 
process to select developers who would receive low-cost, long-term leases of excess state property for 
development.  The proposal has merit, but the devil will be in the details.  It could provide opportunities 
for project completion in an expeditious manner while reducing overall project costs, a combination that 
could be an enticement for developers across the state.  
 
Housing Bonds and Other Ongoing Housing Funding. The January 2019-20 budget includes 
$1.2 billion from recent housing legislation that provides an ongoing source of funding for affordable 
housing and emergency shelter construction, as follows: 
 

 $526 million for the Veterans and Affordable Housing Bond Act of 2018 (SB 3), which requires 
programs funded with bond proceeds to give preference to projects where all construction 
workers will be paid at least the general prevailing wage rate.  

 $400 million for the No Place Like Home program, approved in November 2018, which 
dedicates $2 billion in bond funds to provide supportive multifamily housing for individuals 
experiencing mental illness who are homeless or at risk of homelessness. 

  $277 million from SB 2 (Atkins), the Building Homes and Jobs Act, which established a tax for 
affordable housing through a $75 tax on real estate transaction documents. While the goals of 
this program may be supportable, the current General Fund surplus demonstrates that 
California did not need another tax to pay for priority programs.  

 
Homelessness 
 
Greater Accountability for Homelessness Funding. The January 2019-20 budget includes 
$500 million in one-time General Fund (consistent with funding provided in 2018-19) for temporary 
housing intended to reduce homelessness. Local jurisdictions that establish joint regional plans would 
be eligible to receive $300 million in grant funds, which must be used for expanding or developing 
shelters and navigation centers. These funds would be distributed as follows: 
 

 $200 million distributed to federally designated areas (Continuums of Care), 

 $100 million distributed to the eleven most populous cities in the state.  
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Once the Homeless Coordinating and Financing Council determines that progress has been made (the 
specific performance criteria for these milestones has to be determined), local governments would be 
eligible for an additional $200 million that could be used for general purposes.  
 
Commendable Streamlining for Environmental Regulations.  A welcome element of the Governor’s 
homelessness proposal would streamline CEQA regulations for emergency shelters and navigation 
centers.  Senate Republicans agree that CEQA reforms are necessary—the state has provided 
exemptions through individual bills for selected sports arenas, as Governor Newsom commented during 
his budget press conference.  Arguably, CEQA reform is needed for a broader range of projects than 
just homeless facilities, but the Governor’s proposal is a good first step in this policy area.  
 
Cities are responsible for the zoning and siting of housing, and counties are responsible for linking 
homeless individuals to health and social services. Senate Republicans are encouraged to see the 
Governor propose changes that could potentially begin to address local barriers with a multi-pronged 
approach that includes critical changes, such as CEQA exemptions and incentivizing local governments 
to build both permanent and temporary housing.  Rewarding local efforts that focus on coordination and 
cooperation between both cities and counties, as well as community-based organizations and 
nonprofits, and providing targeted resources in a manner intended to incentivize cross-jurisdictional 
planning can lead to innovative solutions that can achieve real reductions in homelessness. 
 
Significant Investment in Fighting Homelessness and Increasing Housing. The Governor’s 
2019-20 budget includes $7.7 billion across multiple departments and programs to address housing 
and homelessness throughout the state, once Governor Newsom’s proposals are added to existing 
programs. The chart on the following page provides the 2019-20 proposed funding and program details, 
as follows: 
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Health 
 
 
Key Points 
 
 Reinstated Mandate Would Impose Tax Penalty. The state would collect $500 million in new 

tax penalties from Californians who fail to adhere to a proposed reinstatement of an individual 
mandate to carry health insurance.   

 Healthcare Coverage Subsidies to Prop Up Covered California. Rather than expand Covered 
California’s insurance choices to lower costs, the budget uses revenues from the new mandate 
penalties to subsidize Covered California purchases in households earning up to $150,000 a 
year. 

 Medi-Cal Coverage to Undocumented Young Adults. Income-eligible young adults ages 19-25 
who are living in the state illegally would have full Medi-Cal benefits.   

 Moving Toward “Single-Payer” Prescription Drug Purchasing. Pharmaceutical purchases for 
Medi-Cal and other state departments would consolidate into bulk purchasing programs. 

 
New State Individual Mandate and Tax Penalty. Governor Newsom’s proposed budget imposes a 
new mandate on all Californians to retain health insurance coverage. Conceptually similar to the 
recently repealed federal individual mandate originally imposed in the Affordable Care Act (ACA), 
failure to comply with this new state mandate will result in a new state income tax penalty collected by 
the Franchise Tax Board. Based upon prior IRS collections of the federal individual mandate penalty, 
the administration estimates $500 million in annual revenues from the new tax penalty. Governor 
Newsom contends that this proposed penalty is not a tax despite a 2012 ruling by the United States 
Supreme Court that the federal individual mandate was a tax. Under the Governor’s interpretation, this 
new penalty only requires a simple majority vote of the Legislature rather than the two-thirds threshold 
needed for raising state taxes. Regardless of its vote threshold, Senate Republicans dispute the need 
to collect an additional $500 million from hard-working Californians when state income tax revenues 
and the General Fund surplus are at an historic high. 
 
Subsidies Rather Than Reform at Covered California. Since its inception in 2014, Covered 
California, the state’s ACA healthcare exchange, has offered healthcare insurance policies that have 
increasingly become too costly for many Californians. Partly the result of decisions by the Democrats to 
limit Covered California to benefit-rich plans over cheaper, narrower alternatives, this has resulted in 
many Californians deciding to either reluctantly purchase policies with ever-increasing premiums and 
deductibles or go without coverage at all. For instance, since 2014 the average monthly premium for a 
40-year-old non-smoker in a “basic” second-tier Covered California policy has gone up 66 percent or 
$2,028 more per year. Rather than truly fixing this problem by adding more affordable healthcare 
options to the mix, Governor Newsom instead proposes to use the revenues from the new individual 
mandate tax penalty to increase and extend the subsidies for Covered California purchases.  
 
The Governor wants the state to add a subsidy for households currently getting federal subsidies—
those with incomes between $62,750 (for a family of four) or 250% of the federal poverty level (FPL) 
and $100,400 (400% of FPL). In addition, the Governor wants to create a new subsidy for households 
that earn too much for federal subsidies—those with incomes between $100,400 for a family of four 
(400% of FPL) and $150,600 (600% of FPL). Senate Republicans question the fairness of increasing 
the tax burden on struggling families that choose not to purchase coverage because they cannot afford 
Covered California’s costly policies in order to redistribute it to families that have the ability to purchase 
coverage.  If families making $150,000 per year cannot afford health coverage without a subsidy, 
clearly it is time to re-evaluate what California has done to make coverage so expensive.  
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Absent Eligibility Expansion, Medi-Cal Caseload is Down Slightly.  The Administration estimates 
that due to the strength of the state’s economy, Medi-Cal, the state’s Medicaid health care coverage 
program for low-income individuals, has experienced a gradual enrollment decline from 13.3 million 
Californians in 2017-18 to 13.2 million in 2018-19. Absent any new eligibility changes, the caseload 
would further drop to 13.1 million in 2019-20, but with the Governor’s proposed expansion to 
undocumented young adults, the caseload would remain at 13.2 million. Of course, this is millions 
above the 8.4 million on Medi-Cal in 2010 prior to optional Medi-Cal expansion to low-income childless 
adults encouraged by the ACA. The Administration estimates that the Medi-Cal program will spend 
$100.7 billion ($22.9 billion General Fund) in 2019-20 with $19.9 billion ($2.2 billion General Fund) to 
pay for the 3.8 million individuals currently in the optional expansion population.      
 
Medi-Cal Coverage to All Undocumented Individuals Under Age 26. The Governor’s budget 
includes $197 million General Fund to expand full-scope Medi-Cal coverage to an estimated 138,000 
income-eligible young adults ages 19-25 who are living in the state illegally. California currently covers 
250,000 low-income undocumented children 18 and under in the Medi-Cal program. Funding for the 
expansion would count in part on redirecting $63 million in local government money that counties now 
use for health programs. Before implementation could begin, the Department of Health Care Services 
would conduct a provider network analysis to see if health plans and providers could handle this 
increase in new Medi-Cal enrollees. With the state continuing to underpay Medi-Cal providers, and with 
access already lacking in many parts of the state, Senate Republicans warn that adding 138,000 new 
beneficiaries at this time will only exacerbate Medi-Cal’s problems.    
 
Consolidating Prescription Drug Purchasing. On his first day in office, Governor Newsom signed an 
executive order to transition all pharmacy services within the Medi-Cal program from managed care into 
a carved-out fee-for-service benefit statewide. While the Governor’s budget does not score any savings 
or costs in 2019-20 from undertaking this action, the Administration estimates future savings of 
hundreds of millions each year by negotiating better drug prices for all Medi-Cal beneficiaries rather 
than relying on managed care plans. This claim is debatable since any savings will be solely dependent 
on the strength of the Department of Health Care Services’ brokering skills and in properly resetting the 
managed care rates to exclude pharmaceuticals. Separate from the Medi-Cal transition, the Governor’s 
executive order also attempts to consolidate all non-Medi-Cal state pharmaceutical purchases under 
the Department of General Services in an attempt to gain similar bulk purchasing savings. Furthermore, 
the Governor hopes other public and private employers join the Department of General Services to 
“maximize” pharmaceutical bargaining power.  
 
Tobacco Tax Revenues Used for Additional Supplemental Provider Payments. Unlike Governor 
Jerry Brown, Governor Newsom agrees with Senate Republicans and proposes to use the entirety of 
the Proposition 56 tobacco tax revenues allocated to Medi-Cal to supplement rather than supplant 
General Fund. The 2019-20 proposed budget allocates the $1.05 billion in total Proposition 56 funds as 
follows: 
 

 $769.5 million to continue previous uses including supplemental payments to various providers 
and permanent provider rate increases for home health agencies, private duty nursing, and for 
the pediatric day health centers secured by Senate Republicans in 2018. 

 $180 million for a new incentive payment program for providers to hit certain behavioral health, 
prenatal/post-partum, and chronic disease management goals.   

 $52.5 million for new early developmental and trauma screenings. 

 $50 million for a new supplemental payment program for family planning providers.  Federal 
Medi-Cal rules would prevent these funds from subsidizing abortions directly, but they would be 
available for other services provided by abortion clinics such as Planned Parenthood.   
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One-Time General Fund Investments in Mental Health. Senate Republicans have made funding 

mental health a top healthcare priority. The Governor’s proposed budget makes the following promising 

new one-time expenditures in mental healthcare funding: 

 

 $100 million for counties to provide supportive housing services for mentally ill homeless 
individuals.  

 $50 million to increase programs in mental health workforce training.  

 $25 million to support projects that demonstrate innovative approaches to detect and intervene 
in youth that have or are at risk of psychosis.  

  

New Public Health Initiatives. Targeted health initiatives can in some cases prevent negative health 

outcomes and result in savings to the state. The Governor’s proposed budget includes General Fund 

for the following new, potentially beneficial efforts at the Department of Public Health: 

 

 $30.5 million to expand current home visitation and infant health programs to young, low-income 
mothers to improve infant and maternal health. 

 $3 million to support new Alzheimer’s Disease research grants and to create a Governor’s Task 
Force on Brain Health to decrease the instances of Alzheimer’s. 

 $2 million to counties for sexually transmitted disease prevention efforts.  
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Human Services  
 
 
Key Points  
 
 In-Home Supportive Services (IHSS) Cost Relief for Counties. Revises the 2017 cost-sharing 

agreement between the state and counties, easing the counties’ growing IHSS burden.  

 CalWORKs Grant Increases. Proposes $347 million General Fund and County Funds for 
significant grant increases, while CalWORKs enrollment would be the lowest on record. 

 New Program Targeted at Border Issues. Proposes $25 million to create a new “Immigration 
Rapid Response Program” targeted at providing unspecified services related to border issues.  

 

In-Home Supportive Services (IHSS) 
 
Rapid Enrollment and Cost Growth in IHSS. The IHSS program is a Medi-Cal benefit that provides 
personal care and domestic services to 564,000 aged, blind, or disabled Californians. In over 
70 percent of cases, recipients choose family members to be their paid service providers, which 
suggests that in many cases the state is paying family members for tasks that they would perform 
anyway, outside of any program. The Governor’s budget includes $12.7 billion ($4.3 billion General 
Fund) for the IHSS program, a 13 percent increase from the 2018 Budget Act. It continues to be one of 
the state’s fastest growing programs, both in terms of caseload and program cost, with a 15 percent 
increase in caseload and a 126 percent increase in cost from 2009-10.  
 
Changes to County Share of IHSS Costs with Revised Maintenance of Effort (MOE). The Budget 
proposes several changes to the IHSS MOE, including:  
 

 Rebasing the county share of cost to $1.56 billion, approximately $440 million lower than the 
2019-20 county share of cost of $2 billion. 

 Ending the redirection of specified 1991 County Realignment funds to support IHSS. These 
funds are now available for indigent health care services or county mental health programs.  

 Adjusting the inflation factor of the MOE from a projected 7 percent to 4 percent annually. 

 Once the state minimum wage hits $15 per hour, future county negotiated increases to 
salary or benefits are split 65 percent/35 percent between the county and the state. There is 
no state participation cap.  

The proposed changes to the IHSS MOE do not eliminate recessionary risk to the counties, as sales 
tax growth is still subject to economic factors, but the significant General Fund investment means 
overall less risk for the counties in covering program costs. However, the long-term General Fund 
impact is unknown.  
 
California Work Opportunity and Responsibility for Kids (CalWORKs)  
 
Lowest CalWORKs Enrollment Ever. With strong statewide employment figures, the Department of 
Social Services estimates that the number of families on CalWORKs will be at an all-time low in 
2019-20. The department estimates a 3.2 percent decline in CalWORKs cases in 2018-19 from the 
caseload projected in the 2018 Budget Act. For 2019-20, the Administration projects an additional 
5.2 percent decline to about 371,000 families—the lowest annual caseload in the history of the 
program. The Governor’s budget includes $5.3 billion in federal, state, and local funds for the program, 
which provides cash grants and other services to low income households.  
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Significant Planned and Proposed Grant Increases. The 2018-19 Budget planned a 10 percent 
increase to CalWORKs grants in April 2019. This Budget proposes an additional 13.1 percent increase 
to grant levels in October of 2019 to bring grant levels up to 50 percent of the Federal Poverty Level. 
This proposal uses a combination of General Fund and county funds. 
 
Safety Net Reserve Funding and Structural Changes. The 2018-19 Budget created the Safety Net 
Reserve and structured it to have two subaccounts—one designated for CalWORKs and one 
designated for Medi-Cal. The reserve was intended to mitigate budgetary pressures during economic 
recessions. The 2019-20 Budget proposes depositing $700 million General Fund into the reserve—
bringing the proposed total reserve level to $900 million. The Budget also proposes eliminating the 
subaccounts and making reserve funds eligible to support any safety net program during economic 
recessions, not just CalWORKs and Medi-Cal. 
 
Immigration Services  
 
Continued Funding for Immigration Services. The 2019-20 Budget continues funding appropriated 
in the 2018-19 Budget for immigration services. The 2018-19 Budget allocated a total of $75 million 
General Fund to the Department of Social Services to distribute as grants to qualified community-based 
organizations, non-profits, and educational institutions to provide legal and other services to legal 
immigrants and undocumented individuals.  
 
Proposed Funding for an Immigration and Human Trafficking Rapid Response Program. The 
Budget proposes $25 million General Fund ($5 million in the current year and $20 million in 2019-20) to 
establish a new program to quickly address emergencies relating to immigration and human trafficking. 
These funds would be available over a three-year period to assist community-based organizations, 
however, the details on how or in what circumstances these funds could be used was not provided in 
the Governor’s Budget. The funds are proposed to be administered by the Department of Finance’ 
instead of the Department of Social Services, which could mean the Administration wants increased 
control and flexibility in how funds are spent.  
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Developmental Disabilities  
 

Key Points  
 
 Reorganization of Headquarters Focused on Regional Center Accountability. The budget 

proposes $8.1 million General Fund and 54 positions to reorganize DDS headquarters with the goal 
of modernizing their operations and, most notably, adding staff to monitor Regional Centers for 
quality and compliance.  

 No Proposed Funds for Rate Increases.  Despite providers closing their doors throughout the 
state, the Budget proposes no new funds for rate increases. Advocates are hopeful that the rate 
study expected to release in March 2019 will bolster their pleas for rate increases.  

 Budget Silent on Plans for Sonoma Property.  Despite DDS moving the last resident of Sonoma 
Developmental Center to a community-based setting in December 2018, the budget proposes no 
plan for using the property to the benefit of the community.  

 
Rapid Caseload Growth and Rising Costs. The Department of Developmental Services (DDS) 
estimates it will serve approximately 350,000 developmentally disabled Californians in 2019-20 in 
community settings and institutional developmental centers (DCs). While the vast majority of these 
individuals receive community-based services, the Governor’s budget projects that DCs will serve 
323 residents in 2018-19 and 292 residents in 2019-20, a decline of 31 residents (9.6 percent). Despite 
serving only 323 residents, the DC’s budget is $310 million, although their budget declined by 20 
percent from 2018-19 to reflect decreased staffing at the DCs. In contrast, the number of individuals 
served in community settings is projected to grow to 349,606 in 2019-20, an increase of 5 percent over 
the revised 2018-19 caseload. In the last ten years, caseload has increased by 44 percent, adding over 
100,000 consumers to the DDS system. Growth is primarily attributable to an increased number of 
children entering the system with autism.  
 
Reorganization of the DDS Headquarters. The Budget proposes $8.1 million (6.4 million General 
Fund) and 54 positions to reorganize DDS’ headquarters to implement statewide systems change. Most 
notable to the reorganization, the budget proposes a Northern and Southern California Office for 
Community Operations with each office having defined regional center liaison teams. The intention of 
these teams is to provide monitoring and technical assistance and to handle consumer complaints at 
specific regional centers.  
 
No Funds for Needed Payment Rate Increases.  A broad survey of community provider payment 
rates and costs is scheduled for completion in March this year.  Advocates and providers widely expect 
this survey to demonstrate that current payment rates are woefully inadequate to enable high-quality 
services in community settings.  The Governor’s budget neglects to set aside any funds that will likely 
be needed to address the current system’s shortcomings. 
 
No Provision for Sonoma Property.  Sonoma Developmental Center moved its last resident out in 
December 2018.  Community advocates have reasonably called for the state to use this valuable 
property to generate revenues for reinvestment in housing opportunities and other community services 
for disable residents.  Time is short to find a solution now that Sonoma Developmental Center residents 
have all moved out.  The Governor’s budget neglects to propose a solution to this challenge.      
 
Carve-Out Funding For Best Buddies. The budget includes $1.5 million General Fund ongoing for 
the Best Buddies program. Although the program’s mission and achievements are laudable, it is 
unclear why this specific non-profit has a line-item in the budget when all other service providers, some 
of which offer comparable programs, must compete for contracts through regional center system.  
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Public Safety & Judiciary 
 
 
Key Points 
 
 Prison Maintenance.  Budget invests more than $200 million over two years to continue 

addressing deferred maintenance and repair needs at state prisons. 

 9-1-1 Upgrade Funded With Surplus.  Governor advances previous effort to upgrade 9-1-1 
system, but 9-1-1 funding plan continues to raise accountability questions. 

 Welcome Proposal to Disarm Felons.  Additional funding brings hope for progress in disarming 
prohibited felons, but detailed plan still needed.  

 Local Public Safety Agencies See State Funding Increase.  Administration projects increase in 
state revenues provided for local public safety purposes. 

 Courts Prepare for Bail Reform.  Governor proposes $75 million over two years to improve 
pretrial assessment process. 

 
Crime Historically Low, but on the Rise.  Although crime currently hovers near historical lows, from 
2010 to 2017 (the last year for which data is available), the state has seen an uptick in crime rates.  
During that time, violent crime increased by nearly 9 percent overall, while specific violent crimes like 
rape and aggravated assault increased by 77 percent and 10 percent respectively, reversing a 
two-decade decline.  Property crime held fairly steady during the period, growing by less than one 
percent overall.  However, specific categories of property crimes increased significantly, including motor 
vehicle theft (10 percent increase), and larceny (theft) of property valued at more than $400 (28 percent 
increase).1  This is not surprising, as the 2011 Public Safety Realignment foisted on Californians by 
then-Governor Brown and legislative Democrats increased the value threshold for felony property theft 
from $400 to $950.  Since 2010, the rest of the nation saw only a minor increase in violent crime of less 
than two percent and property crime actually decreased by 17.5 percent.  This juxtaposition highlights 
the negative effects of soft-on-crime policies the state has implemented and should raise significant 
concerns for Californians.   
 
Department of Corrections and Rehabilitation (CDCR) 
 
The Governor's budget proposes 2019-20 General Fund spending for CDCR of $12.3 billion, which is 
$442 million above Budget Act spending levels for 2018-19.  The proposed spending increase is 
comprised mostly of employee compensation and benefit cost increases ($371 million), deferred 
maintenance ($25 million), and population-driven costs ($24 million).   
 
Ongoing Prison Repair Efforts Continue.  Since 2014-15, the state has allocated $317 million for 
deferred maintenance and repairs to address structural deficiencies within California’s aging prison 
infrastructure through a mix of ongoing baseline funding and various one-time appropriations.  The 
Governor’s budget continues this necessary investment by proposing General Fund augmentations of 
$46 million in 2019-20 and $107 million in 2020-21 for deferred maintenance and roof repair projects.  
This funding is in conjunction with a proposal to establish a new baseline funding level for prison 
maintenance and repairs costs and a new methodology for adjusting that funding going forward.  In 
addition, the Governor proposes $59 million General Fund over two years to replace fire alarm systems 

                                                
1 Crime data from CA Dept. of Justice’s Open Justice portal (http://openjustice.doj.ca.gov/) and the Federal 
Bureau of Investigation’s annual report Crime in the United States for 2017 (https://ucr.fbi.gov/crime-in-the-
u.s/2017/crime-in-the-u.s.-2017). 

http://openjustice.doj.ca.gov/
https://ucr.fbi.gov/crime-in-the-u.s/2017/crime-in-the-u.s.-2017
https://ucr.fbi.gov/crime-in-the-u.s/2017/crime-in-the-u.s.-2017
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and repair fire suppression systems at three prisons that the State Fire Marshall recently found to be 
deficient.  While the proposal for a new maintenance and repair funding model will lead to some 
ongoing costs, those costs are likely to be far less than the costs of repairs from prolonged deferred 
maintenance.  
 
Proposition 57 Lawsuit Increases Parole Workload.  Proposition 57 (2016) expanded parole 
opportunities for state prison inmates by making a nonviolent inmate eligible for parole “after completing 
the full term for his or her primary offense.”  CDCR interpreted this language as only applying to 
determinately sentenced inmates, since the “full term” for an indeterminately sentenced inmate is life.  
Accordingly, third strikers, even those whose third strike was a nonviolent offense, were determined to 
be ineligible for early parole consideration under Proposition 57.  The court disagreed, and, in In re 
Edwards, held that CDCR essentially ignored the intent of the law with respect to parole eligibility for 
nonviolent third strikers.  As a result of the In re Edwards decision, CDCR estimates it will need to 
schedule roughly 1,200 to 2,200 additional parole hearings per year.  The Governor’s budget includes a 
request for $4.7 million General Fund in 2019-20, $6.1 million in 2020-21, and $1.9 million annually 
thereafter to address parole eligibility-related workload resulting primarily from In re Edwards. 
 
When Proposition 57 was qualifying for the ballot, it initially contained only provisions relating to juvenile 
justice.  After the original text had been submitted to the Attorney General, proponents amended the 
measure to include the provisions affecting adult offenders.  Opponents strongly objected to the 
amendments, claiming that poor drafting would allow career criminals to be treated as first offenders, 
which is exactly what has happened following the In re Edwards decision.  A lawsuit challenging the 
initiative measure on the grounds that the amendments were illegal was filed and initially decided in 
favor of the plaintiffs.  However, the measure was allowed to move forward during the appeals process, 
and the case was ultimately decided in favor of the measure’s proponents.  Governor Brown, who was 
one of the proponents, promised Californians that sex offenders and third strikers would not be eligible 
for early parole, because CDCR’s regulations would ensure that these individuals were excluded.  
These regulations have been successfully challenged in court and, as Proposition 57’s opponents 
predicted, they are failing to prevent early parole for many career offenders.   
 
Proposal to Reinvent Juvenile Justice Raises Questions.  The Governor used the unveiling of his 
budget to propose a major shift in the way the state manages its population of juvenile offenders.  The 
proposal would separate CDCR’s Division of Juvenile Justice (DJJ) from the Department and establish 
it as a new department under the Health and Human Services Agency.  No further details on the 
proposal have been made available to date and the Department of Finance has indicated that 
supporting documentation will be forthcoming in the spring. 
 
The DJJ in many ways operates autonomously from the rest of the Department.  Moreover, there is no 
doubt that the state has historically, and appropriately, treated juvenile offenders differently than their 
adult counterparts, with a more intense focus on rehabilitation and second chances.  That said, 
following the juvenile justice realignment of the mid-2000s, counties now retain the vast majority of their 
juvenile offenders.  The remaining youths who populate DJJ facilities have committed very serious, in 
many cases horrific, offenses.  As details of the Governor’s proposal emerge, it will be imperative to 
keep this in focus.  Should this shift occur, it must be done in a way that balances the need to 
rehabilitate these youthful offenders with the need to safeguard the public and to honor and respect 
victims and their families.  
 
Office of Emergency Services (OES) 
 
Earthquake Early Warning System Nears Completion.  In its May 2018 final business plan for 
California’s Earthquake Early Warning System (EEWS), OES identified a need for $15.8 million 
General Fund in 2018-19 and $16.4 million in 2019-20 to build out the infrastructure for the system.  As 
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authorized by SB 135 (Padilla, 2013) and SB 438 (Hill, 2016), both of which received unanimous 
support from Senate Republicans, the EEWS will provide California residents with critical seconds in 
which to prepare before an earthquake’s most damaging shaking strikes.  In some cases, these 
seconds could allow action to be taken that could be the difference between life and death.  The Budget 
Act of 2018 included the first-year funding and the Governor’s 2019-20 budget proposes the second 
and final installment.  Funding to support the system ongoing will still need to be addressed. 
 
Next Generation 9-1-1 Upgrade Moves Forward, Still Calls for Tax Restructure/Increase.  Last 
year, Senate Republicans stood up for over-taxed Californians by blocking a budget trailer bill that 
would have restructured and broadened the existing tax that supports the 9-1-1 system.  While the 
proposed tax would have paid for needed upgrades to the state’s legacy 9-1-1 system and applied 
uniformly to all telecommunications subscribers, Senate Republicans were concerned that the 
language of the proposed law lacked transparency and accountability, gave OES a blank check to 
increase taxes further without another vote, and provided no clear plan for the upgrades.  Furthermore, 
given the state’s then multi-billion dollar General Fund surplus (which has grown since that time) 
Senate Republicans advocated that the proposed tax was unnecessary at the time and that the 
infrastructure costs of the new 9-1-1 system (Next Gen 9-1-1) could be paid from the General Fund 
surplus.   
 
Governor Newsom’s proposed budget does just that, by including $10 million General Fund in 2018-19 
and $50 million in 2019-20 to allow OES to begin implementing Next Gen 9-1-1.  Like last year’s 
proposal, the current proposal still assumes the existing tax will be restructured, but the Administration 
has stated it would not begin until 2020, and no specific tax plan has been shared.  Senate Republicans 
will continue to advocate for transparency and accountability by insisting that any tax legislation include, 
at a minimum, a ceiling on the tax, a requirement for legislative approval of future increases, a sunset 
provision to ensure the issue is revisited after it has been implemented, and reporting requirements for 
OES to demonstrate that its expenditure of tax revenues maintains fidelity to the purpose of the tax.   
 
Department of Justice (DOJ) 
 
Costs of Recently Enacted Legislation Add Up. The Governor’s budget includes augmentations 
totaling approximately $50 million General Fund and $8 million from various special funds for the DOJ 
to implement recently enacted legislation.  More than a dozen bills, with subject matter ranging from 
consumer protection to rape kit reporting, net neutrality, firearms database audits, and cannabis 
conviction resentencing resulted in costs to the DOJ that cannot be absorbed.  By far the most 
expensive however, is legislation that enacted the new tiered sex offender registry, the costs of which 
account for $46 million of the $50 million in new General Fund spending.  As budget deliberations on 
these and other funding requests move forward, Senate Republicans encourage all stakeholders to be 
mindful of the fact that seemingly small costs associated with many policy decisions can add up to big 
fiscal impacts in the long run. 
 
Disarming Felons and Others Prohibited from Gun Ownership.  In 2013, the DOJ first sounded an 
alarm about its inability to keep up with its mandate to disarm a growing backlog of more than 20,000 
individuals who had been identified by the Department’s Armed Prohibited Persons System (APPS) 
database as having legally purchased firearms, but who had subsequently been prohibited from owning 
them due to criminal activity or mental illness.  In response, the Legislature passed SB 140 (Leno, 
2013), which required DOJ to report annually on its efforts to eliminate the APPS backlog.  The bill also 
appropriated $24 million for the DOJ’s Bureau of Firearms to staff up for the effort.  Since the first of the 
annual reports was published, revealing less-than-satisfactory progress, Senate Republicans have 
repeatedly called on the Attorney General to formulate a plan, including a timeline, by which to get the 
job done.   
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In addition to pressing the Attorney General to act, Senate Republicans have also called on their 
colleagues across the aisle to conduct oversight hearings to hold DOJ accountable and to encourage 
and assist the Department in accomplishing its mission.  To date, both the previous and current 
Attorneys General, as well as legislative Democrats, have mostly ignored these requests, leaving more 
than 10,000 prohibited persons unlawfully in possession of firearms.  At the same time, legislative 
Democrats have continued to clamor for stricter gun control laws.  To his credit, Governor Newsom’s 
proposed budget for 2019-20 includes a $5.6 million General Fund augmentation to support increased 
APPS workload.  At the time of this analysis, there were no details available on how the funding would 
be used or the projected impact it would have on eliminating the APPS backlog, but the Governor’s 
proposal at least represents a step in the direction of keeping firearms out of the hands of those most 
likely to use them in nefarious ways. 
 
Local Public Safety 
 
The budget includes new funding for the following local public safety priorities: 
 

 General Fund Support for Local Law Enforcement Training.  In order to address a chronic 
and worsening decline in revenues from criminal fines and fees that have historically supported 
the operations of the Commission on Peace Officer Standards and Training (POST), the budget 
includes a $35 million General Fund augmentation that would bring POST’s budget back up to 
its pre-decline level.  The additional funding would allow the Commission to reinstitute training 
that it has been forced to discontinue and to reinstate reimbursement and backfill payments to 
local law enforcement agencies.  This is a welcome commitment that will undoubtedly be well 
received by local agencies for whom these payments have historically been critical. The funding 
will also help to ensure the continuation of use-of-force and de-escalation training that 
commenced in 2018-19. 

 Ongoing Grants for Victims of Human Trafficking.  The budget includes $10 million General 
Fund (ongoing) to permanently fund grants for victims of human trafficking.  These grants 
support providers who deliver comprehensive programs to assist victims of sex and/or labor 
trafficking by providing vital resources and services such as shelter, food, counseling, legal aid, 
and transportation.  Last year, with one-time funds set to expire at the end of 2017-18, Senate 
Republicans fought to continue the funding in the Budget Act of 2018.  Legislative Democrats 
rejected the funding in the budget bill, but thanks to continued pressure from Senate 
Republicans, a one-time appropriation was added back in a subsequent trailer bill.  The 
Governor’s commitment to making this funding permanent is commendable. 

 State Support for Regional Retail Theft Task Forces.  The Governor proposes to spend 
$5.8 million General Fund for DOJ and the California Highway Patrol to implement AB 1065 
(Jones-Sawyer, 2018).  AB 1065, which was enacted to help address increases in property 
crime precipitated by Proposition 47, requires these two state law enforcement agencies to 
convene a regional task force to assist local law enforcement in regions experiencing elevated 
levels of property crime.  Local law enforcement will be provided logistical support and other law 
enforcement resources, including, but not limited to, personnel and equipment.  Task forces are 
a proven model to help stop cross-jurisdictional crime.  These resources should amplify the 
efforts of local law enforcement to reduce organized retail theft and other property crimes. 

 
Judicial Branch 
 
The 2019-20 Governor’s Budget provides $4.1 billion ($2.1 billion General Fund) to support the Judicial 
Branch, including approximately $3.2 billion ($1.7 billion General Fund) for the trial courts.  This 
represents an increase of about $267 million for the branch as a whole compared to 2018-19 budgeted 
levels.  
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Pretrial Pilot Projects Move Bail Reform Forward.  Last year’s bail reform bill, SB 10, (Hertzberg) 
essentially replaces the existing money bail system with a system of pretrial risk assessment designed 
to eliminate pretrial detention for everyone except those defendants whose pretrial assessment 
indicates an unacceptable level of risk for failing to appear in court.  Shortly after SB 10 became law, a 
referendum seeking to halt it qualified for the ballot in 2020.  When the referendum qualified, SB 10 was 
suspended to allow the vote to take place in November 2020.  While this means that the current bail 
system remains in place until then, if the voters uphold SB 10 in 2020, it would take immediate effect, at 
which time the courts would be expected to have a plan in place to determine the pretrial detention 
status of defendants.   
 
The Governor’s budget proposes to spend $75 million, spread over the current and budget years, for 
pilot projects in eight to ten trial courts to continue previous efforts to develop risk assessment tools and 
best practices that support effective pretrial decision making.  In essence, these resources would pave 
the way for the eventual implementation of SB 10.  While there is plenty of room for disagreement 
regarding the policies embodied in SB 10, it would be irresponsible for the courts to do nothing to 
prepare for the possibility that it could take effect following the 2020 general election.  The proposed 
funding would at least provide an opportunity to investigate different avenues for meeting the 
requirements of SB 10 while best protecting public safety. 
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Education 
 
Key Points   

 All-Time High Proposition 98 Funding.  Proposition 98 funding for K-14 education grows 
$2.8 billion to $80.7 billion. 

 Major Early Education Expansion.  $1.5 billion included to expand kindergarten, preschool and 
childcare.  

 Special Education Increases for Some Districts.  Includes $576 million increase in special 
education funding for school districts with high percentages of students with disabilities that also 
have high concentrations of low-income pupils and English learners. 

 Teacher Pension Rate Increase Relief.  $3 billion to mitigate school district STRS liabilities. 

 Increases Proposition 51 school facilities bond allocations.  $1.5 billion proposed for 2019-20.  

 Caps Local Control Funding Formula COLA Increases in Future Years.  To prevent statutory 
LCFF cost-of-living adjustments from consuming all new Proposition 98 funds in a future year, 
proposes to cap the LCFF COLA. 

Proposition 98 funding hits another all-time high.  Under the Governor’s proposal, total Proposition 
98 education funding for K-14 education hits an all-time high of over $80.7 billion in 2019-20.  This 
represents a $2.3 billion increase over 2018-19 Budget Act levels and $2.8 billion more than revised 
2018-19 funding.  Average Proposition 98 per pupil K-12 spending would exceed $12,000, with average 
per pupils spending from all sources nearing $17,200.2   

Proposition 98 Funding at 2019-20 Governor's Budget
Source:  Legislative Analyst's Office 

($ in millions)

2017-18 at 

2018-19 

FBA 2/

2017-18 at 

2019-20 

GB3/

Change

2018-19 at 

2018-19 

FBA

2018-19 at 

2019-20 

GB

Change
2019-20 

GB

Change 

from 

Revised 

2018-19

K-12 education 
1/

  General Fund $47,530 $47,035 -$494 $48,722 $47,885 -$837 $49,092 $1,207

  Local property tax revenue $19,295 $19,648 $353 $20,414 $20,720 $307 $22,064 $1,343

K-12 subtotal $66,825 $66,683 -$142 $69,136 $68,605 -$531 $71,155 $2,550

California Community Colleges 
4/

  General Fund $5,757 $5,757 $0 $6,063 $6,055 -$8 $6,117 $62

  Local property tax revenue $2,941 $2,963 $22 $3,110 $3,119 $10 $3,321 $202

CCC subtotal $8,698 $8,720 $21 $9,173 $9,174 $2 $9,438 $264

Other Agencies $95 $95 $0 $85 $88 $3 $87 -$1

Total Proposition 98 
5/ $75,618 $75,498 -$120 $78,393 $77,867 -$526 $80,680 $2,813

General Fund $53,381 $52,887 -$494 $54,870 $54,028 -$842 $55,295 $1,268

Local property tax revenue $22,236 $22,610 $374 $23,523 $23,839 $316 $25,384 $1,545

1/  K-12 education totals include some portions of 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

 

                                                
2 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. 
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Local Control Funding Formula (LCFF) Fully Funded with COLA – This Year.  The state’s local 
control funding formula for K-12 schools will enter its seventh year of implementation in 2019-20.  
Under the formula, K-12 schools receive locally-flexible funds, including:  

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

 Supplemental grants worth an additional 20 percent of base grant funding for each low-income 
student,1 English learner, or foster youth.3  

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

The Governor’s 2019-20 budget increases LCFF funding by $2 billion, bringing it to $63 billion.  This 
amount is over $21 billion more than provided in the first year of LCFF implementation, 2013-14.  
Funding for 2019-20 covers a 3.46 percent COLA.  Notably, the Governor proposes to create a cap on 
increases to LCFF related to the continuous appropriation of LCFF COLA in order to protect the 
General Fund against COLA costs that might exceed the Proposition 98 guarantee in future years.  
This proposal may have the effect of passing on increased costs of living to school districts, requiring 
schools to absorb often state-driven costs of increased fuel, energy, labor, and other costs largely 
beyond their control. 
 
Expands Kindergarten, Preschool, and Childcare.  The Governor proposes several augmentations 
and policy changes for early childhood education programs.  These include: 

 $750 million in one-time non-Proposition 98 General Fund for school districts to provide facilities for 
full-day kindergarten, with the objective that all districts in the state offer full-day kindergarten.   

 $500 million in one-time, non-Proposition 98 funding to expand subsidized child care facilities and 
to fund child care workforce training, although detail on this is yet to be provided.  

 $125 million for first-year funding of a three-year plan to increase full-day, full-year access to state 
preschool in not-for-profit programs to ensure a slot for all eligible low-income four-year-olds; 
estimates of full implementation costs have not been provided.  The Governor also proposes 
eliminating the existing requirement that families with four-year-olds provide proof of parent 
employment or enrollment in higher education in order to access the full-day state preschool 
program. 

 Shifting funding for those part-day preschool programs not operated by school districts from 
Proposition 98 to non-Proposition 98 funds, and “rebenching” the Proposition 98 minimum 
guarantee downward by a corresponding $297 million.   

 
Special Education Funding Increase for Some Districts.  The Governor proposes a $576 million 
increase (including $186 million one-time) in special education funding to provide supplemental 
services beyond those identified in a child’s individualized education program (IEP).  This funding would 
be targeted to school districts serving high percentages of pupils with disabilities and high percentages 
of low-income pupils and English learners.  Given that all districts experience cost pressures associated 
with providing special education services, it is unclear why districts with high percentages of students 
with disabilities – but not of low income or English learner pupils – would be excluded from this special 
education funding increase. 
 

                                                
1 Poverty is measured by eligibility for free or reduced-price lunches. 
2 A student who falls into one of these three categories is funded the same as one who falls into all three. 
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Teacher Pension Rate Increase Relief.  The Governor proposes a $3 billion one-time, 
non-Proposition 98 appropriation to the State Teachers Retirement System (STRS) to reduce long-term 
liabilities for districts.  Of this amount, $700 million would be provided to reduce the employer 
contribution rates by about a percentage point in 2019-20 and 2020-21, to about 17.1 percent and 
18.1 percent, respectively.  The remaining $2.3 billion would help mitigate employer’s long-term liability.  
The Administration estimates this will save employers nearly $7 billion over the next three decades.  
There is no doubt that school districts face a significant challenge regarding pensions, though this 
proposal would seem to make no distinction between districts that have been more or less responsible 
in their budget decisions.  Instead, the Administration indicates that schools will benefit in proportion to 
their relative payroll costs, which may actually reward districts that have neglected to exercise 
budgetary restraint.  
 
School Facility Bond Funds Would Increase.  Proposition 51, approved by the voters in November 
2016, authorized $9 billion in bond funding for K-14 education facilities.  These funds are off-
budget, but the prior Governor released this funding at a slow rate.  For example, only about 
$600 million of this voter-approved funding was released in each of 2017-18 and 2018-19.  Senate 
Republicans have been calling for quicker sales, and the Governor proposes to release $1.5 billion in 
school bond facilities funds in 2019-20, more than double the amount of the prior two years combined. 
 
Lifetime Data Collection and Sharing System.  The Governor proposes $10 million in one-time non-
Proposition 98 General Fund to develop a longitudinal data system.  This system will align data from 
early education, through school and college, and into the workforce, as well as from health and human 
services agencies.  The idea is to use all this data to analyze and improve existing programs, but the 
data may just as likely be used to justify new programs and spending. 
 
Transparency and Accountability Efforts Insufficient.  The Governor’s budget proposes no new 
reforms to increase local transparency or accountability.  Citizens, parents, and policymakers need to 
know whether schools are appropriately using funds intended for needy students by requiring them to 
show how their expenditures align with the student service strategies identified in their local 
accountability plans, and to create an online display of the additional state funding provided for needy 
students.  Senate Republicans and other student advocates have called for stronger transparency 
accountability measures, as California’s achievement gap remains one of the worst in the nation 
despite the continuing infusion of billions of dollars in additional resources.  Unfortunately, district-level 
plans and spending reports will not show the extent to which resources are being spent specifically for 
the benefit of the state’s neediest students (school-site-level spending reports are needed for that), 
parents cannot make school-to-school comparisons, and the Governor’s proposal makes no effort to 
push the State Board of Education to comply with federal requirements to identify the state’s lowest-
performing five percent of schools. 
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Higher Education 
 
Key Points  

 Funding Increases Across the Board.  Proposes significant ongoing and one-time funding 
increases for all three systems, while assuming no tuition increases.  

 Free Second Year of Community College.  Fully subsidizes second year of full-time community 
college attendance. 

 Student Aid Increases.  Proposes new funding for Cal Grant students with dependent children 

 Services for Undocumented Individuals.  Seeks $17 million to fund legal services for 
“undocumented and immigrant” students, faculty, and staff. 

 

The Governor’s budget augments ongoing and one-time funding for the state’s three systems of higher 
education by $1.1 billion.  The following chart provided by the Legislative Analyst displays proposed 
funding for the University of California (UC), the California State University (CSU), and the California 
Community Colleges, details of which are discussed on the following pages. (Note that these figures 
may not tie with those provided by the Administration due to discrepancies in accounting, unavailable 
information, and other factors.) 
 

UC, CSU, and CCC Funding per Gov's 2019-20 January Budget

(Core funds , in mi l l ions)

Fund 2017-18 2018-19 2019-20

UC General  Fund 
1,2/ $3,570 $3,743 $3,868

Tuition and Fees  
3,4/ 5,012 5,206 5,269

Other UC Core Funds  
5/ 388 384 381

Lottery 43 27 27

Total ($9,013) ($9,361) ($9,545)

CSU General  Fund 
1,2,7/ $3,760 $4,122 $4,588

Tuition and Fees  3,4/ 3,275 3,251 3,290

Lottery 55 42 42

Total ($7,090) ($7,415) ($7,919)

CCC General  Fund 1,2,8/ $6,223 $6,874 $6,800

Local  Property Tax 2,963 3,119 3,321

Student Fees  3/ 457 457 459

Lottery 231 253 253

Total ($9,875) ($10,703) ($10,833)

Totals $25,979 $27,479 $28,297

2/   For 2014-15, 2016-17, and 2017-18 includes Awards for Innovation in Higher Education.

1/   Includes general obligation bond debt service for CCC in all years and for UC and CSU beginning in 2011-12. (Earlier amounts unavailable.)

7/  Beginning in 2012-13, includes funding for CSU retired annuitant health care costs from another budget item. Amounts not available 

prior to 2012-13. 

4/  Numbers in 2019-20 reflect estimates from the Legislative Analyst's Office.

Source:  Legislative Analyst's Office 

8/  Includes CCC CalSTRS contributions paid from non-Proposition 98 General Fund. 

6/  Federal American Recovery and Reinvestment Act ("stimulus") funding for 2008-09 was received in the 2009 calendar year.

5/  Includes interest, a portion of grant overhead and patent royalty income, and Proposition 56 funds for graduate medical education. 

3/  Includes systemwide tuition and fees, before discounts and waivers. Includes resident and nonresident tuition at UC and CSU, conists 

of resident tuition only at CCC.
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California Community Colleges (CCCs).  Under the Governor’s budget proposal, the Community 
Colleges’ ongoing funding for apportionments rises in 2019-20 by $274 million over 2018-19.  This 
includes funds for a one-half percent enrollment increase (about 6,000 students) and a 3.46 percent 
COLA for apportionments and categorical programs.  Other notable CCC adjustments include:   
 
 Fully subsidized second year for full-time students.  The Governor proposes $40 million to fund 

a second year of “free” tuition for first-time, full-time students pursuant to the College Promise, 
created in 2017.  Approximately 28,000 students are expected to be eligible for this second year of 
full fee subsidies.  Tuition is already waived for low-income students attending community college, 
so the proposed free second year would benefit middle- and high-income students only.  
Community college tuition is already relatively low in California, and there may be better ways to 
improve the system other than providing a free second year. 

 Facilities projects.  An increase of $358.7 million in general obligation bond funding for 12 new 
and 15 continuing projects statewide is proposed to address critical fire and other safety issues. 

 Student centered funding formula implementation pause.  The 2018 Budget replaced the 
decades-old CCC funding formula with a Student Centered Funding Formula meant to take into 
consideration factors such as student demographics and student success metrics.  In order to more 
accurately implement the program, the Governor proposes to delay a scheduled increase in 
apportionment funding tied to student outcomes as more data is collected. 

 
Increases for the California State University (CSU).  The Governor proposes for CSU an increase of 
$300 million in ongoing funding for operational costs such as compensation and a two-percent 
enrollment increase (about 7,000 students).  This would bring ongoing General Fund support for CSU 
up from $4 billion in 2018-19 to $4.3 billion in 2019-20.  In addition, the Governor proposes $247 million 
in one-time funding for deferred maintenance or to expand on-campus child care facilities. An additional 
$15 million in one-time funds is provided for CSU’s “basic needs initiative,” which assists with student 
hunger and housing needs.  The Governor assumes there will be no tuition increases at CSU, although 
the CSU Board of Trustees is actually responsible to make that decision. 

  
Increases for the University of California (UC).  The Governor would increase UC ongoing funding 
by $240 million, including funding for operational costs ($119.8 million), student success initiatives 
($49.9 million), graduate medical education ($40 million), student hunger and housing ($15 million), 
enrolment growth of 1,000 students ($10 million), and mental health services ($5.3 million).  This would 
bring ongoing General Fund support for UC up from $3.5 billion in 2018-19 to $3.7 billion in 2019-20.  
The Budget also includes $153 million one-time for deferred maintenance and UC extension degree-
completion programs.  The Governor assumes there will be no tuition increases at UC, although the 
UC Board of Regents is actually responsible to make that decision.  
 
Student Financial Aid.  In addition to fully funding expected Cal Grant entitlement demand, the 
Governor proposes to supplement Cal Grant awards for the nearly 29,000 public college and university 
Cal Grant recipients with dependent children at a cost of $121.6 million.  Cal Grant A recipients (those 
pursuing a baccalaureate degree) would receive an additional award amount of up to $6,000 per year 
on top of their tuition grants.  Cal Grant B recipients (also pursuing a degree, but with a lower income 
threshold) would see their access awards increase by over $4,300 per year, to a total of $6,000 
annually.  Cal Grant C recipients (for those in a career or technical program) would receive an 
additional $2,906, for a total of $4,000 per year.  The Governor also proposes $9.6 million to increase 
the number of Cal Grant Competitive awards by 4,250 (to a total of 30,000).  In addition to aid provided 
by the schools and other sources, the Governor proposes to spend more than $2.7 billion on Student 
Aid Commission financial aid programs in 2019-20. 
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Legal Services for “Undocumented and Immigrants.”  The Governor also proposes to provide 
$17 million to fund legal services for “undocumented and immigrant” students, faculty, and staff at 
California’s public colleges and universities.  This includes $10 million in Proposition 98 funds for 
community colleges, and $7 million for CSU.  The Governor has also pledged $1.4 million for UC 
beginning in 2022-23 when the $4 million in-one time funds provided to UC for this purpose in the 2018 
Budget Act is expected to have been expended. 
 
.   
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Transportation 
 
 
Key Points 
 

 Gas Taxes Set to Increase Again. The Governor’s Budget allocates $4.8 billion from SB 1 gas 
and car taxes, including more revenue from another scheduled gas tax increase of 5.6 cents per 
gallon. 

 Department of Motor Vehicles. The Governor’s Budget provides more resources for the troubled 
Department of Motor Vehicles and continues to syphon motorists’ funds to the General Fund, 
resulting in suspension of some facility projects and reliance on financing others. 

 High-Speed Rail. The Governor’s Budget includes $666 million for the High-Speed Rail Project, but 
offers no change in strategy to the fatally flawed project. 

 

Gas Tax Scheduled to Increase Again.  The Governor’s Budget allocates $4.8 billion in revenues 
collected from motorists as a result of the 2017 gas and car taxes (SB 1), as detailed on the next page.  
As part of SB 1, the excise gasoline tax will be reset at 17.3 cents per gallon on July 1, 2019, which 
means the total tax per gallon from SB 1 will be 17.6 cents per gallon.  The increases bring total state 
imposed gas taxes to 49.3 cents per gallon.  Including federal gas taxes, Californians will be paying 
67.7 cents per gallon in taxes with each visit to the pump.  The gas tax will increase annually, beginning 
July 1, 2020, when automatic adjustments to keep up with inflation kick-in, as required by SB 1. 
 
Transportation Funding Promised to Local Governments at Risk.  Not even two years after the 
passage of SB 1, the Governor proposes to hold transportation funding for cities and counties hostage.  
With limited detail, the Governor’s Budget proposes to withhold transportation funds in an attempt to 
motivate local governments to work with developers to increase housing through various reforms such 
as rezoning for density and revamping local processes to speed up production.  Such a punitive 
measure would be a bait-and-switch with respect to recently hiked transportation taxes. 
 
California Gas Taxes Among Highest in the Country.  According to AAA, as of January 14, 2019, 
California’s gas prices are the highest in the country at an average of $3.28 for a regular gallon of gas, 
edging out Hawaii at $3.26.  Within the contiguous U.S, Washington is the next closest at $2.99 per 
gallon, while the national average is 31 percent less than California at $2.25 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. 
 
Department of Transportation (Caltrans) Continues Growth.  After growing by more than 
1,300 full-time equivalent (FTE) positions in the current year, the Governor’s Budget proposes to add 
another 366 FTE positions to Caltrans at a cost of $35 million, or about $96,000 per position.  While the 
majority of the previously added positions were engineers, these new positions are largely for the 
Caltrans maintenance program, which should result in a direct positive impact on state highway repairs. 
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Program

2018-19

Appropriation

2019-20

Appropriation

Local Streets and Roads $1,202 $1,225

Transit and Intercity Rail Capital Program $330 $337

State Transit Assistance $405 $457

Local Partnership Program $200 $200

Active Transportation Program $100 $100

State Transportation Improvement Program $0 $20

Commuter Rail and Intercity Rail $43 $50

Local Planning Grants $25 $25

Total: $2,305 $2,414

SHOPP/Maintenance $1,219 $1,222

Bridges and Culverts $400 $400

Congested Corridors $250 $250

Trade Corridor Enhancement $308 $307

Department of Parks and Recreation $79 $79

State Transportation Improvement Program $0 $7

Freeway Service Patrol $25 $25

Department of Food and Agriculture $26 $26

Transportation-Related CSU and UC Research $7 $7

Transportation Workforce Development Board $5 $5

Total: $2,319 $2,328

Department of Motor Vehicles $8 $18

Total: $8 $18

Transportation Improvement Fee $1,510 $1,550

Gasoline Excise Tax $1,867 $1,899

Diesel Excise Tax $678 $675

Diesel Sales Tax $343 $400

General Fund Loan Repayment $235 $236

Total: $4,633 $4,760

Source: Department of Finance

Revenue

Administration

State Allocations

Local Allocations

New Gas and Car Tax Spending 
(Dollars in Millions)

 
 

Department of Motor Vehicles 

Department of Motor Vehicles (DMV) Frustrates Motorists.  During the summer of 2018 motorists 
needed several hours, and in some instances, all day to conduct business with the DMV as lines 
wrapped around DMV offices.  DMV pointed to issuing federally compliant drivers’ licenses and 
identification cards, known as Real ID cards, as the reason for the extended wait times even though 
they were given more than $100 million in resources and had years to prepare to issue Real ID cards.  
 
More Real ID Resources.  The Governor’s Budget includes $63.7 million annually for the next four 
years to support 780 positions to serve DMV customers applying for Real ID cards.  This level of 
additional resources for Real ID implementation is about 70 percent more than previously proposed. 
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Utilizing this level of resources today, customer wait times at DMV offices are currently averaging 15 
minutes for those with appointments and 45 minutes without an appointment. 
 
DMV Reinvention Strike Team.  Governor Newsom has called for a strike team to lead a 
modernization and reinvention effort of the DMV.  The public deserves an explanation and resolution to 
DMV’s challenges with Real ID and an automatic voter registration system, which registered thousands 
of ineligible persons to vote and changed voter preferences of tens of thousands of voters during an 
election year. A newly proposed Administration-led strike force will review the Administration-led audit 
currently underway.  An independent, third-party review of the problems would be preferable, such as 
the State Auditor requested by Assembly Republicans last year, which Democrats blocked.   
 
Motor Vehicle Account Structural Deficit.  The Motor Vehicle Account (MVA) has been precariously 
balanced in recent years.  To keep the fund in the black, car registration fees were increased by $10 in 
April of 2017.  During discussions surrounding increasing fees, Senate Republicans requested that an 
annual transfer of funds from the MVA to the General Fund (about $90 million) be ended.  This request 
was rejected in a budget subcommittee hearing, and the transfer continues in the proposed budget.  
 
Facility Projects Impacted.  The insistence on continuing to supplement General Fund programs with 
annual transfers from the MVA, in spite of a $21 billion surplus, results in previously planned facility 
projects for the California Highway Patrol (CHP) and the DMV being suspended.  Specifically, the 
replacement CHP facilities in Quincy and Santa Ana totaling $37 million and a replacement of the 
Inglewood DMV office and construction of security fencing at 20 DMV offices totaling $25 million are 
being scrapped for now.  Additionally, three CHP replacement facilities (El Centro, Hayward, and San 
Bernardino) will now be financed.  Total cost for these three projects is $133 million, but financing these 
projects over 25 years with interest will instead cost motorists about $233 million.  Ending the 
unnecessary transfer to the General Fund would allow projects to continue on a pay-as-you-go basis 
and avoid $100 million in interest costs. 
 
Unfortunately, this pattern is not new for the ruling party in Sacramento.  Similar to the gas tax, this 
program has one hand out to collect more money from motorists while using the other hand to syphon 
money away for programs unrelated to driving.  Senate Republicans believe in respecting the voters 
through responsible government and will continue to advocate for changes to the spending policies of 
this fund.  
 
High-Speed Rail   
 
High-Speed Rail Project Continued for Now. The proposed budget includes $666 million in 
Proposition 1A bond funds and Cap & Trade funds to continue to build the high-speed rail system.  This 
is a significant decline from expenditures in the current year of $1.6 billion.  Most of the decrease is 
attributed to spending a significant portion of the funding allocated for local and regional components of 
the high-speed train system in the current fiscal year.  Notably, about $1.7 billion previously budgeted 
remains available to spend in future years. 
 
Cost Estimates Increased in 2018.  In 2016, the high-speed rail project had an estimated cost of 
$64.2 billion.  The latest business plan published June 1, 2018 estimates a middle-cost scenario of 
$77.3 billion and a high-cost scenario of $98.1 billion. 
 
Funding Remains Short.  The High-Speed Rail Authority (Authority) has struggled to obtain sufficient 
funding to build the system.  A significant funding shortfall remains, with less than one-third of the 
funding secured under the best-case scenario. In the 2018 Business Plan, the Authority includes 
financing their share of future revenues from the Cap and Trade program as part of the funding plan, 
but has not yet taken the steps necessary to do so. Even if financing future revenues becomes a reality, 
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a funding gap of at least $49.1 billion, and as much as $77.6 billion, remains.  To date, no private 
investment has materialized.   
 
Future Remains Uncertain.  The Governor’s Budget does not comment on the future of the 
high-speed rail project.  According to media reports, Governor Newsom has considered moving the end 
of the rail line from Los Angeles to the San Joaquin Valley, at least until it can “attract more money from 
taxpayers or private investors.”  There will likely be more information on the fate of the bullet train in the 
coming months. 

https://www.latimes.com/politics/la-pol-sac-skelton-john-cox-gavin-newsom-california-governor-debate-20181011-story.html
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Resources and Environmental Protection 
 
Key Points  
 
 Emergency Preparedness Funding.  Most of the funding supports programs that were approved 

in 2018-19 with under $100 million in “new” proposals.   

 New Drinking Water Tax from Stalled Legislation. Provides new tax revenues to establish a new 
safe drinking water program which failed to gain approval in two prior legislative sessions. 

 Cap and Trade Program.  Billions more being spent on a program that provides minimal impacts in 
actual greenhouse gas reductions.   

 
Emergency Preparedness and Response Funding 
 
Department of Forestry and Fire Protection  
 
Most of the Emergency Preparedness Funding Approved in Prior Years.  The budget proposes to 
provide $415.1 million (Cap and Trade revenues, General Fund, and other special funds) to CalFire for 
emergency preparedness and response programs.  However, a majority of the “additional” funds are for 
programs that have been approved in prior years with only $95 million in new funding.  The programs 
being proposed include:  
 

 $213.6 million of Cap and Trade revenues and General Fund for fuel reduction projects 
pursuant to SB 901 of 2018, implementation of the Wildfire Prevention and Recovery Legislative 
Package of 2018, and the disposal of illegal and dangerous fireworks.   

 $120.8 million General Fund for additional aircraft, including $109.4 million to continue the 
replacement of CalFire helicopters including operational costs and the operation of large air 
tankers being transferred from the U.S. Air Force to CalFire.   

 $64.4 million General Fund to enhance CalFire’s fire protection capabilities by adding 13 new 
year-round fire engines, expand heavy fire equipment staffing, accelerate the replacement of 
fire engines and other mobile equipment, and operate five additional Cal Fire/California 
Conservation Corp fire crews.  

 $9.7 million General Fund for additional staffing dedicated to the review of data gathered via 
various types of technology to support CalFire’s incident commanders during initial and 
extended attack fire suppression activities and for the purchase of 100 additional fire detection 
cameras. 

 $6.6 million from various funds to expand CalFire’s health and wellness program and provide 
medical and psychological services to firefighters.  

 
California Conservation Corps    
 
The budget proposes additional funding of $7.6 million General Fund ($3.1 million new spending) for 
the California Conservation Corps to provide firefighting and fire prevention activities as follows: 
 

 $3.1 million General Fund to expand firefighting surge capacity by operating five additional fire 
crews at Los Padres, Camarillo, and Butte Fire Centers.  The new crews will also provide 
hazardous fuel reduction and fire prevention work. 



Senate Republican Fiscal Office  Page 41 
 

 $4.5 million General Fund to develop and implement the Forestry Corps program pursuant to 
AB 2126 of 2018.  The funding will support four Forestry Corps crews that will provide forest 
health and hazardous fuel reduction projects in high fire risk areas.   

 
Although the total new funding of approximately $99 million is a step in the right direction, given the 
state’s $21 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 2018.  Furthermore, the importance of healthy forests far outweighs the importance of 
an ill-fated High Speed Rail project. The 25 percent continuous appropriation of the Cap and Trade 
revenues to that project would be better spent for forest thinning and forest health projects to reduce 
dead, dying, and overgrown vegetation.    

 
State Water Resources Control Board 
 
Another Attempt at a New Drinking Water Tax.  The Governor is recycling the past Administration’s 
budget proposal to establish new taxes to support a new safe drinking water program for the benefit of 
disadvantaged communities.  Most of the Californians paying the new taxes will not receive any 
benefits.  The goal is to address the lack of a stable funding source for the long-term operation and 
maintenance of small systems and domestic wells that cannot be consolidated or afford to maintain 
their own systems.   
 
Unfortunately, this program is based upon the framework of SB 623 (Monning) of 2017, which 
mandates a new water connection tax, fertilizer tax, and milk tax to raise $140 million to $220 million 
annually to provide safe drinking water via system improvements, consolidation, and service extension.  
This program would assist mostly disadvantaged communities to obtain safe and affordable drinking 
water through grants, loans, and administrative contracts or services. The initial $4.9 million General 
Fund proposed in this budget would enable the State Water Resources Control Board (SWRCB) and 
the Department of Food and Agriculture to begin implementing this new program, since the new tax 
revenue is not expected until 2020-21.   
 
Given the $21 billion General Fund surplus, the Governor should make safe drinking water a General 
Fund priority.  There is no reason to raise taxes, instead the Administration should scale back other 
new spending proposals and concentrate existing resources on this significant public safety problem.  
Furthermore, this new tax is premature since there is still no statewide data on the total number of 
unsafe drinking water facilities. 
 
Funding for Safe and Affordable Drinking Water.  The budget proposes the following funding for 
drinking water related activities: 
 

 $168.5 million from the California Drought, Water, Parks, Climate, Coastal Protection, and 
Outdoor Access For All Act of 2018 (Proposition 68) to provide technical assistance, grants, 
and loans to public water systems in disadvantaged communities for infrastructure 
improvements to meet both safe drinking water and wastewater treatment standards. 

 $10 million General Fund to address safe drinking water emergencies in disadvantaged 
communities. 

 $10 million General Fund to provide grants or contracts for technical assistance and managerial 
services to designated water systems to achieve compliance with current drinking water 
standards. 
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Water Conservation.  The budget proposes $5.1 million General Fund for the Department of Water 
Resources and $2.7 million General Fund for the SWRCB to implement AB 1668 and SB 606 of 2018 
(Making Water Conservation a California Way of Life).  These funds will be used to adopt and 
implement a regulation establishing new urban water efficiency standards, develop a drought resiliency 
program, expand agricultural water management requirements, and enforce water efficiency 
requirements.  Senate Republicans were right to be concerned by these legislative proposals as they 
placed the state in total and complete control of all urban water supply while mandating water usage 
rates.   
 
Cap and Trade 
 
Cap and Trade Expenditure Plan.  The proposed budget contains $1 billion of funding from Cap and 
Trade revenues for various greenhouse gas (GHG) reduction programs and projects.  The majority of 
the expenditures continue existing programs such as incentives for the purchase of zero emission 
vehicles, replacement of older diesel school buses, forest health projects pursuant to SB 901, and 
projects that provide environmental, health, and economic benefits to disadvantaged communities.  
Funding for the Healthy Soils program has been expanded and new funding for workforce training has 
been added.  The table on the following page summarizes how these funds are allocated by program.   
 
Unfortunately, as with years past, the majority of overall Cap and Trade spending for 2019-20 will 
continue to be directed at programs that have no clear nexus to GHG reductions (High Speed Rail, 
sustainable communities, and transit).  However, at least $268 million is being directed towards 
sustainable forests and agricultural programs that will help reduce greenhouse gas emissions in 
California. Specifically, the measure contains funding for (1) $200 million for healthy forests and 
prescribed burns and thinning projects and (2) $68 million for methane emission reduction, healthy 
soils, and for engine replacements and upgrades that benefit agriculture.  Given the catastrophic fires in 
recent years, millions more should be directed to forest health projects. 
 
The $1 billion makes up the 40 percent of discretionary spending that is annually appropriated in the 
budget.  Under current law, the remaining 60 percent of Cap and Trade revenues ($1.2 billion for fiscal 
year 2019-20) is continuously appropriated for transit, affordable housing, sustainable communities, 
and High Speed Rail. The 60/40 split does not include reserve funds of $75 million, the backfill of the 
State Responsibility Area fire fee ($80 million), or payment of the manufacturers’ sales tax exemption 
($44 million). To date, the state has appropriated approximately $9.3 billion in Cap and Trade revenues. 
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Investment 

Category
Department Program Amount

AB 617 - Community Air Protection $200

AB 617 - Local Air District Implementation

($50 million total, including other funds)
$20

Technical Assistance to Community Groups $10

Clean Vehicle Rebate Project $200

Clean Trucks, Buses, & Off-Road Freight Equipment $132

Enhanced Fleet Modernization Program, School 

Buses & Transportation Equity Projects
$50

Agricultural Diesel Engine Replacement & Upgrades
$25

Healthy & Resilient Forests
$165

Prescribed Fire & Fuel Reduction
$35

Methane Reduction $25

Strategic Grow th Council Transformative Climate Communities $40

Community Services & 

Development
Low -Income Weatherization $10

California Conservation Corps Energy Corps $6

Workforce 

Training
Workforce Development Board Apprenticeships for a Green Economy $27

Climate and 

Clean Energy 

Research

Strategic Grow th Council California Change Research $10

$1,001

Source: Department of Finance 

Short-Lived 

Climate 

Pollutants

Total

Figure RES-01

2019-20 Cap and Trade Expenditure Plan

(Dollars in Millions)

Air Toxic and 

Criteria Air 

Pollutants

Low  Carbon 

Transportation

Climate Smart 

Agriculture

Air Resources Board

Integrated 

Climate Action: 

Mitigation & 

Resilience

Healthy Forests CAL FIRE

Department of Food and 

Agriculture

Healthy Soils

Air Resources Board

$18

CalRecycle Waste Diversion $25

Coastal Commission & SF Bay 

Conservation and Development 

Commission

Coastal Resilience $3
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Energy 
 
 
Key Points 
 

 Electricity is Expensive because of Sacramento Policies. Clean and renewable energy policies 
mandated in California are driving up electricity rates, making California more unaffordable. 

 
Electricity Costs More in California.  Residential electricity rates in California are about 43 percent 
higher than the national average. Commercial and industrial electricity rates have even wider gaps 
compared to national averages at 50 percent and 87 percent, respectively.  These high rates increase 
the cost of comfort in our own homes and drive up the cost of goods and services produced in 
California.  The high cost of living in California means that millions more residents meet the definition of 
living in poverty, according to the Public Policy Institute of California.   
 
Californians Favor Clean Energy but Not the Extra Cost.  Most Californians support development of 
some level of renewable energy resources.  A July 2018 poll by the Public Policy Institute of California 
found that 72 percent of Californians, including 47 percent of Republicans, favored a state requirement 
that California obtain 100 percent of its energy from renewable sources by 2045.  However, the same 
poll found that only half of Californians are willing to pay more for electricity from renewable sources.  
These seemingly conflicting findings suggest that Californians may not be fully aware of how state 
policies already are affecting energy costs.   
 
Energy Policies Drive Up Costs.  Energy policies over the past decade have significantly expanded 
renewable and clean energy mandates.  Over the years, various targets were set for how much energy 
must come from renewable sources.  In 2018, SB 100 (de Leon) was signed into law, mandating that 
100 percent of California’s electricity come from clean sources by 2045.  The chart on the next page 
summarizes legislation passed in 2018 related to energy mandates, incentive programs, reducing 
greenhouse gas (GHG) and other emissions, installing electric vehicle charging stations, and shifting to 
more renewable resources.  The costs shown totaling more than $29 million over the next three 
years are only the administrative costs to get these programs going.  The total cost of these and 
previously implemented programs on Californians is impossible to quantify exactly, but are 
likely to reach billions of dollars in higher costs annually. Consumers pay for these costs, most 
unknowingly, as part of their electric bills. Electricity has become, and will continue to be, 
increasingly more expensive in California because of state imposed renewable energy mandates and 
other environmental policies.  Democrats in Sacramento have not shown any willingness to carefully 
evaluate the costs imposed by these policies and determine whether the benefits outweigh the costs.  
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Department Bill Author Purpose Funded By

2019-20

Cost

2020-21

Cost

2021-22

Cost

Three- 

Year 

Cost

SB 100 De Leon 100 percent clean energy 

by 2045

Businesses $739 $739 $739 $2,217

AB 3232 Friedman Report/assess GHG 

emissions from energy 

sector

Businesses $220 $220 $220 $660

AB 2127 Ting Conduct an assessment of 

electric vehicle charging 

stations

Motorists, vessel 

owners, electricity 

customers

$283 $283 $283 $849

SB 1000 Lara Assess the distribution of 

electric vehicle charging 

stations

Motorists, vessel 

owners, electricity 

customers

$150 $150 $150 $450

SB 100 De Leon 100 percent clean energy 

by 2045

Electricity 

customers

$1,518 $1,518 $465 $3,501

SB 1000 Lara Assess the distribution of 

electric vehicle charging 

stations

Electricity 

customers

$90 $90 $89 $269

AB 2127 Ting Conduct an assessment of 

electric vehicle charging 

stations

Electricity 

customers

$90 $90 $89 $269

AB 3232/

SB 1477

Friedman/

Stern

Report on GHG emissions 

from energy to residential 

and commercial buildings/

implement building 

electrification programs

Electricity 

customers

$1,243 $3,236 $3,028 $7,507

SB 1013 Lara Reduce hydrofluorocarbon 

emissions 

Electricity 

customers

$1,153 $1,153 $0 $2,306

SB 1339 Stern Facilitate the 

commercialization of 

microgrids

Electricity 

customers

$1,963 $1,952 $1,952 $5,867

SB 1131 Hertzberg Incentivize custom energy 

efficiency projects

Electricity 

customers

$789 $784 $784 $2,357

SB 1440/

AB 3187

Hueso/

Grayson

Create biomethane targets 

for gas corporations/

incentivize in-state 

biomethane production

Electricity 

customers

$966 $961 $961 $2,888

Total Three-Year Cost to Administer Energy Policies $29,140

Source: Budget Change Proposals

Administrative Cost of Energy Policies 

Enacted in 2018
(Dollars in Thousands)

California Energy 

Commission

California Public 

Utilities 

Commission
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Pensions and Employee Compensation 
 

Key Points   

 State Employee Pay Keeps Rising.  The budget proposes an additional $1.2 billion for employee 
compensation, with six bargaining units still in need of new contracts for 2019-20. 

 Retirement Costs Continue to Rise Rapidly.  Retirement costs combined would reach 
$12.6 billion in 2019-20 and continue to crowd out resources from other state programs.   

 
Current State Employee Compensation Increases.  The budget includes an additional $1.2 billion 
($605 million General Fund) for employee pay raises and benefits.  The Governor will be negotiating 
with five bargaining units whose contracts end in June or July of 2019. These units include the unions 
for Attorneys and Judges, Correctional Officers, Public Safety, Stationary Engineers, and Psychiatric 
Technicians. Additionally, the contract for Highway Patrol Officers expired in July 2018 and still must be 
renewed.  It is likely that each of these contracts will contain large raises.   
 
Annual Pension Costs Rise Rapidly.  The budget provides $6.8 billion ($3.9 billion General Fund) in 
employer contributions to Public Employee Retirement System (CalPERS) for state employees’ 
retirement costs, including California State University employees.  This is 9.1 percent higher than the 
amount budgeted in 2018-19, compared to growth in state revenue of 3.4 percent.  This means that 
pension contributions will increasingly take up a larger share of state spending.  Estimates from the 
LAO predict that state contributions to CalPERS will increase by about $800 million General Fund by 
the 2022-23 budget, accounting for a combined state contribution of nearly $4.4 billion General Fund at 
that time. 
 
State Teacher Pension Costs Continue to Rise.  The budget provides $3.3 billion General Fund to 
pay for the state’s share of State Teacher Retirement System (CalSTRS) costs.  This is a 7.7 percent 
increase above 2018-19 spending.  By 2022-23 state contributions to CalSTRS will be $4.4 billion, 
42 percent higher than the amount the state is expected to pay in 2018-19.   
 
Retiree Health Care Benefits.  The budget includes $2.3 billion General Fund for health care benefits 
for more than 300,000 state retirees, California State University retirees, and dependents.  Ominously, 
this amount is roughly two-thirds of the state’s costs for all current employee health and dental benefits.  
Current retiree health care benefits continue to be paid out on a “pay-as-you-go” approach, which has 
led to the creation of a $91 billion unfunded liability.  Pre-funding contributions from the state for future 
retirees will provide almost $577 million in the budget year, an increase of 46 percent and the 
prefunding account’s cumulative balance should be about $1.6 billion by the end of 2018-19.   
 
Total State Costs for Retirement Programs.  The Governor’s budget projects that state contributions 
for the various retirement programs combined will reach $12.6 billion in 2019-20, an increase of 
8.2 percent from the current year. This growth rate is more than double the 3.4 percent growth 
projected for state revenue, indicating that these programs will take an increasingly large share of 
overall spending.  (Note that the Governor’s proposals to pay down pension liabilities are discussed on 
page 50.)  
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General Government 
 
 
Key Points 
 
 “Working Family Tax Credit” Expansion Funded With Tax Increases.  The budget proposes to 

expand the state’s Earned Income Tax Credit and rename it the Working Family Tax Credit, to be 
financed through several federal tax “conformity” increases.   

 Backfilling Local Property Taxes for Recent Wildfires.  The Governor’s budget provides 
$31 million from the General Fund in 2019-20 to backfill wildfire-related property tax revenue loss 
for local governments.  

 Eliminating Checks and Balances For Local Debt Issuance.  The budget includes a proposal to 
eliminate altogether the voter approval threshold for debt issuance by local Enhanced Infrastructure 
Financing Districts (EIFDs). 

 Further Funding Provided for 2020 Census.  The budget includes an additional $50 million 
General Fund over three years for statewide outreach and other activities related to the 
2020 Census. Total funding available for census activities would be more than $155 million.  

 Bureaucracy to Fix State Computer Woes?  The budget includes $56 million General Fund and 
50 new state employees for the proposed Office of Digital Innovation. 

 Expanding Paid Family Leave Program.  The budget extends the existing program to six months, 
but does not specify how to pay for unknown costs, which could be in the billions. 

 

Earned Income Tax Credit Expansion Funded With New Taxes.  The budget proposes to expand 
the Earned Income Tax Credit (EITC) program with several eligibility and benefit changes, resulting in a 
significant reduction in General Fund revenue of approximately $1 billion (up from $400 million 
currently). The budget would also rename EITC the “Working Families Tax Credit,” and proposes to pay 
for the program with a tax conformity package intended to bring the state’s tax policies in line with 
recent federal changes. The budget includes the following EITC eligibility and benefit changes: 
 
 Increases the credit by $500 annually for each child under the age of six. 

 Expands the program to include full-time employees making $15 per hour, which would add 
400,000 families onto the program. 

 Modifies the benefit formula to provide additional monies to participants at the higher end of the 
qualified income range. 

 
While providing relief to working California families has been a long-term goal of Senate Republicans, it 
is difficult to understand why Californians and small businesses should pay more to support an 
expanded program while existing General Fund revenues continue to reach record highs. The 
Administration indicates the tax conformity proposal is a starting point for the discussion, and a final 
conformity package would depend on input from the Legislature and the various stakeholders. The 
most significant change would generate more than $1 billion in additional revenue, would affect 
numerous taxpayers, and would limit the amount of business losses claimed as tax deductions to no 
more than $500,000.  The argument that the proposed tax increases are to conform with federal policy 
has never been consistently followed by Sacramento Democrats, who have consistently refused to 
implement such federal tax policies as health savings accounts.  
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Relief for Local Governments Affected By Recent Wildfires.  The budget includes $31 million 
General Fund to backfill wildfire-related property tax loss for local governments affected by the recent 
wildfires in both Northern and Southern California for wildfires in 2015, 2016, 2017, and 2018.  Of the 
$31 million, a large portion will go to Butte County and Lake County ($19.7 million General Fund), with 
the remaining $11.5 million backfilling Los Angeles, Orange, Riverside, Shasta, and Siskiyou counties.  
Commendably, both Butte and Lake counties would receive funds for three years, above and beyond 
the typical one-year backfill.  Senate Republicans applaud the Governor’s proposal to assist these 
communities.  Additionally, wildfire-related property tax revenue loss incurred by K-14 schools is 
generally backfilled under the Proposition 98 funding mechanism. The budget projects K-14 schools will 
incur $19 million in 2019-20 revenue loss, resulting in a corresponding increase in Proposition 98 
General Fund for the budget year. 
 
Budget May Encourage Local Government Debt.  Although the budget proposes to pay off the 
state’s budgetary debt, it also proposes to eliminate altogether the current 55 percent voter approval 
requirement for debt issuance by EIFDs. The EIFDs are utilized by cities and counties to receive tax 
increment funds from local agencies that voluntarily contribute funds for infrastructure development 
within their boundaries. These can be important tools for economic development after the dissolution of 
redevelopment agencies, but eliminating the requirement for voters to weigh in and approve new debt, 
by any voter threshold, for these entities eliminates a vital “check” on the use of public funds.   
 
Additionally, in an attempt to make EIFDs more attractive to local government, the budget proposes to 
pair the EIFD program with the federal Opportunity Zone program, which provides preferential capital 
gains treatment for investments within designated low-income areas. It is unclear whether opportunity 
zone tax preferences used to attract investment will actually benefit distressed communities. 
 
2020 Census Receives Record High Funding. The budget includes an additional $50 million General 
Fund over three years for statewide outreach and other activities related to the 2020 Census. The 
budget also includes $4 million for the California Housing and Population Sample Enumeration survey 
that would identify barriers to a complete count. The funding provided would be in addition to the 
$90.3 million General Fund included in the 2018 Budget Act, and represents a significant increase 
compared to 2010, when the state provided $2 million. When combined with $13 million General Fund 
provided in the 2017-18 budget, the state will have committed $157.3 million General Fund for census 
activities.  As noted in the Legislative Analysts’ Office’s December 13, 2018 report on the 2020 Census, 
California has spent more on the 2020 Census than any other state, and in fact, will spend 200 percent 
more than the next closest state, Maryland. While the proposed level of funding may meet the needs of 
the state, it will be difficult for the Legislature to determine the appropriate level of funding and oversight 
without a cost/benefit analysis that could determine whether or not the state will see a positive return on 
its investment.  
   
Can Yet Another Bureaucracy Fix State IT Problems?  The budget includes $56 million General 
Fund and 50 new state employees for the Governor’s proposed Office of Digital Innovation, a new state 
department with a mission to change the way California approaches service delivery and technology 
investments. The state’s record of repeated failures in implementing IT projects should be an 
embarrassment to the home of Silicon Valley.  However, multiple past attempts to create a more 
effective IT oversight agency have failed, due in part to the majority party’s unwillingness to provide 
department managers with responsibility and then hold them truly accountable for results.  Unless this 
new attempt introduces true accountability to state government, the new Office of Digital Innovation is 
likely to join previous attempts in the e-waste recycling bin.   
 
Significant Family Leave Expansion with No Financing Plan. The 2019-20 Budget proposes 
extending the current Paid Family Leave Program (PFL) from six weeks to six months. The Budget 
does not specify how this expansion will be paid for or when it will be operational, but does mention the 



Senate Republican Fiscal Office  Page 49 
 

creation of a Task Force to consider different options to phase-in and expand PFL recommendations. 
Currently, PFL is funded through an employee payroll contribution--approximately 1.1 percent of up to 
$125,000 of earned income—to the Disability Insurance (DI) Fund. The most recent forecast of the DI 
Fund projected a $4.6 billion surplus at the end of 2020, with an adequacy rate of 54 percent. 
Generally, a DI Fund balance of 25-50 percent of the prior 12 months of disbursement is considered 
adequate to maintain solvency through the cycle of contributions and disbursements. The Task Force 
could propose to use the reserve funds for this expansion, or to increase the employee contribution 
rates or raise the ceiling for taxable income. Although the DI Fund is projected to have an adequacy 
rate of 54 percent in 2020, dipping into this reserve to pay for an extended leave program would be 
risky, since contribution amounts are heavily tied to the health of the economy. Similarly, increasing the 
employee contribution percentage will decrease people’s take-home pay. The Administration could 
consider raising the taxable income ceiling to generate more revenue, but this would be considered a 
payroll tax increase and would likely require a 2/3 vote from the Legislature.  
 
Child Savings Accounts. Governor Newsom’s proposed budget includes $50 million in one-time 
General Fund for pilot projects at First 5 California, local First 5 Commissions, local governments, and 
private charities that increase the number of incoming kindergartners with savings accounts. Governor 
Newsom’s goal is to encourage families to start saving early for college, vocational, or technical school. 
Senate Republicans support the goal of encouraging savings for higher education, but it is not clear 
that this is the best use of the state’s General Fund resources.  First 5 funds that already are dedicated 
solely to young children could fund these projects on their own, at the discretion of county First 5 
commissions, while the state has many other challenges that the General Fund could serve.  For 
example, the Governor’s budget makes only a small new commitment of funds to address California’s 
major risk of catastrophic wildfires, and much more remains to be done to address that challenge.  It is 
also difficult to assess the Governor’s proposal when almost no detail has been provided to date. 
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Debts and Liabilities 
 
 
Key Points 
 
 Eliminating State Budgetary Debt and Deferrals. The budget includes $4 billion to pay off the 

state’s previous budget-balancing loans and deferrals. 

 State Pension and Health Liabilities Still High at $188 Billion.  The state continues to face a 
fiscal challenge with health and pension liabilities. Despite welcome debt reductions proposed in 
this budget, more action is necessary to reduce these liabilities.   

 $10 Billion in Standard Bond and Pension Payments.  The budget would make bond and other 
debt payments totaling $10 billion as currently required under state law. 

 
Eliminating State Budgetary Debt.  The 2019-20 budget proposes a payment of $2.3 billion to 
eliminate the remaining budgetary borrowing from special fund and transportation accounts, a welcome 
approach that will mitigate financial risk.  Additionally, the budget includes $1.7 billion to eliminate 
previous “deferrals” for payroll and PERS that were used as gimmicks to address previous budget 
shortfalls.   
 
Senate Republicans applaud the Governor’s efforts to use the state’s revenue windfall to mitigate 
budgetary risk in preparation for the next recession.  This step means these debts and gimmicks will be 
retired completely for the first time in over a decade.   
 
Reducing State Pension Debts.  The Governor’s budget would take additional commendable steps to 
reduce long-term debts.  It proposes a one-time extra payment of $3.0 billion to the Public Employees’ 
Retirement System (PERS) to reduce the state’s unfunded pension liability, and it would make a 
payment of $1.1 billion to reduce the State Teachers’ Retirement System (STRS) unfunded liability.  
The STRS payment would be part of the $1.8 billion 2019-20 debt reduction made according to 
Proposition 2 requirements.  Furthermore, the budget states an intention to pay down the STRS liability 
by another $1.8 billion through 2022-23.  
 
Pension Liabilities Remain High Even After Proposed Reductions.  The table on the next page 
summarizes the state’s long-term debts and liabilities, which reach an estimated $275 billion for the 
state government.  Local teachers’ pensions and UC liabilities add another $98 billion for a grand public 
debt total of $373 billion.  The majority of the state’s liabilities shown there—$188 billion—are for 
pension and retiree health costs for state employees. Liabilities have continued to grow in recent years 
despite some previous reform efforts as assumptions that are more realistic have been reflected.  
Additionally, steps to pay down the liabilities have been counteracted by the state granting public 
employee unions generous annual pay raises, which increase both current costs and future pension 
liabilities.   
 
Governor Newsom’s proposals to reduce debt are without doubt unprecedented and a commendable 
use for the current revenue surge. Senate Republicans have advocated using the surplus to pay down 
these debts.  The Governor’s administration estimates that the PERS and STRS payments would 
produce combined savings of $14.6 billion over the next three decades.  Unfortunately, these payments 
are small in relation to the $94 billion owed for PERS and STRS as of June 2018, and the retiree health 
obligation adds another $91 billion liability.  While the budget proposals are a good start, more should 
be done in this area while the state has a substantial temporary surplus. 
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2019-20 2020-21 2021-22 2022-23
 

Budgetary Borrowing

Loans from Special Funds $942 $942 -        -        -        -                 

Weight Fee Payments $873 $873 -        -        -        -                 

Pre-Proposition 42 Transportation Loans $236 $236 -        -        -        -                 

Underfunding of Proposition 98 - Settle-Up $211 $211 -        -        -        -                 

  Subtotal $2,262 $2,262 -        -        -        -            

State Retirement Liabilities

State Retiree Health $91,008 $260 $305 $315 $325 $89,803

State Employee Pensions* $58,765 $390 $427 $532 $877 $56,539

Teachers' Pensions (state portion)**** $35,300 $1,117 $802 $615 $345 $32,421

Judges' Pensions $3,277 - - - - $3,277

Deferred payments to CalPERS** -             - - - - -          

  Subtotal $188,350 $1,767 $1,534 $1,462 $1,547 $182,040

Other State Debts

Long-Term Infrastructure (General 

Obligation & Lease-Revenue Bonds)
$82,381 $8,220 -        -        -        $74,161

Suspended Mandate 543 -        -        -        -        $543

Education Mandate 1,100 -        -        -        -        $1,100

  Subtotal $84,024 $8,220 -        -        -        $75,804

State Total Debt $274,636 $12,249 $1,534 $1,462 $1,547 $257,844

Other Public Debts

Teachers' Pensions (non-state portion) $68,168 -        -        -        -        N/A

University of California Liabilities***

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

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

  Subtotal $30,182 -        -        -        -         

Total $372,986 $12,249 $1,534 $1,462 $1,547

*** 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. 

* Unfunded liabilities at start of 2019-20 reflect a $3 bil l ion General Fund supplemental payment to CalPERS proposed for 2018-19. 

** The Governor's revised 2018-19 budget includes $707 mill ion General Fund to fully retire the CalPERS 4th quarter deferral.

Remaining 

Liabilities

Statewide Debts and Liabilities

Estimated Payments(Dollars in Millions)  At Start of 

2019-20

**** Unfunded liabilities at the start of 2019-20 reflect a $3 bil l ion General Fund supplemental payment to CalSTRS proposed for 

2018-19. 

 
 
  
Bond Debt and Proposition 2 Payments.  The January budget includes $10 billion to pay a portion of 
the state’s current bond debts and pension liabilities, as currently required under state law, including 
the following major payments: 
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 $8.2 billion to pay debt service costs for the state’s outstanding and planned general obligation 
and lease revenue bonds in 2019-20, as required by the California Constitution and respective 
debt issuance documents.  At this time, the state currently owes $73.1 billion on outstanding 
general infrastructure bonds and owes $9.3 billion on lease-revenue bonds.  Additionally, there 
are $43 billion of general obligation and lease-revenue bonds ($37 billion and $6 billion 
respectively) that are authorized but not yet issued. As these outstanding bonds are issued, the 
state’s debt service costs will continue to rise. 

 $1.8 billion to pay state liabilities as mandated by Proposition 2, which was approved by the 
voters in November 2014.  All of the Proposition 2 payments in 2019-20 will go towards 
reducing unfunded pension and retiree health liabilities, including $1.1 billion for STRS, as noted 
above. These payments are part of the normal Proposition 2 requirements.   
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	Executive Summary 
	 
	 
	Overview.  Governor Newsom starts his tenure with a one-time General Fund budget surplus of roughly $21 billion.  Fueled by the additional resources, the Governor proposes higher reserves and a wide variety of new expenditures, though most of the spending would be one-time, including significant reductions to debts.  The budget also proposes some ongoing spending increases, primarily in Education and Health and Human Services.  However, the budget does not do enough to protect against catastrophic wildfires
	 
	Governor’s Budget Is Just the Beginning.  The Governor’s budget is just the starting point for state spending each year.  Legislative Democrats will begin to negotiate for more spending from this point forward, meaning that the final budget will probably spend more and save less.  In addition, legislative Democrats have already announced plans for various bills of their own that would spend in excess of $40 billion General Fund annually. It remains to be seen whether Governor Newsom is willing or able to wi
	 
	Record Revenues, but Some Doubts.  Compared to the budget signed in June 2018, General Fund tax revenues are higher by $1.9 billion in the current year and would rise by another $4.7 billion to reach $144 billion in 2019-20. This would set a new record high that is 4.8 percent above the 2018 Budget Act.  However, tax data from December 2018 raise some questions about whether these projections will materialize.  Even so, these revenue increases (which do not include the gas taxes) indicate that the state did
	 
	Expenditures Include One-Time and On-Going Proposals.  General Fund spending would reach $144 billion in the current year, an increase of $5.3 billion from the enacted budget, and would continue at roughly the same level in 2019-20.  Spending from all state funds would reach $209 billion in 2019-20, compared to $201 billion in the enacted 2018-19 budget, a 4 percent increase.  The significant current year increase is driven mostly by one-time payments the Governor proposes to reduce debt.  The Governor clai
	 
	Reducing State Debts.  The Governor’s budget proposes significant reductions to debts and unfunded retiree liabilities: 
	 $4.1 billion to eliminate the remaining budgetary borrowing from special funds and “deferral” gimmicks previously used to address budget shortfalls.   
	 $4.1 billion to eliminate the remaining budgetary borrowing from special funds and “deferral” gimmicks previously used to address budget shortfalls.   
	 $4.1 billion to eliminate the remaining budgetary borrowing from special funds and “deferral” gimmicks previously used to address budget shortfalls.   

	 $3.0 billion to the unfunded liability for the Public Employees’ Retirement System (PERS).  
	 $3.0 billion to the unfunded liability for the Public Employees’ Retirement System (PERS).  

	 $1.1 billion to the State Teachers’ Retirement System (STRS) unfunded liability as part of the required Proposition 2 debt payments.  
	 $1.1 billion to the State Teachers’ Retirement System (STRS) unfunded liability as part of the required Proposition 2 debt payments.  


	 
	Paying off budgetary borrowing is a welcome proposal for the current revenue surge, though the retiree debt payments are small in relation to the overwhelming liabilities for pensions and retiree health, which total $188 billion.  
	 
	Combined Reserves Would Exceed $18 Billion.  The state’s Rainy Day Fund (Proposition 2 of 2014) would grow to $15.3 billion by the end of 2019-20, a balance that is greater than the 10 percent of General Fund revenue set out in the Constitution. This is because the Governor views the past discretionary additional deposits as not counting toward the 10 percent limit, consistent with a Legislative Counsel opinion, which allows a higher balance to remain in the fund (those extra deposits would also not be limi
	 
	The Governor’s budget also includes a discretionary reserve of nearly $2.3 billion and a Safety Net Reserve of $900 million, which would bring total reserves to $18.5 billion when combined with the Rainy Day Fund.  At nearly 13 percent of tax revenues, this combined reserve would be a record high.  
	 
	Welcome Funds for Next Generation 9-1-1.  The Governor appears to have heard Senate Republicans’ concern that last year’s proposed 9-1-1 tax increase was unnecessary given the large budget surplus. As such, his proposed budget would provide $10 million General Fund in 2018-19 and $50 million in 2019-20 to continue upgrading the state’s 9-1-1 system.  However, the budget assumes that legislation restructuring the existing tax will be in effect on January 1, 2020.  Ensuring that appropriate limits, checks, an
	 
	Earned Income Tax Credit Expansion Funded With New Taxes.  The budget proposes to expand the Earned Income Tax Credit (EITC) program to $1 billion (from $400 million) by increasing eligibility and benefits, and would pay for the program with several tax increases. The budget would also rename EITC the “Working Families Tax Credit.”  While providing relief to working California families has been a long-term goal by Senate Republicans, it is difficult to understand why Californians and small businesses should
	 
	Housing and Homelessness.  The budget includes more than $2.2 billion in one-time General Fund to increase the level of housing construction for all income levels and reduce homelessness across the state.  The funding is intended to incentivize local governments to increase housing production, rewarding cities and counties that develop plans and achieve progress on short-term, higher statewide housing goals developed by the Department of Housing and Community Development.  A welcome element of this proposal
	 
	The budget also proposes to withhold transportation funds in an attempt to motivate local governments to work with developers to increase housing through various reforms such as rezoning for density and revamping local processes to speed up production.  Such a punitive measure would be a bait-and-switch with respect to recently hiked transportation taxes.  
	 
	Missed Opportunity for Developmental Services.  The budget does not propose any additional funds to fix the state’s widely recognized problems in delivering adequate community-based services to developmentally disabled individuals.  A provider payment survey due this March is widely expected to demonstrate significant payment shortfalls, and higher payment rates are likely needed.  
	 
	New Income Redistribution in Attempt to Save the Affordable Care Act. Rather than increasing the number of affordable healthcare options for Californians, the Governor’s budget plans on increasing Covered California subsidies to households with incomes between $62,750 and $100,400 (for a family of four) and expands the subsidies to households with incomes between $100,400 and $150,600 (for a family of four). To pay for these subsidies, the Governor wants to impose a new tax “penalty” on 
	Californians that choose not to carry health insurance. The Governor’s budget assumes $500 million in new penalty revenues for 2019-20. 
	 
	Medi-Cal Coverage to All Undocumented Individuals Under Age 26. The Governor’s 2019-20 budget includes $197 million General Fund to expand full-scope Medi-Cal coverage to an estimated 138,000 income-eligible young adults ages 19-25 who are living in the state illegally. California currently covers 250,000 low-income undocumented children 18 and under in the Medi-Cal program.  Funding for the expansion would count in part on redirecting $63 million in local government money that counties now use for health p
	 
	Emergency Preparedness and Response Funding.  The budget proposes to provide CalFire $415 million (Cap and Trade revenues, General Fund, and other special funds) for forest health projects and fire protection enhancements, although most of this amount, including $200 million per year for forest health, was proposed last year.  The total proposal includes fuel reduction projects pursuant to SB 901 (2018), continuation of helicopter replacements, additional aircraft for CalFire, expanded firefighting surge ca
	 
	Property Tax Relief for Fire-Stricken Counties.  To help address communities affected by recent fires, the budget would also provide $31 million to backfill local property taxes, including three years of funds for Butte and Lake counties.  
	 
	Early Childhood Education and Wellness Proposals.  The Governor proposes several augmentations for early childhood education and wellness: 
	 $750 million in one-time General Fund for school districts to provide facilities for full-day kindergarten. 
	 $750 million in one-time General Fund for school districts to provide facilities for full-day kindergarten. 
	 $750 million in one-time General Fund for school districts to provide facilities for full-day kindergarten. 

	 $125 million for first-year funding of a three-year plan to increase full-day, full-year access to state preschool in not-for profit programs to ensure a slot for all eligible low-income four-year-olds. 
	 $125 million for first-year funding of a three-year plan to increase full-day, full-year access to state preschool in not-for profit programs to ensure a slot for all eligible low-income four-year-olds. 

	 $500 million to expand subsidized child care facilities and to fund child care workforce training.   
	 $500 million to expand subsidized child care facilities and to fund child care workforce training.   

	 $105 million (federal and Proposition 56 funds) to provide screenings for adverse experiences and other developmental goals to children.  
	 $105 million (federal and Proposition 56 funds) to provide screenings for adverse experiences and other developmental goals to children.  

	 $109 million (General Fund and federal funds) to expand home visitation programs through CalWORKs and the Black Infant Health program.  
	 $109 million (General Fund and federal funds) to expand home visitation programs through CalWORKs and the Black Infant Health program.  

	 $50 million in one-time General Fund to help launch child savings accounts for post-secondary education, in partnership with local governments and First 5.  
	 $50 million in one-time General Fund to help launch child savings accounts for post-secondary education, in partnership with local governments and First 5.  


	 
	Special Education Funding Increase.  The Governor proposes $576 million for school districts serving high percentages of low-income pupils, English learners, and students with disabilities to supplement services for special education students.   
	 
	Paying Down School Pensions.  Another proposal would make a one-time $3 billion non-Proposition 98 payment to STRS to help reduce schools’ liabilities and mitigate the costs of statutory rate increases for teacher pensions.  There is no doubt that school districts face a significant challenge regarding pensions, though this proposal would seem to make no distinction between districts that have been more or less responsible in their budget decisions.  
	 
	Higher Education Increases.  The Governor proposes a $402 million increase for California Community Colleges, including funds for a one-half percent enrollment increase (about 6,000 students) and an additional $40 million to fully subsidize fees for full-time students’ second year of study.   
	 
	The California State University would see an 8 percent funding increase, including $300 million in ongoing funding and $247 million in one-time funding for deferred maintenance and new on-campus child care facilities.  The Governor would increase University of California funding by 6.9 percent, including $240 million in ongoing funding and $153 million one-time for deferred maintenance and UC extension degree-completion programs.  These levels would fund enrollment growth of 2 percent (more than 7,000 stude
	 
	Student Aid Increases.  In addition to fully funding expected Cal Grant demand, the Governor proposes to supplement Cal Grant awards for students with children.  Cal Grant A awardees (for baccalaureate degrees) would receive an additional award amount of up to $6,000 per year.  Cal Grant B awardees (lower income students for baccalaureate degrees) would see their award increase by over $4,300 more per year, for a total of $6,000 annually.  Cal Grant C awardees (career or technical programs) would receive an
	 
	Proposition 98 Education.  Proposition 98 funding for K-14 education would grow from $77.9 billion in 2018-19 to $80.7 billion in 2019-20.  Proposition 98 spending per pupil would increase by $435 to exceed $12,000, and per-pupil spending from all sources would exceed $17,000.  The K-12 local control funding formula would grow by $2 billion, reflecting a 3.46 percent cost of living adjustment.   
	 
	Immigration Issues.  The Governor’s budget includes several components related to immigration issues:  
	 $25 million General Fund for an “immigration rapid response team” to provide services at the border. 
	 $25 million General Fund for an “immigration rapid response team” to provide services at the border. 
	 $25 million General Fund for an “immigration rapid response team” to provide services at the border. 

	 $75 million General Fund for immigration services such as assisting applicants for naturalization or Deferred Action for Childhood Arrivals.  
	 $75 million General Fund for immigration services such as assisting applicants for naturalization or Deferred Action for Childhood Arrivals.  

	 $17 million to fund legal services for “undocumented and immigrant” students, faculty, and staff at California’s public colleges and universities. 
	 $17 million to fund legal services for “undocumented and immigrant” students, faculty, and staff at California’s public colleges and universities. 


	 
	Paid Family Leave.  The 2019-20 budget proposes extending the Paid Family Leave program from six weeks to six months, but does not identify a way to pay for it.  The uncertainty of the funding source is concerning, particularly if the Governor eventually proposes an increase in employee contribution rates, which would decrease take-home pay for most Californians.  
	 
	CalWORKs Grant Increases.  Building off the 2018-19 budget, which increased CalWORKs grants by ten percent, the Governor’s proposal raises grant levels to 50 percent of the federal poverty line—a total grant increase of 25 percent when combined with the 2019-19 budget increases. 
	 
	Budget May Encourage Local Government Debt.  The budget proposes to eliminate the current 55 percent voter approval requirement for debt issuance by Enhanced Infrastructure Financing Districts, resulting in no voter approval required. The districts facilitate tax increment funds for infrastructure development within their boundaries. These can be important tools for economic development after the dissolution of redevelopment agencies, but eliminating the voter threshold altogether removes a vital “check” on
	 
	Another Attempt at a New Drinking Water Tax.  The Governor is using a budget proposal from the past Administration to establish new taxes to support a safe drinking water program.  Unfortunately, this program is based upon the framework of SB 623 (Monning) of 2017, which mandates a new water connection tax, fertilizer tax, and milk tax to raise $140 million to $220 million annually.  At this time, the total number of unsafe drinking water systems statewide is unknown, and a tax increase amid the current sur
	 
	Funding Proposed to Disarm Prohibited Felons.  Since March 2015, Senate Republicans have been calling for the Department of Justice to explain its lack of progress toward eliminating the backlog of felons and other dangerous individuals identified by the Armed Prohibited Persons System (APPS) as illegally possessing firearms.  The budget includes a request for $5.6 million General Fund for APPS workload, though no details have been provided on how the funding would be used. 
	 
	Bail Reform Law in Holding Pattern.  The budget includes $75 million for pilot projects in several trial courts aimed at building on previous efforts to improve pretrial risk assessment and developing best practices.  SB 10 (Hertzberg, 2018), which ends the state’s money bail system and replaces it with a system of pretrial risk assessment, is on hold, having been referred to the November 3, 2020 ballot for approval by the voters.  The proposed funding would help the courts prepare for implementation of SB 
	 
	 
	 
	Tax Revenues 
	 
	 
	Key Points 
	 
	 Windfall Revenues. The Governor’s budget estimates that cumulative General Fund taxes will be $8.1 billion higher over a three-year period than expected when the current budget was signed in June 2018.  
	 Windfall Revenues. The Governor’s budget estimates that cumulative General Fund taxes will be $8.1 billion higher over a three-year period than expected when the current budget was signed in June 2018.  
	 Windfall Revenues. The Governor’s budget estimates that cumulative General Fund taxes will be $8.1 billion higher over a three-year period than expected when the current budget was signed in June 2018.  

	 Potential Recession Effect.  The Governor and the Legislative Analyst’s Office both warn that a recession could lower revenues by between $47 billion to $70 billion over three years.  
	 Potential Recession Effect.  The Governor and the Legislative Analyst’s Office both warn that a recession could lower revenues by between $47 billion to $70 billion over three years.  

	 Unnecessary Taxes Proposed.  Despite the current record-high revenues, the Governor proposes to increase taxes by more than $1 billion annually to pay for small water drinking water systems and expanded family tax credits combined.  
	 Unnecessary Taxes Proposed.  Despite the current record-high revenues, the Governor proposes to increase taxes by more than $1 billion annually to pay for small water drinking water systems and expanded family tax credits combined.  


	 
	General Fund Revenue Windfall Projected.  The Governor's budget projects that General Fund revenues will reach $139.7 billion in 2018-19 and then rise by another $4.7 billion in 2019-20 to reach $144.4 billion.  This would set a new record high that is 4.9 percent above the 2018 Budget Act level. (Note that these tax revenues do not include the new gas and car taxes, which are considered special fund revenues).   
	 
	Compared to June 2018, when the current budget was signed, General Fund revenue estimates are up by $8.1 billion over the three years from 2017-18 through 2019-20.  Nearly $7.5 billion of this shift is the result of higher personal income taxes, which are higher due to stock-related capital gains and wage growth among higher earners.   
	 
	Revenue Projections Risky.  The Governor’s forecast was prepared prior to the stock market drop of the past three months, which raises a greater risk that the budget may be overestimating personal income tax revenues.  In addition, the State Controller recently reported that revenues through December 2018 were $2.5 billion less than assumed in the 2018 Budget Act, and it is not clear yet whether that difference will be made up in coming months.  This contrasts with the Governor’s forecast that revenues will
	 
	The state’s reliance on a small group of taxpayers continues to make it difficult to project tax revenues accurately.  Personal income taxes comprise about 69 percent of all General Fund taxes, and the top 1 percent of households pay nearly half of personal income taxes (46 percent in 2016, the most recent year of data). This means that a relative handful of households pays nearly one-third of all General Fund tax revenues.   
	 
	Administration’s Forecast Similar to LAO’s.  The Governor’s revenue forecast is largely similar to the projections published by the Legislative Analyst’s Office (LAO) in November 2018.  This similarity is a departure from the common practice during the Brown administration, when the Governor’s estimates typically were significantly lower than the LAO’s.  The Governor’s lower projections formed the basis of the budget, which in effect provided an additional cushion against overspending resources.   
	 
	Both the LAO and the Governor forecasted example scenarios in which a recession begins. The LAO’s example recession would begin in 2020-21.  The chart on the following page compares revenues under the two LAO scenarios and the Governor’s forecast.  In the LAO’s recession scenario, revenues would drop $47 billion below the Governor’s estimates for a three-year period from 2020-21 to 2022-23.  The 
	Governor did not provide specific revenue estimates for each year of a recession scenario, but he noted that a moderate recession in 2019-20 would reduce revenue by $70 billion over three years.  
	 
	 
	 
	 
	InlineShape

	 
	 
	Unnecessary New Taxes Proposed.  Despite the record-setting taxes from existing sources, the Governor’s budget proposes new taxes or revenues in three areas: 
	 Various Taxes to Pay for Water Systems. Between $140 million and $220 million combined on water connections, fertilizer, and milk to pay for operating small drinking water systems.  These taxes failed to pass in 2018.   
	 Various Taxes to Pay for Water Systems. Between $140 million and $220 million combined on water connections, fertilizer, and milk to pay for operating small drinking water systems.  These taxes failed to pass in 2018.   
	 Various Taxes to Pay for Water Systems. Between $140 million and $220 million combined on water connections, fertilizer, and milk to pay for operating small drinking water systems.  These taxes failed to pass in 2018.   

	 Tax “Conformity” Changes to Pay for Family Credit.  Over $1 billion in various tax increases to match federal standards.  The largest change would limit the amount of business losses that could be claimed as tax deductions to no more than $500,000.  The Newsom administration argues that these tax conformity changes would pay for the expanded Earned Income Tax Credit, which would be renamed the Working Family Tax Credit.   
	 Tax “Conformity” Changes to Pay for Family Credit.  Over $1 billion in various tax increases to match federal standards.  The largest change would limit the amount of business losses that could be claimed as tax deductions to no more than $500,000.  The Newsom administration argues that these tax conformity changes would pay for the expanded Earned Income Tax Credit, which would be renamed the Working Family Tax Credit.   

	 Individual Mandate Penalty Revenues. The budget assumes roughly $500 million in penalty revenue will be collected from reinstating a health insurance individual mandate, which the Governor proposes to use for expanded subsidies for Covered California policies.   
	 Individual Mandate Penalty Revenues. The budget assumes roughly $500 million in penalty revenue will be collected from reinstating a health insurance individual mandate, which the Governor proposes to use for expanded subsidies for Covered California policies.   


	These new taxes are discussed in more detail on page 19 (individual mandate), page 41 (water), and page 47 (family tax credit).  Given the state’s massive surplus and that California taxpayers are already dealing with $17 billion in combined tax increases that began during Governor Brown’s tenure, there is simply no reason to raise taxes again.  Priorities like clean drinking water and tax credits for working families, both of which enjoy broad bipartisan support, should be funded through existing resources
	Expenditures 
	 
	 
	Summary of Key Points 
	 
	 Surplus Spent Mostly on One-Time Spending Proposals.  One-time proposals make up most spending items from the roughly $21 billion surplus. The Governor proposes $16 billion in one-time spending over two years, including significant reductions to debt.  
	 Surplus Spent Mostly on One-Time Spending Proposals.  One-time proposals make up most spending items from the roughly $21 billion surplus. The Governor proposes $16 billion in one-time spending over two years, including significant reductions to debt.  
	 Surplus Spent Mostly on One-Time Spending Proposals.  One-time proposals make up most spending items from the roughly $21 billion surplus. The Governor proposes $16 billion in one-time spending over two years, including significant reductions to debt.  

	 On-Going Spending Proposals.  The budget also proposes $2.7 billion in ongoing program expansions, primarily in Education and Health and Human Services.   
	 On-Going Spending Proposals.  The budget also proposes $2.7 billion in ongoing program expansions, primarily in Education and Health and Human Services.   


	 
	Downward Revisions Offset by One-Time Spending.  General Fund spending would reach $144 billion in the current year, an increase of $5.4 billion (3.9 percent) from the enacted budget, and would remain roughly flat at $144 billion in 2018-19.  The appearance of flat spending in 2019-20 is the result of $9.4 billion in one-time spending (according to the Governor) that would occur in the current year, including reductions to debt.   
	 
	Setting aside these one-time items, however, spending would actually decrease by 2.9 percent in the current year.  The largest current year adjustment is a $2.4 billion decline projected for Medi-Cal, where enrollment is below projections but more significantly, certain large pharmaceutical expenses did not materialize as anticipated last year.  Proposition 98 spending for the current year is also projected to be lower than budgeted by about $500 million General Fund.  
	 
	The table below summarizes state spending by government agency and the changes compared to the 2018 Budget Act.  
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	Surplus Primarily Spent on One-Time Items.  The Governor and Legislative Analyst’s Office (LAO) both estimate a one-time surplus of roughly $21 billion, though the LAO estimate is slightly lower than 
	the Governor’s ($20.6 billion instead of $21.4 billion).  The Governor’s claim that 86 percent of proposed spending is one-time may be slightly overstated because it does not account for phased-in growth of spending, but it appears likely nonetheless that the one-time share is well over three-fourths of the total.  The Governor proposes to use the surplus in the following broad categories:  
	 
	 $9.7 billion for debt reduction. 
	 $9.7 billion for debt reduction. 
	 $9.7 billion for debt reduction. 

	 $5.1 billion for short-term program spending. 
	 $5.1 billion for short-term program spending. 

	 $3.0 billion for discretionary reserves. 
	 $3.0 billion for discretionary reserves. 

	 $2.7 billion initially for on-going spending, which is likely to grow by several hundred million dollars or more in future years.    
	 $2.7 billion initially for on-going spending, which is likely to grow by several hundred million dollars or more in future years.    


	 
	Significant Ongoing Spending as Well.  The roughly $2.7 billion in ongoing General Fund spending is primarily focused in Health and Human Services and Education.  Key examples include the following: 
	 
	 $584 million for the In-Home Supportive Services Program. 
	 $584 million for the In-Home Supportive Services Program. 
	 $584 million for the In-Home Supportive Services Program. 

	 $348 million to increase CalWORKs grants. 
	 $348 million to increase CalWORKs grants. 

	 $540 million combined for the University of California and the California State University.  
	 $540 million combined for the University of California and the California State University.  

	 $134 million to expand Medi-Cal access to undocumented adults up to age 26.  
	 $134 million to expand Medi-Cal access to undocumented adults up to age 26.  


	 
	Other Spending Also Rises.  While the General Fund typically dominates budget discussions, federal and other funds play a much more significant role today than in past decades.  Total spending from state funds would reach $209 billion in 2019-20, about a 4 percent increase from the current year’s revised budget.  As shown in the table below, the General Fund now accounts for only about 46 percent of total spending. State “special” funds, such as the gas tax, account for 21 percent of the total budget, while
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	Federal Funds Risk Lower for Now.  The state continues to rely heavily on the federal government for its budget.  The Medi-Cal program receives the largest share of federal funds by far.  Over $66 billion, or 63 percent, of the state’s $105 billion in federal funds flows to Medi-Cal, which also makes up most 
	of the nearly $77 billion in federal funds that the state receives for Health and Human Services, as shown in the table above.  The risk that California would lose federal funds seems to ebb and flow somewhat, but clearly California has a lot to lose. 
	 
	Recent Spending Increases Create Budget Pressure.  California voters were told in 2012 and 2016 that tax increases were necessary to avoid reductions to education spending, and those voters subsequently approved Proposition 30 and Proposition 55 tax hikes.  Democrats told voters in 2017 that taxes were necessary to pay for road repairs. However, rather than merely spending on these programs, Sacramento Democrats launched new programs and major expansions totaling billions of dollars annually in General Fund
	 
	Governor’s Budget Could Be Just the Beginning.  The Governor’s budget is just the starting point for state spending each year.  Legislative Democrats will begin to negotiate for more budgetary spending from this point forward, meaning that the final budget will probably have more ongoing spending than this proposal.  In addition, legislative Democrats have already announced plans for various bills of their own that would spend in excess of $40 billion General Fund annually. It remains to be seen whether Gov
	 
	 
	 
	 
	 
	 
	Budget Reserves 
	 
	 
	Key Points 
	 
	 Revised View of Voluntary Reserve Deposits.  Adopts a new view that the state’s previous voluntary deposits to the Rainy Day Fund are not subject to constitutional limits on the fund balance or withdrawals.  
	 Revised View of Voluntary Reserve Deposits.  Adopts a new view that the state’s previous voluntary deposits to the Rainy Day Fund are not subject to constitutional limits on the fund balance or withdrawals.  
	 Revised View of Voluntary Reserve Deposits.  Adopts a new view that the state’s previous voluntary deposits to the Rainy Day Fund are not subject to constitutional limits on the fund balance or withdrawals.  

	 Record Balance for Rainy Day Fund.  Proposes to increase the Rainy Day Fund balance to a record $15.3 billion, or 10.5 percent of revenues. 
	 Record Balance for Rainy Day Fund.  Proposes to increase the Rainy Day Fund balance to a record $15.3 billion, or 10.5 percent of revenues. 

	 Other Reserves Contribute to Record Reserves.  Includes additional reserves of $900 million in the Safety Net Reserve and $2.3 billion in the discretionary reserve, creating a combined total of $18.5 billion from all reserves.  
	 Other Reserves Contribute to Record Reserves.  Includes additional reserves of $900 million in the Safety Net Reserve and $2.3 billion in the discretionary reserve, creating a combined total of $18.5 billion from all reserves.  


	 
	In November 2014, California voters overwhelmingly approved Proposition 2 to establish meaningful Rainy Day Fund (RDF) requirements in the state constitution. Proposition 2 establishes a constitutional limit of 10 percent of tax revenues deposited into the RDF, and limits the amounts and purposes for withdrawing funds.   
	 
	The table below summarizes the projected deposits and balance for the RDF.  Notably, about 72 percent or $9.1 billion of the combined Rainy Day deposits through 2022-23 results from the up-front 1.5 percent set-aside that Republicans negotiated in the development of Proposition 2, a consistent source of funding for the state’s most secure savings account.   
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	Revised View of Voluntary Reserve Deposits.  During the Brown administration, the state made voluntary extra deposits into the RDF in 2016-17 and 2018-19, which helped raise the balance to meet the constitutional 10 percent limit more quickly.  Governor Brown held the legal view that these voluntary deposits were subject to the same legal restrictions as RDF deposits required by constitutional budget formulas.  The Newsom administration is adopting a different view, namely that those voluntary deposits are 
	not count against the 10 percent cap and may be withdrawn without restrictions.  A Legislative Counsel opinion obtained by Assembly Republicans in September 2018 supports this revised view.  
	 
	Record Balance for the Rainy Day Fund.  The RDF balance was scheduled to reach the 10 percent limit in 2018-19 under the view that the voluntary deposits counted toward that limit.  However, the revised viewpoint taken by Governor Newsom means that the RDF can grow past the 10 percent limit.  Thus, the January budget includes the full deposit of $1.8 billion into the RDF that Proposition 2 requires, bringing the balance to $15.3 billion, which is equal to 10.5 percent of revenues.  When considering the fund
	 
	Additional Reserves Push State to New Record.  The Governor’s budget also includes a deposit of $700 million to the Safety Net Reserve, an account first authorized by the 2018-19 budget, bringing that balance to $900 million.  The state’s discretionary reserve would also have a balance of nearly $2.3 billion, which would bring total reserves to $18.5 billion when combined with the other two balances.  At 12.5 percent of tax revenues, this combined reserve would be a record high.  
	 
	Debt Reduction to Focus on Pensions and Retiree Health.  The $1.8 billion debt payment required by Proposition 2 for 2019-20 would go toward reducing state pensions for teachers and other employees, as well as to reducing retiree health liabilities.  The administration plans to use all debt reduction payments in this forecast for these purposes as well, since past budget-balancing borrowing would be eliminated using one-time General Fund resources.  These debts are discussed further on page 50.  
	 
	Infrastructure Spending Delayed.  Since the 2018-19 budget assumed that the RDF would reach its 10 percent maximum, it also projected that the state would begin using new “excess” Proposition 2 funds for infrastructure spending totaling nearly $1 billion in 2019-20.  The Newsom administration’s revised viewpoint means that any infrastructure spending from Proposition 2 would be delayed until 2022-23, when $474 million is now projected for that purpose (assuming that there is no recession that requires withd
	 
	 
	 
	 
	 
	   
	 
	 
	 
	Housing & Homelessness 
	 
	 
	Key Points 
	 
	 Incentivizing Local Government to Build More. The budget proposes $750 million in one-time General Fund in an attempt to incentivize local jurisdictions to meet new, higher, short-term housing production goals. 
	 Incentivizing Local Government to Build More. The budget proposes $750 million in one-time General Fund in an attempt to incentivize local jurisdictions to meet new, higher, short-term housing production goals. 
	 Incentivizing Local Government to Build More. The budget proposes $750 million in one-time General Fund in an attempt to incentivize local jurisdictions to meet new, higher, short-term housing production goals. 

	 Moving From Advisor to Enforcer. The budget proposes to revamp the state’s Regional Housing Needs Assessment process, shifting the Department of Housing and Community Development’s (HCD) role from advisory to one of overseeing and enforcing statewide housing goals. 
	 Moving From Advisor to Enforcer. The budget proposes to revamp the state’s Regional Housing Needs Assessment process, shifting the Department of Housing and Community Development’s (HCD) role from advisory to one of overseeing and enforcing statewide housing goals. 

	 Housing Construction For All Income Levels. The budget proposes $500 million in one-time General Fund to increase development of housing for moderate-income households. The budget also proposes to expand the State Housing Tax Credit Program.  
	 Housing Construction For All Income Levels. The budget proposes $500 million in one-time General Fund to increase development of housing for moderate-income households. The budget also proposes to expand the State Housing Tax Credit Program.  

	 Utilizing State Property For Housing Development. The budget proposes to utilize excess state property to entice affordable housing developers to build demonstration projects on the property. 
	 Utilizing State Property For Housing Development. The budget proposes to utilize excess state property to entice affordable housing developers to build demonstration projects on the property. 

	 Funding From New Bonds and Real Estate Tax Continues. The budget includes $1.2 billion for affordable housing and shelter programs from recently approved bonds and the real estate tax. 
	 Funding From New Bonds and Real Estate Tax Continues. The budget includes $1.2 billion for affordable housing and shelter programs from recently approved bonds and the real estate tax. 

	 Additional $500 Million for Homelessness. The budget proposes $500 million in one-time General Fund for homelessness planning and services, along with greater accountability measures.  
	 Additional $500 Million for Homelessness. The budget proposes $500 million in one-time General Fund for homelessness planning and services, along with greater accountability measures.  

	 Streamlined Environmental Regulations.  The homelessness proposal includes a streamlined process under the California Environmental Quality Act (CEQA) for emergency shelters and navigation centers, consistent with process approved in recent years for various stadiums. 
	 Streamlined Environmental Regulations.  The homelessness proposal includes a streamlined process under the California Environmental Quality Act (CEQA) for emergency shelters and navigation centers, consistent with process approved in recent years for various stadiums. 


	 
	Housing 
	 
	Increasing the supply of housing is necessary to address the high cost and severe shortage of homes. The chart on the next page (from the Terner Center for Housing and Innovation at UC Berkeley) paints a startling picture of just how expensive it is for developers to build multifamily and single family homes in California. Developer fees are adding tens of thousands of dollars to the costs of construction, and these costs drive up the overall cost of a home. The Governor’s January budget does not include sp
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	Attempting to Incentivize with the “Carrot” and “Stick” Approach. The Administration includes $750 million in one-time General Fund to incentivize local governments to jump start housing production. The HCD would establish higher, short-term housing goals for new housing production, with the state providing $250 million to help local governments develop regional plans for achieving the short-term goals. If progress is made (the determination of what constitutes progress is still to be determined), local gov
	 
	While proposing a “carrot” in the form of new funding could increase participation, the budget also includes the threat of linking housing production to certain transportation funds, a “stick” intended to motivate local governments to work with developers to increase housing. Although the Governor does not propose specific statutory changes that would reduce the costs of production, the budget seeks to drive local reforms, such as rezoning for density and revamping local processes, with the promise and thre
	 
	Regional Housing Needs Assessment Reforms. The budget proposes to revamp the Regional Housing Needs Assessment (RHNA) process. The RHNA determines the amount and type of housing needed to meet statewide goals. Moving from an advisory role, HCD would oversee and enforce housing goals and production, a major shift in its responsibility that could provide a higher level of accountability, requiring local jurisdictions to meet their long-term housing production goals.  However, 
	a balance must be struck between local control and the need to meet housing goals, and the details of this proposal will need to be carefully evaluated.  
	 
	Housing Crisis More Than Just Low Income Affordability. The January 2019-20 budget includes $500 million in one-time General Fund for the California Housing Finance Agency to expand its Mixed-Income Loan Program, which provides loans for mixed-income housing developments. The budget also expands the State Housing Tax Credit program, which works in conjunction with two federal tax credit programs to reduce a project’s funding gap. Part of the funding ($300 million) is targeted at new construction projects th
	 
	Innovative Use Of Surplus State Property. The January 2019-20 budget proposes to use excess state property for affordable housing demonstration projects.  The program would use a competitive process to select developers who would receive low-cost, long-term leases of excess state property for development.  The proposal has merit, but the devil will be in the details.  It could provide opportunities for project completion in an expeditious manner while reducing overall project costs, a combination that could
	 
	Housing Bonds and Other Ongoing Housing Funding. The January 2019-20 budget includes $1.2 billion from recent housing legislation that provides an ongoing source of funding for affordable housing and emergency shelter construction, as follows: 
	 
	 $526 million for the Veterans and Affordable Housing Bond Act of 2018 (SB 3), which requires programs funded with bond proceeds to give preference to projects where all construction workers will be paid at least the general prevailing wage rate.  
	 $526 million for the Veterans and Affordable Housing Bond Act of 2018 (SB 3), which requires programs funded with bond proceeds to give preference to projects where all construction workers will be paid at least the general prevailing wage rate.  
	 $526 million for the Veterans and Affordable Housing Bond Act of 2018 (SB 3), which requires programs funded with bond proceeds to give preference to projects where all construction workers will be paid at least the general prevailing wage rate.  

	 $400 million for the No Place Like Home program, approved in November 2018, which dedicates $2 billion in bond funds to provide supportive multifamily housing for individuals experiencing mental illness who are homeless or at risk of homelessness. 
	 $400 million for the No Place Like Home program, approved in November 2018, which dedicates $2 billion in bond funds to provide supportive multifamily housing for individuals experiencing mental illness who are homeless or at risk of homelessness. 

	  $277 million from SB 2 (Atkins), the Building Homes and Jobs Act, which established a tax for affordable housing through a $75 tax on real estate transaction documents. While the goals of this program may be supportable, the current General Fund surplus demonstrates that California did not need another tax to pay for priority programs.  
	  $277 million from SB 2 (Atkins), the Building Homes and Jobs Act, which established a tax for affordable housing through a $75 tax on real estate transaction documents. While the goals of this program may be supportable, the current General Fund surplus demonstrates that California did not need another tax to pay for priority programs.  


	 
	Homelessness 
	 
	Greater Accountability for Homelessness Funding. The January 2019-20 budget includes $500 million in one-time General Fund (consistent with funding provided in 2018-19) for temporary housing intended to reduce homelessness. Local jurisdictions that establish joint regional plans would be eligible to receive $300 million in grant funds, which must be used for expanding or developing shelters and navigation centers. These funds would be distributed as follows: 
	 
	 $200 million distributed to federally designated areas (Continuums of Care), 
	 $200 million distributed to federally designated areas (Continuums of Care), 
	 $200 million distributed to federally designated areas (Continuums of Care), 

	 $100 million distributed to the eleven most populous cities in the state.  
	 $100 million distributed to the eleven most populous cities in the state.  


	 
	Once the Homeless Coordinating and Financing Council determines that progress has been made (the specific performance criteria for these milestones has to be determined), local governments would be eligible for an additional $200 million that could be used for general purposes.  
	 
	Commendable Streamlining for Environmental Regulations.  A welcome element of the Governor’s homelessness proposal would streamline CEQA regulations for emergency shelters and navigation centers.  Senate Republicans agree that CEQA reforms are necessary—the state has provided exemptions through individual bills for selected sports arenas, as Governor Newsom commented during his budget press conference.  Arguably, CEQA reform is needed for a broader range of projects than just homeless facilities, but the Go
	 
	Cities are responsible for the zoning and siting of housing, and counties are responsible for linking homeless individuals to health and social services. Senate Republicans are encouraged to see the Governor propose changes that could potentially begin to address local barriers with a multi-pronged approach that includes critical changes, such as CEQA exemptions and incentivizing local governments to build both permanent and temporary housing.  Rewarding local efforts that focus on coordination and cooperat
	 
	Significant Investment in Fighting Homelessness and Increasing Housing. The Governor’s 2019-20 budget includes $7.7 billion across multiple departments and programs to address housing and homelessness throughout the state, once Governor Newsom’s proposals are added to existing programs. The chart on the following page provides the 2019-20 proposed funding and program details, as follows: 
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	Health 
	 
	 
	Key Points 
	 
	 Reinstated Mandate Would Impose Tax Penalty. The state would collect $500 million in new tax penalties from Californians who fail to adhere to a proposed reinstatement of an individual mandate to carry health insurance.   
	 Reinstated Mandate Would Impose Tax Penalty. The state would collect $500 million in new tax penalties from Californians who fail to adhere to a proposed reinstatement of an individual mandate to carry health insurance.   
	 Reinstated Mandate Would Impose Tax Penalty. The state would collect $500 million in new tax penalties from Californians who fail to adhere to a proposed reinstatement of an individual mandate to carry health insurance.   

	 Healthcare Coverage Subsidies to Prop Up Covered California. Rather than expand Covered California’s insurance choices to lower costs, the budget uses revenues from the new mandate penalties to subsidize Covered California purchases in households earning up to $150,000 a year. 
	 Healthcare Coverage Subsidies to Prop Up Covered California. Rather than expand Covered California’s insurance choices to lower costs, the budget uses revenues from the new mandate penalties to subsidize Covered California purchases in households earning up to $150,000 a year. 

	 Medi-Cal Coverage to Undocumented Young Adults. Income-eligible young adults ages 19-25 who are living in the state illegally would have full Medi-Cal benefits.   
	 Medi-Cal Coverage to Undocumented Young Adults. Income-eligible young adults ages 19-25 who are living in the state illegally would have full Medi-Cal benefits.   

	 Moving Toward “Single-Payer” Prescription Drug Purchasing. Pharmaceutical purchases for Medi-Cal and other state departments would consolidate into bulk purchasing programs. 
	 Moving Toward “Single-Payer” Prescription Drug Purchasing. Pharmaceutical purchases for Medi-Cal and other state departments would consolidate into bulk purchasing programs. 


	 
	New State Individual Mandate and Tax Penalty. Governor Newsom’s proposed budget imposes a new mandate on all Californians to retain health insurance coverage. Conceptually similar to the recently repealed federal individual mandate originally imposed in the Affordable Care Act (ACA), failure to comply with this new state mandate will result in a new state income tax penalty collected by the Franchise Tax Board. Based upon prior IRS collections of the federal individual mandate penalty, the administration es
	 
	Subsidies Rather Than Reform at Covered California. Since its inception in 2014, Covered California, the state’s ACA healthcare exchange, has offered healthcare insurance policies that have increasingly become too costly for many Californians. Partly the result of decisions by the Democrats to limit Covered California to benefit-rich plans over cheaper, narrower alternatives, this has resulted in many Californians deciding to either reluctantly purchase policies with ever-increasing premiums and deductibles
	 
	The Governor wants the state to add a subsidy for households currently getting federal subsidies—those with incomes between $62,750 (for a family of four) or 250% of the federal poverty level (FPL) and $100,400 (400% of FPL). In addition, the Governor wants to create a new subsidy for households that earn too much for federal subsidies—those with incomes between $100,400 for a family of four (400% of FPL) and $150,600 (600% of FPL). Senate Republicans question the fairness of increasing the tax burden on st
	 
	Absent Eligibility Expansion, Medi-Cal Caseload is Down Slightly.  The Administration estimates that due to the strength of the state’s economy, Medi-Cal, the state’s Medicaid health care coverage program for low-income individuals, has experienced a gradual enrollment decline from 13.3 million Californians in 2017-18 to 13.2 million in 2018-19. Absent any new eligibility changes, the caseload would further drop to 13.1 million in 2019-20, but with the Governor’s proposed expansion to undocumented young adu
	 
	Medi-Cal Coverage to All Undocumented Individuals Under Age 26. The Governor’s budget includes $197 million General Fund to expand full-scope Medi-Cal coverage to an estimated 138,000 income-eligible young adults ages 19-25 who are living in the state illegally. California currently covers 250,000 low-income undocumented children 18 and under in the Medi-Cal program. Funding for the expansion would count in part on redirecting $63 million in local government money that counties now use for health programs. 
	 
	Consolidating Prescription Drug Purchasing. On his first day in office, Governor Newsom signed an executive order to transition all pharmacy services within the Medi-Cal program from managed care into a carved-out fee-for-service benefit statewide. While the Governor’s budget does not score any savings or costs in 2019-20 from undertaking this action, the Administration estimates future savings of hundreds of millions each year by negotiating better drug prices for all Medi-Cal beneficiaries rather than rel
	 
	Tobacco Tax Revenues Used for Additional Supplemental Provider Payments. Unlike Governor Jerry Brown, Governor Newsom agrees with Senate Republicans and proposes to use the entirety of the Proposition 56 tobacco tax revenues allocated to Medi-Cal to supplement rather than supplant General Fund. The 2019-20 proposed budget allocates the $1.05 billion in total Proposition 56 funds as follows: 
	 
	 $769.5 million to continue previous uses including supplemental payments to various providers and permanent provider rate increases for home health agencies, private duty nursing, and for the pediatric day health centers secured by Senate Republicans in 2018. 
	 $769.5 million to continue previous uses including supplemental payments to various providers and permanent provider rate increases for home health agencies, private duty nursing, and for the pediatric day health centers secured by Senate Republicans in 2018. 
	 $769.5 million to continue previous uses including supplemental payments to various providers and permanent provider rate increases for home health agencies, private duty nursing, and for the pediatric day health centers secured by Senate Republicans in 2018. 

	 $180 million for a new incentive payment program for providers to hit certain behavioral health, prenatal/post-partum, and chronic disease management goals.   
	 $180 million for a new incentive payment program for providers to hit certain behavioral health, prenatal/post-partum, and chronic disease management goals.   

	 $52.5 million for new early developmental and trauma screenings. 
	 $52.5 million for new early developmental and trauma screenings. 

	 $50 million for a new supplemental payment program for family planning providers.  Federal Medi-Cal rules would prevent these funds from subsidizing abortions directly, but they would be available for other services provided by abortion clinics such as Planned Parenthood.   
	 $50 million for a new supplemental payment program for family planning providers.  Federal Medi-Cal rules would prevent these funds from subsidizing abortions directly, but they would be available for other services provided by abortion clinics such as Planned Parenthood.   


	 
	One-Time General Fund Investments in Mental Health. Senate Republicans have made funding mental health a top healthcare priority. The Governor’s proposed budget makes the following promising new one-time expenditures in mental healthcare funding: 
	 
	 $100 million for counties to provide supportive housing services for mentally ill homeless individuals.  
	 $100 million for counties to provide supportive housing services for mentally ill homeless individuals.  
	 $100 million for counties to provide supportive housing services for mentally ill homeless individuals.  

	 $50 million to increase programs in mental health workforce training.  
	 $50 million to increase programs in mental health workforce training.  

	 $25 million to support projects that demonstrate innovative approaches to detect and intervene in youth that have or are at risk of psychosis.  
	 $25 million to support projects that demonstrate innovative approaches to detect and intervene in youth that have or are at risk of psychosis.  


	  
	New Public Health Initiatives. Targeted health initiatives can in some cases prevent negative health outcomes and result in savings to the state. The Governor’s proposed budget includes General Fund for the following new, potentially beneficial efforts at the Department of Public Health: 
	 
	 $30.5 million to expand current home visitation and infant health programs to young, low-income mothers to improve infant and maternal health. 
	 $30.5 million to expand current home visitation and infant health programs to young, low-income mothers to improve infant and maternal health. 
	 $30.5 million to expand current home visitation and infant health programs to young, low-income mothers to improve infant and maternal health. 

	 $3 million to support new Alzheimer’s Disease research grants and to create a Governor’s Task Force on Brain Health to decrease the instances of Alzheimer’s. 
	 $3 million to support new Alzheimer’s Disease research grants and to create a Governor’s Task Force on Brain Health to decrease the instances of Alzheimer’s. 

	 $2 million to counties for sexually transmitted disease prevention efforts.  
	 $2 million to counties for sexually transmitted disease prevention efforts.  


	  
	Human Services  
	 
	 
	Key Points  
	 
	 In-Home Supportive Services (IHSS) Cost Relief for Counties. Revises the 2017 cost-sharing agreement between the state and counties, easing the counties’ growing IHSS burden.  
	 In-Home Supportive Services (IHSS) Cost Relief for Counties. Revises the 2017 cost-sharing agreement between the state and counties, easing the counties’ growing IHSS burden.  
	 In-Home Supportive Services (IHSS) Cost Relief for Counties. Revises the 2017 cost-sharing agreement between the state and counties, easing the counties’ growing IHSS burden.  

	 CalWORKs Grant Increases. Proposes $347 million General Fund and County Funds for significant grant increases, while CalWORKs enrollment would be the lowest on record. 
	 CalWORKs Grant Increases. Proposes $347 million General Fund and County Funds for significant grant increases, while CalWORKs enrollment would be the lowest on record. 

	 New Program Targeted at Border Issues. Proposes $25 million to create a new “Immigration Rapid Response Program” targeted at providing unspecified services related to border issues.  
	 New Program Targeted at Border Issues. Proposes $25 million to create a new “Immigration Rapid Response Program” targeted at providing unspecified services related to border issues.  


	 
	In-Home Supportive Services (IHSS) 
	 
	Rapid Enrollment and Cost Growth in IHSS. The IHSS program is a Medi-Cal benefit that provides personal care and domestic services to 564,000 aged, blind, or disabled Californians. In over 70 percent of cases, recipients choose family members to be their paid service providers, which suggests that in many cases the state is paying family members for tasks that they would perform anyway, outside of any program. The Governor’s budget includes $12.7 billion ($4.3 billion General Fund) for the IHSS program, a 1
	 
	Changes to County Share of IHSS Costs with Revised Maintenance of Effort (MOE). The Budget proposes several changes to the IHSS MOE, including:  
	 
	 Rebasing the county share of cost to $1.56 billion, approximately $440 million lower than the 2019-20 county share of cost of $2 billion. 
	 Rebasing the county share of cost to $1.56 billion, approximately $440 million lower than the 2019-20 county share of cost of $2 billion. 
	 Rebasing the county share of cost to $1.56 billion, approximately $440 million lower than the 2019-20 county share of cost of $2 billion. 

	 Ending the redirection of specified 1991 County Realignment funds to support IHSS. These funds are now available for indigent health care services or county mental health programs.  
	 Ending the redirection of specified 1991 County Realignment funds to support IHSS. These funds are now available for indigent health care services or county mental health programs.  

	 Adjusting the inflation factor of the MOE from a projected 7 percent to 4 percent annually. 
	 Adjusting the inflation factor of the MOE from a projected 7 percent to 4 percent annually. 

	 Once the state minimum wage hits $15 per hour, future county negotiated increases to salary or benefits are split 65 percent/35 percent between the county and the state. There is no state participation cap.  
	 Once the state minimum wage hits $15 per hour, future county negotiated increases to salary or benefits are split 65 percent/35 percent between the county and the state. There is no state participation cap.  


	The proposed changes to the IHSS MOE do not eliminate recessionary risk to the counties, as sales tax growth is still subject to economic factors, but the significant General Fund investment means overall less risk for the counties in covering program costs. However, the long-term General Fund impact is unknown.  
	 
	California Work Opportunity and Responsibility for Kids (CalWORKs)  
	 
	Lowest CalWORKs Enrollment Ever. With strong statewide employment figures, the Department of Social Services estimates that the number of families on CalWORKs will be at an all-time low in 2019-20. The department estimates a 3.2 percent decline in CalWORKs cases in 2018-19 from the caseload projected in the 2018 Budget Act. For 2019-20, the Administration projects an additional 5.2 percent decline to about 371,000 families—the lowest annual caseload in the history of the program. The Governor’s budget inclu
	 
	Significant Planned and Proposed Grant Increases. The 2018-19 Budget planned a 10 percent increase to CalWORKs grants in April 2019. This Budget proposes an additional 13.1 percent increase to grant levels in October of 2019 to bring grant levels up to 50 percent of the Federal Poverty Level. This proposal uses a combination of General Fund and county funds. 
	 
	Safety Net Reserve Funding and Structural Changes. The 2018-19 Budget created the Safety Net Reserve and structured it to have two subaccounts—one designated for CalWORKs and one designated for Medi-Cal. The reserve was intended to mitigate budgetary pressures during economic recessions. The 2019-20 Budget proposes depositing $700 million General Fund into the reserve—bringing the proposed total reserve level to $900 million. The Budget also proposes eliminating the subaccounts and making reserve funds elig
	 
	Immigration Services  
	 
	Continued Funding for Immigration Services. The 2019-20 Budget continues funding appropriated in the 2018-19 Budget for immigration services. The 2018-19 Budget allocated a total of $75 million General Fund to the Department of Social Services to distribute as grants to qualified community-based organizations, non-profits, and educational institutions to provide legal and other services to legal immigrants and undocumented individuals.  
	 
	Proposed Funding for an Immigration and Human Trafficking Rapid Response Program. The Budget proposes $25 million General Fund ($5 million in the current year and $20 million in 2019-20) to establish a new program to quickly address emergencies relating to immigration and human trafficking. These funds would be available over a three-year period to assist community-based organizations, however, the details on how or in what circumstances these funds could be used was not provided in the Governor’s Budget. T
	Developmental Disabilities  
	 
	Key Points  
	 
	 Reorganization of Headquarters Focused on Regional Center Accountability. The budget proposes $8.1 million General Fund and 54 positions to reorganize DDS headquarters with the goal of modernizing their operations and, most notably, adding staff to monitor Regional Centers for quality and compliance.  
	 Reorganization of Headquarters Focused on Regional Center Accountability. The budget proposes $8.1 million General Fund and 54 positions to reorganize DDS headquarters with the goal of modernizing their operations and, most notably, adding staff to monitor Regional Centers for quality and compliance.  
	 Reorganization of Headquarters Focused on Regional Center Accountability. The budget proposes $8.1 million General Fund and 54 positions to reorganize DDS headquarters with the goal of modernizing their operations and, most notably, adding staff to monitor Regional Centers for quality and compliance.  

	 No Proposed Funds for Rate Increases.  Despite providers closing their doors throughout the state, the Budget proposes no new funds for rate increases. Advocates are hopeful that the rate study expected to release in March 2019 will bolster their pleas for rate increases.  
	 No Proposed Funds for Rate Increases.  Despite providers closing their doors throughout the state, the Budget proposes no new funds for rate increases. Advocates are hopeful that the rate study expected to release in March 2019 will bolster their pleas for rate increases.  

	 Budget Silent on Plans for Sonoma Property.  Despite DDS moving the last resident of Sonoma Developmental Center to a community-based setting in December 2018, the budget proposes no plan for using the property to the benefit of the community.  
	 Budget Silent on Plans for Sonoma Property.  Despite DDS moving the last resident of Sonoma Developmental Center to a community-based setting in December 2018, the budget proposes no plan for using the property to the benefit of the community.  


	 
	Rapid Caseload Growth and Rising Costs. The Department of Developmental Services (DDS) estimates it will serve approximately 350,000 developmentally disabled Californians in 2019-20 in community settings and institutional developmental centers (DCs). While the vast majority of these individuals receive community-based services, the Governor’s budget projects that DCs will serve 323 residents in 2018-19 and 292 residents in 2019-20, a decline of 31 residents (9.6 percent). Despite serving only 323 residents,
	 
	Reorganization of the DDS Headquarters. The Budget proposes $8.1 million (6.4 million General Fund) and 54 positions to reorganize DDS’ headquarters to implement statewide systems change. Most notable to the reorganization, the budget proposes a Northern and Southern California Office for Community Operations with each office having defined regional center liaison teams. The intention of these teams is to provide monitoring and technical assistance and to handle consumer complaints at specific regional cent
	 
	No Funds for Needed Payment Rate Increases.  A broad survey of community provider payment rates and costs is scheduled for completion in March this year.  Advocates and providers widely expect this survey to demonstrate that current payment rates are woefully inadequate to enable high-quality services in community settings.  The Governor’s budget neglects to set aside any funds that will likely be needed to address the current system’s shortcomings. 
	 
	No Provision for Sonoma Property.  Sonoma Developmental Center moved its last resident out in December 2018.  Community advocates have reasonably called for the state to use this valuable property to generate revenues for reinvestment in housing opportunities and other community services for disable residents.  Time is short to find a solution now that Sonoma Developmental Center residents have all moved out.  The Governor’s budget neglects to propose a solution to this challenge.      
	 
	Carve-Out Funding For Best Buddies. The budget includes $1.5 million General Fund ongoing for the Best Buddies program. Although the program’s mission and achievements are laudable, it is unclear why this specific non-profit has a line-item in the budget when all other service providers, some of which offer comparable programs, must compete for contracts through regional center system.  
	Public Safety & Judiciary 
	 
	 
	Key Points 
	 
	 Prison Maintenance.  Budget invests more than $200 million over two years to continue addressing deferred maintenance and repair needs at state prisons. 
	 Prison Maintenance.  Budget invests more than $200 million over two years to continue addressing deferred maintenance and repair needs at state prisons. 
	 Prison Maintenance.  Budget invests more than $200 million over two years to continue addressing deferred maintenance and repair needs at state prisons. 

	 9-1-1 Upgrade Funded With Surplus.  Governor advances previous effort to upgrade 9-1-1 system, but 9-1-1 funding plan continues to raise accountability questions. 
	 9-1-1 Upgrade Funded With Surplus.  Governor advances previous effort to upgrade 9-1-1 system, but 9-1-1 funding plan continues to raise accountability questions. 

	 Welcome Proposal to Disarm Felons.  Additional funding brings hope for progress in disarming prohibited felons, but detailed plan still needed.  
	 Welcome Proposal to Disarm Felons.  Additional funding brings hope for progress in disarming prohibited felons, but detailed plan still needed.  

	 Local Public Safety Agencies See State Funding Increase.  Administration projects increase in state revenues provided for local public safety purposes. 
	 Local Public Safety Agencies See State Funding Increase.  Administration projects increase in state revenues provided for local public safety purposes. 

	 Courts Prepare for Bail Reform.  Governor proposes $75 million over two years to improve pretrial assessment process. 
	 Courts Prepare for Bail Reform.  Governor proposes $75 million over two years to improve pretrial assessment process. 


	 
	Crime Historically Low, but on the Rise.  Although crime currently hovers near historical lows, from 2010 to 2017 (the last year for which data is available), the state has seen an uptick in crime rates.  During that time, violent crime increased by nearly 9 percent overall, while specific violent crimes like rape and aggravated assault increased by 77 percent and 10 percent respectively, reversing a two-decade decline.  Property crime held fairly steady during the period, growing by less than one percent o
	1 Crime data from CA Dept. of Justice’s Open Justice portal (
	1 Crime data from CA Dept. of Justice’s Open Justice portal (
	1 Crime data from CA Dept. of Justice’s Open Justice portal (
	http://openjustice.doj.ca.gov/
	http://openjustice.doj.ca.gov/

	) and the Federal Bureau of Investigation’s annual report Crime in the United States for 2017 (
	https://ucr.fbi.gov/crime-in-the-u.s/2017/crime-in-the-u.s.-2017
	https://ucr.fbi.gov/crime-in-the-u.s/2017/crime-in-the-u.s.-2017

	). 


	 
	Department of Corrections and Rehabilitation (CDCR) 
	 
	The Governor's budget proposes 2019-20 General Fund spending for CDCR of $12.3 billion, which is $442 million above Budget Act spending levels for 2018-19.  The proposed spending increase is comprised mostly of employee compensation and benefit cost increases ($371 million), deferred maintenance ($25 million), and population-driven costs ($24 million).   
	 
	Ongoing Prison Repair Efforts Continue.  Since 2014-15, the state has allocated $317 million for deferred maintenance and repairs to address structural deficiencies within California’s aging prison infrastructure through a mix of ongoing baseline funding and various one-time appropriations.  The Governor’s budget continues this necessary investment by proposing General Fund augmentations of $46 million in 2019-20 and $107 million in 2020-21 for deferred maintenance and roof repair projects.  This funding is
	and repair fire suppression systems at three prisons that the State Fire Marshall recently found to be deficient.  While the proposal for a new maintenance and repair funding model will lead to some ongoing costs, those costs are likely to be far less than the costs of repairs from prolonged deferred maintenance.  
	 
	Proposition 57 Lawsuit Increases Parole Workload.  Proposition 57 (2016) expanded parole opportunities for state prison inmates by making a nonviolent inmate eligible for parole “after completing the full term for his or her primary offense.”  CDCR interpreted this language as only applying to determinately sentenced inmates, since the “full term” for an indeterminately sentenced inmate is life.  Accordingly, third strikers, even those whose third strike was a nonviolent offense, were determined to be ineli
	 
	When Proposition 57 was qualifying for the ballot, it initially contained only provisions relating to juvenile justice.  After the original text had been submitted to the Attorney General, proponents amended the measure to include the provisions affecting adult offenders.  Opponents strongly objected to the amendments, claiming that poor drafting would allow career criminals to be treated as first offenders, which is exactly what has happened following the In re Edwards decision.  A lawsuit challenging the 
	 
	Proposal to Reinvent Juvenile Justice Raises Questions.  The Governor used the unveiling of his budget to propose a major shift in the way the state manages its population of juvenile offenders.  The proposal would separate CDCR’s Division of Juvenile Justice (DJJ) from the Department and establish it as a new department under the Health and Human Services Agency.  No further details on the proposal have been made available to date and the Department of Finance has indicated that supporting documentation wi
	 
	The DJJ in many ways operates autonomously from the rest of the Department.  Moreover, there is no doubt that the state has historically, and appropriately, treated juvenile offenders differently than their adult counterparts, with a more intense focus on rehabilitation and second chances.  That said, following the juvenile justice realignment of the mid-2000s, counties now retain the vast majority of their juvenile offenders.  The remaining youths who populate DJJ facilities have committed very serious, in
	 
	Office of Emergency Services (OES) 
	 
	Earthquake Early Warning System Nears Completion.  In its May 2018 final business plan for California’s Earthquake Early Warning System (EEWS), OES identified a need for $15.8 million General Fund in 2018-19 and $16.4 million in 2019-20 to build out the infrastructure for the system.  As 
	authorized by SB 135 (Padilla, 2013) and SB 438 (Hill, 2016), both of which received unanimous support from Senate Republicans, the EEWS will provide California residents with critical seconds in which to prepare before an earthquake’s most damaging shaking strikes.  In some cases, these seconds could allow action to be taken that could be the difference between life and death.  The Budget Act of 2018 included the first-year funding and the Governor’s 2019-20 budget proposes the second and final installment
	 
	Next Generation 9-1-1 Upgrade Moves Forward, Still Calls for Tax Restructure/Increase.  Last year, Senate Republicans stood up for over-taxed Californians by blocking a budget trailer bill that would have restructured and broadened the existing tax that supports the 9-1-1 system.  While the proposed tax would have paid for needed upgrades to the state’s legacy 9-1-1 system and applied uniformly to all telecommunications subscribers, Senate Republicans were concerned that the language of the proposed law lac
	 
	Governor Newsom’s proposed budget does just that, by including $10 million General Fund in 2018-19 and $50 million in 2019-20 to allow OES to begin implementing Next Gen 9-1-1.  Like last year’s proposal, the current proposal still assumes the existing tax will be restructured, but the Administration has stated it would not begin until 2020, and no specific tax plan has been shared.  Senate Republicans will continue to advocate for transparency and accountability by insisting that any tax legislation includ
	 
	Department of Justice (DOJ) 
	 
	Costs of Recently Enacted Legislation Add Up. The Governor’s budget includes augmentations totaling approximately $50 million General Fund and $8 million from various special funds for the DOJ to implement recently enacted legislation.  More than a dozen bills, with subject matter ranging from consumer protection to rape kit reporting, net neutrality, firearms database audits, and cannabis conviction resentencing resulted in costs to the DOJ that cannot be absorbed.  By far the most expensive however, is le
	 
	Disarming Felons and Others Prohibited from Gun Ownership.  In 2013, the DOJ first sounded an alarm about its inability to keep up with its mandate to disarm a growing backlog of more than 20,000 individuals who had been identified by the Department’s Armed Prohibited Persons System (APPS) database as having legally purchased firearms, but who had subsequently been prohibited from owning them due to criminal activity or mental illness.  In response, the Legislature passed SB 140 (Leno, 2013), which required
	 
	In addition to pressing the Attorney General to act, Senate Republicans have also called on their colleagues across the aisle to conduct oversight hearings to hold DOJ accountable and to encourage and assist the Department in accomplishing its mission.  To date, both the previous and current Attorneys General, as well as legislative Democrats, have mostly ignored these requests, leaving more than 10,000 prohibited persons unlawfully in possession of firearms.  At the same time, legislative Democrats have co
	 
	Local Public Safety 
	 
	The budget includes new funding for the following local public safety priorities: 
	 
	 General Fund Support for Local Law Enforcement Training.  In order to address a chronic and worsening decline in revenues from criminal fines and fees that have historically supported the operations of the Commission on Peace Officer Standards and Training (POST), the budget includes a $35 million General Fund augmentation that would bring POST’s budget back up to its pre-decline level.  The additional funding would allow the Commission to reinstitute training that it has been forced to discontinue and to 
	 General Fund Support for Local Law Enforcement Training.  In order to address a chronic and worsening decline in revenues from criminal fines and fees that have historically supported the operations of the Commission on Peace Officer Standards and Training (POST), the budget includes a $35 million General Fund augmentation that would bring POST’s budget back up to its pre-decline level.  The additional funding would allow the Commission to reinstitute training that it has been forced to discontinue and to 
	 General Fund Support for Local Law Enforcement Training.  In order to address a chronic and worsening decline in revenues from criminal fines and fees that have historically supported the operations of the Commission on Peace Officer Standards and Training (POST), the budget includes a $35 million General Fund augmentation that would bring POST’s budget back up to its pre-decline level.  The additional funding would allow the Commission to reinstitute training that it has been forced to discontinue and to 

	 Ongoing Grants for Victims of Human Trafficking.  The budget includes $10 million General Fund (ongoing) to permanently fund grants for victims of human trafficking.  These grants support providers who deliver comprehensive programs to assist victims of sex and/or labor trafficking by providing vital resources and services such as shelter, food, counseling, legal aid, and transportation.  Last year, with one-time funds set to expire at the end of 2017-18, Senate Republicans fought to continue the funding i
	 Ongoing Grants for Victims of Human Trafficking.  The budget includes $10 million General Fund (ongoing) to permanently fund grants for victims of human trafficking.  These grants support providers who deliver comprehensive programs to assist victims of sex and/or labor trafficking by providing vital resources and services such as shelter, food, counseling, legal aid, and transportation.  Last year, with one-time funds set to expire at the end of 2017-18, Senate Republicans fought to continue the funding i

	 State Support for Regional Retail Theft Task Forces.  The Governor proposes to spend $5.8 million General Fund for DOJ and the California Highway Patrol to implement AB 1065 (Jones-Sawyer, 2018).  AB 1065, which was enacted to help address increases in property crime precipitated by Proposition 47, requires these two state law enforcement agencies to convene a regional task force to assist local law enforcement in regions experiencing elevated levels of property crime.  Local law enforcement will be provid
	 State Support for Regional Retail Theft Task Forces.  The Governor proposes to spend $5.8 million General Fund for DOJ and the California Highway Patrol to implement AB 1065 (Jones-Sawyer, 2018).  AB 1065, which was enacted to help address increases in property crime precipitated by Proposition 47, requires these two state law enforcement agencies to convene a regional task force to assist local law enforcement in regions experiencing elevated levels of property crime.  Local law enforcement will be provid


	 
	Judicial Branch 
	 
	The 2019-20 Governor’s Budget provides $4.1 billion ($2.1 billion General Fund) to support the Judicial Branch, including approximately $3.2 billion ($1.7 billion General Fund) for the trial courts.  This represents an increase of about $267 million for the branch as a whole compared to 2018-19 budgeted levels.  
	 
	Pretrial Pilot Projects Move Bail Reform Forward.  Last year’s bail reform bill, SB 10, (Hertzberg) essentially replaces the existing money bail system with a system of pretrial risk assessment designed to eliminate pretrial detention for everyone except those defendants whose pretrial assessment indicates an unacceptable level of risk for failing to appear in court.  Shortly after SB 10 became law, a referendum seeking to halt it qualified for the ballot in 2020.  When the referendum qualified, SB 10 was s
	 
	The Governor’s budget proposes to spend $75 million, spread over the current and budget years, for pilot projects in eight to ten trial courts to continue previous efforts to develop risk assessment tools and best practices that support effective pretrial decision making.  In essence, these resources would pave the way for the eventual implementation of SB 10.  While there is plenty of room for disagreement regarding the policies embodied in SB 10, it would be irresponsible for the courts to do nothing to p
	 
	 
	 
	  
	Education 
	 
	Key Points   
	 All-Time High Proposition 98 Funding.  Proposition 98 funding for K-14 education grows $2.8 billion to $80.7 billion. 
	 All-Time High Proposition 98 Funding.  Proposition 98 funding for K-14 education grows $2.8 billion to $80.7 billion. 
	 All-Time High Proposition 98 Funding.  Proposition 98 funding for K-14 education grows $2.8 billion to $80.7 billion. 

	 Major Early Education Expansion.  $1.5 billion included to expand kindergarten, preschool and childcare.  
	 Major Early Education Expansion.  $1.5 billion included to expand kindergarten, preschool and childcare.  

	 Special Education Increases for Some Districts.  Includes $576 million increase in special education funding for school districts with high percentages of students with disabilities that also have high concentrations of low-income pupils and English learners. 
	 Special Education Increases for Some Districts.  Includes $576 million increase in special education funding for school districts with high percentages of students with disabilities that also have high concentrations of low-income pupils and English learners. 

	 Teacher Pension Rate Increase Relief.  $3 billion to mitigate school district STRS liabilities. 
	 Teacher Pension Rate Increase Relief.  $3 billion to mitigate school district STRS liabilities. 

	 Increases Proposition 51 school facilities bond allocations.  $1.5 billion proposed for 2019-20.  
	 Increases Proposition 51 school facilities bond allocations.  $1.5 billion proposed for 2019-20.  

	 Caps Local Control Funding Formula COLA Increases in Future Years.  To prevent statutory LCFF cost-of-living adjustments from consuming all new Proposition 98 funds in a future year, proposes to cap the LCFF COLA. 
	 Caps Local Control Funding Formula COLA Increases in Future Years.  To prevent statutory LCFF cost-of-living adjustments from consuming all new Proposition 98 funds in a future year, proposes to cap the LCFF COLA. 


	Proposition 98 funding hits another all-time high.  Under the Governor’s proposal, total Proposition 98 education funding for K-14 education hits an all-time high of over $80.7 billion in 2019-20.  This represents a $2.3 billion increase over 2018-19 Budget Act levels and $2.8 billion more than revised 2018-19 funding.  Average Proposition 98 per pupil K-12 spending would exceed $12,000, with average per pupils spending from all sources nearing $17,200.2   
	2 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 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. 

	 
	 
	InlineShape

	 
	Local Control Funding Formula (LCFF) Fully Funded with COLA – This Year.  The state’s local control funding formula for K-12 schools will enter its seventh year of implementation in 2019-20.  Under the formula, K-12 schools receive locally-flexible funds, including:  
	 Per-pupil base grants based on average daily attendance, according to grade span (K-3, 4-6, 7-8, and 9-12), with base rates enhanced for grades K-3 (by 10.4 percent) and grades 9-12 (by 2.6 percent).   
	 Per-pupil base grants based on average daily attendance, according to grade span (K-3, 4-6, 7-8, and 9-12), with base rates enhanced for grades K-3 (by 10.4 percent) and grades 9-12 (by 2.6 percent).   
	 Per-pupil base grants based on average daily attendance, according to grade span (K-3, 4-6, 7-8, and 9-12), with base rates enhanced for grades K-3 (by 10.4 percent) and grades 9-12 (by 2.6 percent).   

	 Supplemental grants worth an additional 20 percent of base grant funding for each low-income student,1 English learner, or foster youth.3  
	 Supplemental grants worth an additional 20 percent of base grant funding for each low-income student,1 English learner, or foster youth.3  

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


	1 Poverty is measured by eligibility for free or reduced-price lunches. 
	1 Poverty is measured by eligibility for free or reduced-price lunches. 
	2 A student who falls into one of these three categories is funded the same as one who falls into all three. 

	The Governor’s 2019-20 budget increases LCFF funding by $2 billion, bringing it to $63 billion.  This amount is over $21 billion more than provided in the first year of LCFF implementation, 2013-14.  Funding for 2019-20 covers a 3.46 percent COLA.  Notably, the Governor proposes to create a cap on increases to LCFF related to the continuous appropriation of LCFF COLA in order to protect the General Fund against COLA costs that might exceed the Proposition 98 guarantee in future years.  This proposal may hav
	 
	Expands Kindergarten, Preschool, and Childcare.  The Governor proposes several augmentations and policy changes for early childhood education programs.  These include: 
	 $750 million in one-time non-Proposition 98 General Fund for school districts to provide facilities for full-day kindergarten, with the objective that all districts in the state offer full-day kindergarten.   
	 $750 million in one-time non-Proposition 98 General Fund for school districts to provide facilities for full-day kindergarten, with the objective that all districts in the state offer full-day kindergarten.   
	 $750 million in one-time non-Proposition 98 General Fund for school districts to provide facilities for full-day kindergarten, with the objective that all districts in the state offer full-day kindergarten.   

	 $500 million in one-time, non-Proposition 98 funding to expand subsidized child care facilities and to fund child care workforce training, although detail on this is yet to be provided.  
	 $500 million in one-time, non-Proposition 98 funding to expand subsidized child care facilities and to fund child care workforce training, although detail on this is yet to be provided.  

	 $125 million for first-year funding of a three-year plan to increase full-day, full-year access to state preschool in not-for-profit programs to ensure a slot for all eligible low-income four-year-olds; estimates of full implementation costs have not been provided.  The Governor also proposes eliminating the existing requirement that families with four-year-olds provide proof of parent employment or enrollment in higher education in order to access the full-day state preschool program. 
	 $125 million for first-year funding of a three-year plan to increase full-day, full-year access to state preschool in not-for-profit programs to ensure a slot for all eligible low-income four-year-olds; estimates of full implementation costs have not been provided.  The Governor also proposes eliminating the existing requirement that families with four-year-olds provide proof of parent employment or enrollment in higher education in order to access the full-day state preschool program. 

	 Shifting funding for those part-day preschool programs not operated by school districts from Proposition 98 to non-Proposition 98 funds, and “rebenching” the Proposition 98 minimum guarantee downward by a corresponding $297 million.   
	 Shifting funding for those part-day preschool programs not operated by school districts from Proposition 98 to non-Proposition 98 funds, and “rebenching” the Proposition 98 minimum guarantee downward by a corresponding $297 million.   


	 
	Special Education Funding Increase for Some Districts.  The Governor proposes a $576 million increase (including $186 million one-time) in special education funding to provide supplemental services beyond those identified in a child’s individualized education program (IEP).  This funding would be targeted to school districts serving high percentages of pupils with disabilities and high percentages of low-income pupils and English learners.  Given that all districts experience cost pressures associated with 
	 
	Teacher Pension Rate Increase Relief.  The Governor proposes a $3 billion one-time, non-Proposition 98 appropriation to the State Teachers Retirement System (STRS) to reduce long-term liabilities for districts.  Of this amount, $700 million would be provided to reduce the employer contribution rates by about a percentage point in 2019-20 and 2020-21, to about 17.1 percent and 18.1 percent, respectively.  The remaining $2.3 billion would help mitigate employer’s long-term liability.  The Administration estim
	 
	School Facility Bond Funds Would Increase.  Proposition 51, approved by the voters in November 2016, authorized $9 billion in bond funding for K-14 education facilities.  These funds are off-budget, but the prior Governor released this funding at a slow rate.  For example, only about $600 million of this voter-approved funding was released in each of 2017-18 and 2018-19.  Senate Republicans have been calling for quicker sales, and the Governor proposes to release $1.5 billion in school bond facilities funds
	 
	Lifetime Data Collection and Sharing System.  The Governor proposes $10 million in one-time non-Proposition 98 General Fund to develop a longitudinal data system.  This system will align data from early education, through school and college, and into the workforce, as well as from health and human services agencies.  The idea is to use all this data to analyze and improve existing programs, but the data may just as likely be used to justify new programs and spending. 
	 
	Transparency and Accountability Efforts Insufficient.  The Governor’s budget proposes no new reforms to increase local transparency or accountability.  Citizens, parents, and policymakers need to know whether schools are appropriately using funds intended for needy students by requiring them to show how their expenditures align with the student service strategies identified in their local accountability plans, and to create an online display of the additional state funding provided for needy students.  Sena
	Higher Education 
	 
	Key Points  
	 Funding Increases Across the Board.  Proposes significant ongoing and one-time funding increases for all three systems, while assuming no tuition increases.  
	 Funding Increases Across the Board.  Proposes significant ongoing and one-time funding increases for all three systems, while assuming no tuition increases.  
	 Funding Increases Across the Board.  Proposes significant ongoing and one-time funding increases for all three systems, while assuming no tuition increases.  

	 Free Second Year of Community College.  Fully subsidizes second year of full-time community college attendance. 
	 Free Second Year of Community College.  Fully subsidizes second year of full-time community college attendance. 

	 Student Aid Increases.  Proposes new funding for Cal Grant students with dependent children 
	 Student Aid Increases.  Proposes new funding for Cal Grant students with dependent children 

	 Services for Undocumented Individuals.  Seeks $17 million to fund legal services for “undocumented and immigrant” students, faculty, and staff. 
	 Services for Undocumented Individuals.  Seeks $17 million to fund legal services for “undocumented and immigrant” students, faculty, and staff. 


	 
	The Governor’s budget augments ongoing and one-time funding for the state’s three systems of higher education by $1.1 billion.  The following chart provided by the Legislative Analyst displays proposed funding for the University of California (UC), the California State University (CSU), and the California Community Colleges, details of which are discussed on the following pages. (Note that these figures may not tie with those provided by the Administration due to discrepancies in accounting, unavailable inf
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	California Community Colleges (CCCs).  Under the Governor’s budget proposal, the Community Colleges’ ongoing funding for apportionments rises in 2019-20 by $274 million over 2018-19.  This includes funds for a one-half percent enrollment increase (about 6,000 students) and a 3.46 percent COLA for apportionments and categorical programs.  Other notable CCC adjustments include:   
	 
	 Fully subsidized second year for full-time students.  The Governor proposes $40 million to fund a second year of “free” tuition for first-time, full-time students pursuant to the College Promise, created in 2017.  Approximately 28,000 students are expected to be eligible for this second year of full fee subsidies.  Tuition is already waived for low-income students attending community college, so the proposed free second year would benefit middle- and high-income students only.  Community college tuition is
	 Fully subsidized second year for full-time students.  The Governor proposes $40 million to fund a second year of “free” tuition for first-time, full-time students pursuant to the College Promise, created in 2017.  Approximately 28,000 students are expected to be eligible for this second year of full fee subsidies.  Tuition is already waived for low-income students attending community college, so the proposed free second year would benefit middle- and high-income students only.  Community college tuition is
	 Fully subsidized second year for full-time students.  The Governor proposes $40 million to fund a second year of “free” tuition for first-time, full-time students pursuant to the College Promise, created in 2017.  Approximately 28,000 students are expected to be eligible for this second year of full fee subsidies.  Tuition is already waived for low-income students attending community college, so the proposed free second year would benefit middle- and high-income students only.  Community college tuition is

	 Facilities projects.  An increase of $358.7 million in general obligation bond funding for 12 new and 15 continuing projects statewide is proposed to address critical fire and other safety issues. 
	 Facilities projects.  An increase of $358.7 million in general obligation bond funding for 12 new and 15 continuing projects statewide is proposed to address critical fire and other safety issues. 

	 Student centered funding formula implementation pause.  The 2018 Budget replaced the decades-old CCC funding formula with a Student Centered Funding Formula meant to take into consideration factors such as student demographics and student success metrics.  In order to more accurately implement the program, the Governor proposes to delay a scheduled increase in apportionment funding tied to student outcomes as more data is collected. 
	 Student centered funding formula implementation pause.  The 2018 Budget replaced the decades-old CCC funding formula with a Student Centered Funding Formula meant to take into consideration factors such as student demographics and student success metrics.  In order to more accurately implement the program, the Governor proposes to delay a scheduled increase in apportionment funding tied to student outcomes as more data is collected. 


	 
	Increases for the California State University (CSU).  The Governor proposes for CSU an increase of $300 million in ongoing funding for operational costs such as compensation and a two-percent enrollment increase (about 7,000 students).  This would bring ongoing General Fund support for CSU up from $4 billion in 2018-19 to $4.3 billion in 2019-20.  In addition, the Governor proposes $247 million in one-time funding for deferred maintenance or to expand on-campus child care facilities. An additional $15 milli
	  
	Increases for the University of California (UC).  The Governor would increase UC ongoing funding by $240 million, including funding for operational costs ($119.8 million), student success initiatives ($49.9 million), graduate medical education ($40 million), student hunger and housing ($15 million), enrolment growth of 1,000 students ($10 million), and mental health services ($5.3 million).  This would bring ongoing General Fund support for UC up from $3.5 billion in 2018-19 to $3.7 billion in 2019-20.  The
	 
	Student Financial Aid.  In addition to fully funding expected Cal Grant entitlement demand, the Governor proposes to supplement Cal Grant awards for the nearly 29,000 public college and university Cal Grant recipients with dependent children at a cost of $121.6 million.  Cal Grant A recipients (those pursuing a baccalaureate degree) would receive an additional award amount of up to $6,000 per year on top of their tuition grants.  Cal Grant B recipients (also pursuing a degree, but with a lower income thresh
	 
	Legal Services for “Undocumented and Immigrants.”  The Governor also proposes to provide $17 million to fund legal services for “undocumented and immigrant” students, faculty, and staff at California’s public colleges and universities.  This includes $10 million in Proposition 98 funds for community colleges, and $7 million for CSU.  The Governor has also pledged $1.4 million for UC beginning in 2022-23 when the $4 million in-one time funds provided to UC for this purpose in the 2018 Budget Act is expected 
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	Key Points 
	 
	 Gas Taxes Set to Increase Again. The Governor’s Budget allocates $4.8 billion from SB 1 gas and car taxes, including more revenue from another scheduled gas tax increase of 5.6 cents per gallon. 
	 Gas Taxes Set to Increase Again. The Governor’s Budget allocates $4.8 billion from SB 1 gas and car taxes, including more revenue from another scheduled gas tax increase of 5.6 cents per gallon. 
	 Gas Taxes Set to Increase Again. The Governor’s Budget allocates $4.8 billion from SB 1 gas and car taxes, including more revenue from another scheduled gas tax increase of 5.6 cents per gallon. 

	 Department of Motor Vehicles. The Governor’s Budget provides more resources for the troubled Department of Motor Vehicles and continues to syphon motorists’ funds to the General Fund, resulting in suspension of some facility projects and reliance on financing others. 
	 Department of Motor Vehicles. The Governor’s Budget provides more resources for the troubled Department of Motor Vehicles and continues to syphon motorists’ funds to the General Fund, resulting in suspension of some facility projects and reliance on financing others. 

	 High-Speed Rail. The Governor’s Budget includes $666 million for the High-Speed Rail Project, but offers no change in strategy to the fatally flawed project. 
	 High-Speed Rail. The Governor’s Budget includes $666 million for the High-Speed Rail Project, but offers no change in strategy to the fatally flawed project. 


	 
	Gas Tax Scheduled to Increase Again.  The Governor’s Budget allocates $4.8 billion in revenues collected from motorists as a result of the 2017 gas and car taxes (SB 1), as detailed on the next page.  As part of SB 1, the excise gasoline tax will be reset at 17.3 cents per gallon on July 1, 2019, which means the total tax per gallon from SB 1 will be 17.6 cents per gallon.  The increases bring total state imposed gas taxes to 49.3 cents per gallon.  Including federal gas taxes, Californians will be paying 6
	 
	Transportation Funding Promised to Local Governments at Risk.  Not even two years after the passage of SB 1, the Governor proposes to hold transportation funding for cities and counties hostage.  With limited detail, the Governor’s Budget proposes to withhold transportation funds in an attempt to motivate local governments to work with developers to increase housing through various reforms such as rezoning for density and revamping local processes to speed up production.  Such a punitive measure would be a 
	 
	California Gas Taxes Among Highest in the Country.  According to AAA, as of January 14, 2019, California’s gas prices are the highest in the country at an average of $3.28 for a regular gallon of gas, edging out Hawaii at $3.26.  Within the contiguous U.S, Washington is the next closest at $2.99 per gallon, while the national average is 31 percent less than California at $2.25 per gallon.  California’s high gas prices continue to be driven up by high taxes on gasoline and state environmental policies that a
	 
	Department of Transportation (Caltrans) Continues Growth.  After growing by more than 1,300 full-time equivalent (FTE) positions in the current year, the Governor’s Budget proposes to add another 366 FTE positions to Caltrans at a cost of $35 million, or about $96,000 per position.  While the majority of the previously added positions were engineers, these new positions are largely for the Caltrans maintenance program, which should result in a direct positive impact on state highway repairs. 
	 
	P
	Span
	 
	InlineShape

	 
	Department of Motor Vehicles 
	Department of Motor Vehicles (DMV) Frustrates Motorists.  During the summer of 2018 motorists needed several hours, and in some instances, all day to conduct business with the DMV as lines wrapped around DMV offices.  DMV pointed to issuing federally compliant drivers’ licenses and identification cards, known as Real ID cards, as the reason for the extended wait times even though they were given more than $100 million in resources and had years to prepare to issue Real ID cards.  
	 
	More Real ID Resources.  The Governor’s Budget includes $63.7 million annually for the next four years to support 780 positions to serve DMV customers applying for Real ID cards.  This level of additional resources for Real ID implementation is about 70 percent more than previously proposed. 
	Utilizing this level of resources today, customer wait times at DMV offices are currently averaging 15 minutes for those with appointments and 45 minutes without an appointment. 
	 
	DMV Reinvention Strike Team.  Governor Newsom has called for a strike team to lead a modernization and reinvention effort of the DMV.  The public deserves an explanation and resolution to DMV’s challenges with Real ID and an automatic voter registration system, which registered thousands of ineligible persons to vote and changed voter preferences of tens of thousands of voters during an election year. A newly proposed Administration-led strike force will review the Administration-led audit currently underwa
	 
	Motor Vehicle Account Structural Deficit.  The Motor Vehicle Account (MVA) has been precariously balanced in recent years.  To keep the fund in the black, car registration fees were increased by $10 in April of 2017.  During discussions surrounding increasing fees, Senate Republicans requested that an annual transfer of funds from the MVA to the General Fund (about $90 million) be ended.  This request was rejected in a budget subcommittee hearing, and the transfer continues in the proposed budget.  
	 
	Facility Projects Impacted.  The insistence on continuing to supplement General Fund programs with annual transfers from the MVA, in spite of a $21 billion surplus, results in previously planned facility projects for the California Highway Patrol (CHP) and the DMV being suspended.  Specifically, the replacement CHP facilities in Quincy and Santa Ana totaling $37 million and a replacement of the Inglewood DMV office and construction of security fencing at 20 DMV offices totaling $25 million are being scrappe
	 
	Unfortunately, this pattern is not new for the ruling party in Sacramento.  Similar to the gas tax, this program has one hand out to collect more money from motorists while using the other hand to syphon money away for programs unrelated to driving.  Senate Republicans believe in respecting the voters through responsible government and will continue to advocate for changes to the spending policies of this fund.  
	 
	High-Speed Rail   
	 
	High-Speed Rail Project Continued for Now. The proposed budget includes $666 million in Proposition 1A bond funds and Cap & Trade funds to continue to build the high-speed rail system.  This is a significant decline from expenditures in the current year of $1.6 billion.  Most of the decrease is attributed to spending a significant portion of the funding allocated for local and regional components of the high-speed train system in the current fiscal year.  Notably, about $1.7 billion previously budgeted rema
	 
	Cost Estimates Increased in 2018.  In 2016, the high-speed rail project had an estimated cost of $64.2 billion.  The latest business plan published June 1, 2018 estimates a middle-cost scenario of $77.3 billion and a high-cost scenario of $98.1 billion. 
	 
	Funding Remains Short.  The High-Speed Rail Authority (Authority) has struggled to obtain sufficient funding to build the system.  A significant funding shortfall remains, with less than one-third of the funding secured under the best-case scenario. In the 2018 Business Plan, the Authority includes financing their share of future revenues from the Cap and Trade program as part of the funding plan, but has not yet taken the steps necessary to do so. Even if financing future revenues becomes a reality, 
	a funding gap of at least $49.1 billion, and as much as $77.6 billion, remains.  To date, no private investment has materialized.   
	 
	Future Remains Uncertain.  The Governor’s Budget does not comment on the future of the high-speed rail project.  According to 
	Future Remains Uncertain.  The Governor’s Budget does not comment on the future of the high-speed rail project.  According to 
	media reports
	media reports

	, Governor Newsom has considered moving the end of the rail line from Los Angeles to the San Joaquin Valley, at least until it can “attract more money from taxpayers or private investors.”  There will likely be more information on the fate of the bullet train in the coming months. 
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	Key Points  
	 
	 Emergency Preparedness Funding.  Most of the funding supports programs that were approved in 2018-19 with under $100 million in “new” proposals.   
	 Emergency Preparedness Funding.  Most of the funding supports programs that were approved in 2018-19 with under $100 million in “new” proposals.   
	 Emergency Preparedness Funding.  Most of the funding supports programs that were approved in 2018-19 with under $100 million in “new” proposals.   

	 New Drinking Water Tax from Stalled Legislation. Provides new tax revenues to establish a new safe drinking water program which failed to gain approval in two prior legislative sessions. 
	 New Drinking Water Tax from Stalled Legislation. Provides new tax revenues to establish a new safe drinking water program which failed to gain approval in two prior legislative sessions. 

	 Cap and Trade Program.  Billions more being spent on a program that provides minimal impacts in actual greenhouse gas reductions.   
	 Cap and Trade Program.  Billions more being spent on a program that provides minimal impacts in actual greenhouse gas reductions.   


	 
	Emergency Preparedness and Response Funding 
	 
	Department of Forestry and Fire Protection  
	 
	Most of the Emergency Preparedness Funding Approved in Prior Years.  The budget proposes to provide $415.1 million (Cap and Trade revenues, General Fund, and other special funds) to CalFire for emergency preparedness and response programs.  However, a majority of the “additional” funds are for programs that have been approved in prior years with only $95 million in new funding.  The programs being proposed include:  
	 
	 $213.6 million of Cap and Trade revenues and General Fund for fuel reduction projects pursuant to SB 901 of 2018, implementation of the Wildfire Prevention and Recovery Legislative Package of 2018, and the disposal of illegal and dangerous fireworks.   
	 $213.6 million of Cap and Trade revenues and General Fund for fuel reduction projects pursuant to SB 901 of 2018, implementation of the Wildfire Prevention and Recovery Legislative Package of 2018, and the disposal of illegal and dangerous fireworks.   
	 $213.6 million of Cap and Trade revenues and General Fund for fuel reduction projects pursuant to SB 901 of 2018, implementation of the Wildfire Prevention and Recovery Legislative Package of 2018, and the disposal of illegal and dangerous fireworks.   

	 $120.8 million General Fund for additional aircraft, including $109.4 million to continue the replacement of CalFire helicopters including operational costs and the operation of large air tankers being transferred from the U.S. Air Force to CalFire.   
	 $120.8 million General Fund for additional aircraft, including $109.4 million to continue the replacement of CalFire helicopters including operational costs and the operation of large air tankers being transferred from the U.S. Air Force to CalFire.   

	 $64.4 million General Fund to enhance CalFire’s fire protection capabilities by adding 13 new year-round fire engines, expand heavy fire equipment staffing, accelerate the replacement of fire engines and other mobile equipment, and operate five additional Cal Fire/California Conservation Corp fire crews.  
	 $64.4 million General Fund to enhance CalFire’s fire protection capabilities by adding 13 new year-round fire engines, expand heavy fire equipment staffing, accelerate the replacement of fire engines and other mobile equipment, and operate five additional Cal Fire/California Conservation Corp fire crews.  

	 $9.7 million General Fund for additional staffing dedicated to the review of data gathered via various types of technology to support CalFire’s incident commanders during initial and extended attack fire suppression activities and for the purchase of 100 additional fire detection cameras. 
	 $9.7 million General Fund for additional staffing dedicated to the review of data gathered via various types of technology to support CalFire’s incident commanders during initial and extended attack fire suppression activities and for the purchase of 100 additional fire detection cameras. 

	 $6.6 million from various funds to expand CalFire’s health and wellness program and provide medical and psychological services to firefighters.  
	 $6.6 million from various funds to expand CalFire’s health and wellness program and provide medical and psychological services to firefighters.  


	 
	California Conservation Corps    
	 
	The budget proposes additional funding of $7.6 million General Fund ($3.1 million new spending) for the California Conservation Corps to provide firefighting and fire prevention activities as follows: 
	 
	 $3.1 million General Fund to expand firefighting surge capacity by operating five additional fire crews at Los Padres, Camarillo, and Butte Fire Centers.  The new crews will also provide hazardous fuel reduction and fire prevention work. 
	 $3.1 million General Fund to expand firefighting surge capacity by operating five additional fire crews at Los Padres, Camarillo, and Butte Fire Centers.  The new crews will also provide hazardous fuel reduction and fire prevention work. 
	 $3.1 million General Fund to expand firefighting surge capacity by operating five additional fire crews at Los Padres, Camarillo, and Butte Fire Centers.  The new crews will also provide hazardous fuel reduction and fire prevention work. 


	 $4.5 million General Fund to develop and implement the Forestry Corps program pursuant to AB 2126 of 2018.  The funding will support four Forestry Corps crews that will provide forest health and hazardous fuel reduction projects in high fire risk areas.   
	 $4.5 million General Fund to develop and implement the Forestry Corps program pursuant to AB 2126 of 2018.  The funding will support four Forestry Corps crews that will provide forest health and hazardous fuel reduction projects in high fire risk areas.   
	 $4.5 million General Fund to develop and implement the Forestry Corps program pursuant to AB 2126 of 2018.  The funding will support four Forestry Corps crews that will provide forest health and hazardous fuel reduction projects in high fire risk areas.   


	 
	Although the total new funding of approximately $99 million is a step in the right direction, given the state’s $21 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 2018.  Furthermore, the importance of healthy forests far outweighs the importance of an ill-fated High Speed Rail project. The 25 percent continuous appropriation of the Cap and Trade 
	 
	State Water Resources Control Board 
	 
	Another Attempt at a New Drinking Water Tax.  The Governor is recycling the past Administration’s budget proposal to establish new taxes to support a new safe drinking water program for the benefit of disadvantaged communities.  Most of the Californians paying the new taxes will not receive any benefits.  The goal is to address the lack of a stable funding source for the long-term operation and maintenance of small systems and domestic wells that cannot be consolidated or afford to maintain their own system
	 
	Unfortunately, this program is based upon the framework of SB 623 (Monning) of 2017, which mandates a new water connection tax, fertilizer tax, and milk tax to raise $140 million to $220 million annually to provide safe drinking water via system improvements, consolidation, and service extension.  This program would assist mostly disadvantaged communities to obtain safe and affordable drinking water through grants, loans, and administrative contracts or services. The initial $4.9 million General Fund propos
	 
	Given the $21 billion General Fund surplus, the Governor should make safe drinking water a General Fund priority.  There is no reason to raise taxes, instead the Administration should scale back other new spending proposals and concentrate existing resources on this significant public safety problem.  Furthermore, this new tax is premature since there is still no statewide data on the total number of unsafe drinking water facilities. 
	 
	Funding for Safe and Affordable Drinking Water.  The budget proposes the following funding for drinking water related activities: 
	 
	 $168.5 million from the California Drought, Water, Parks, Climate, Coastal Protection, and Outdoor Access For All Act of 2018 (Proposition 68) to provide technical assistance, grants, and loans to public water systems in disadvantaged communities for infrastructure improvements to meet both safe drinking water and wastewater treatment standards. 
	 $168.5 million from the California Drought, Water, Parks, Climate, Coastal Protection, and Outdoor Access For All Act of 2018 (Proposition 68) to provide technical assistance, grants, and loans to public water systems in disadvantaged communities for infrastructure improvements to meet both safe drinking water and wastewater treatment standards. 
	 $168.5 million from the California Drought, Water, Parks, Climate, Coastal Protection, and Outdoor Access For All Act of 2018 (Proposition 68) to provide technical assistance, grants, and loans to public water systems in disadvantaged communities for infrastructure improvements to meet both safe drinking water and wastewater treatment standards. 

	 $10 million General Fund to address safe drinking water emergencies in disadvantaged communities. 
	 $10 million General Fund to address safe drinking water emergencies in disadvantaged communities. 

	 $10 million General Fund to provide grants or contracts for technical assistance and managerial services to designated water systems to achieve compliance with current drinking water standards. 
	 $10 million General Fund to provide grants or contracts for technical assistance and managerial services to designated water systems to achieve compliance with current drinking water standards. 


	 
	 
	Water Conservation.  The budget proposes $5.1 million General Fund for the Department of Water Resources and $2.7 million General Fund for the SWRCB to implement AB 1668 and SB 606 of 2018 (Making Water Conservation a California Way of Life).  These funds will be used to adopt and implement a regulation establishing new urban water efficiency standards, develop a drought resiliency program, expand agricultural water management requirements, and enforce water efficiency requirements.  Senate Republicans were
	 
	Cap and Trade 
	 
	Cap and Trade Expenditure Plan.  The proposed budget contains $1 billion of funding from Cap and Trade revenues for various greenhouse gas (GHG) reduction programs and projects.  The majority of the expenditures continue existing programs such as incentives for the purchase of zero emission vehicles, replacement of older diesel school buses, forest health projects pursuant to SB 901, and projects that provide environmental, health, and economic benefits to disadvantaged communities.  Funding for the Healthy
	 
	Unfortunately, as with years past, the majority of overall Cap and Trade spending for 2019-20 will continue to be directed at programs that have no clear nexus to GHG reductions (High Speed Rail, sustainable communities, and transit).  However, at least $268 million is being directed towards sustainable forests and agricultural programs that will help reduce greenhouse gas emissions in California. Specifically, the measure contains funding for (1) $200 million for healthy forests and prescribed burns and th
	 
	The $1 billion makes up the 40 percent of discretionary spending that is annually appropriated in the budget.  Under current law, the remaining 60 percent of Cap and Trade revenues ($1.2 billion for fiscal year 2019-20) is continuously appropriated for transit, affordable housing, sustainable communities, and High Speed Rail. The 60/40 split does not include reserve funds of $75 million, the backfill of the State Responsibility Area fire fee ($80 million), or payment of the manufacturers’ sales tax exemptio
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	Energy 
	 
	 
	Key Points 
	 
	 Electricity is Expensive because of Sacramento Policies. Clean and renewable energy policies mandated in California are driving up electricity rates, making California more unaffordable. 
	 Electricity is Expensive because of Sacramento Policies. Clean and renewable energy policies mandated in California are driving up electricity rates, making California more unaffordable. 
	 Electricity is Expensive because of Sacramento Policies. Clean and renewable energy policies mandated in California are driving up electricity rates, making California more unaffordable. 


	 
	Electricity Costs More in California.  Residential electricity rates in California are about 43 percent higher than the national average. Commercial and industrial electricity rates have even wider gaps compared to national averages at 50 percent and 87 percent, respectively.  These high rates increase the cost of comfort in our own homes and drive up the cost of goods and services produced in California.  The high cost of living in California means that millions more residents meet the definition of living
	 
	Californians Favor Clean Energy but Not the Extra Cost.  Most Californians support development of some level of renewable energy resources.  A July 2018 poll by the Public Policy Institute of California found that 72 percent of Californians, including 47 percent of Republicans, favored a state requirement that California obtain 100 percent of its energy from renewable sources by 2045.  However, the same poll found that only half of Californians are willing to pay more for electricity from renewable sources.
	 
	Energy Policies Drive Up Costs.  Energy policies over the past decade have significantly expanded renewable and clean energy mandates.  Over the years, various targets were set for how much energy must come from renewable sources.  In 2018, SB 100 (de Leon) was signed into law, mandating that 100 percent of California’s electricity come from clean sources by 2045.  The chart on the next page summarizes legislation passed in 2018 related to energy mandates, incentive programs, reducing greenhouse gas (GHG) a
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	Pensions and Employee Compensation 
	 
	Key Points   
	 State Employee Pay Keeps Rising.  The budget proposes an additional $1.2 billion for employee compensation, with six bargaining units still in need of new contracts for 2019-20. 
	 State Employee Pay Keeps Rising.  The budget proposes an additional $1.2 billion for employee compensation, with six bargaining units still in need of new contracts for 2019-20. 
	 State Employee Pay Keeps Rising.  The budget proposes an additional $1.2 billion for employee compensation, with six bargaining units still in need of new contracts for 2019-20. 

	 Retirement Costs Continue to Rise Rapidly.  Retirement costs combined would reach $12.6 billion in 2019-20 and continue to crowd out resources from other state programs.   
	 Retirement Costs Continue to Rise Rapidly.  Retirement costs combined would reach $12.6 billion in 2019-20 and continue to crowd out resources from other state programs.   


	 
	Current State Employee Compensation Increases.  The budget includes an additional $1.2 billion ($605 million General Fund) for employee pay raises and benefits.  The Governor will be negotiating with five bargaining units whose contracts end in June or July of 2019. These units include the unions for Attorneys and Judges, Correctional Officers, Public Safety, Stationary Engineers, and Psychiatric Technicians. Additionally, the contract for Highway Patrol Officers expired in July 2018 and still must be renew
	 
	Annual Pension Costs Rise Rapidly.  The budget provides $6.8 billion ($3.9 billion General Fund) in employer contributions to Public Employee Retirement System (CalPERS) for state employees’ retirement costs, including California State University employees.  This is 9.1 percent higher than the amount budgeted in 2018-19, compared to growth in state revenue of 3.4 percent.  This means that pension contributions will increasingly take up a larger share of state spending.  Estimates from the LAO predict that s
	 
	State Teacher Pension Costs Continue to Rise.  The budget provides $3.3 billion General Fund to pay for the state’s share of State Teacher Retirement System (CalSTRS) costs.  This is a 7.7 percent increase above 2018-19 spending.  By 2022-23 state contributions to CalSTRS will be $4.4 billion, 42 percent higher than the amount the state is expected to pay in 2018-19.   
	 
	Retiree Health Care Benefits.  The budget includes $2.3 billion General Fund for health care benefits for more than 300,000 state retirees, California State University retirees, and dependents.  Ominously, this amount is roughly two-thirds of the state’s costs for all current employee health and dental benefits.  Current retiree health care benefits continue to be paid out on a “pay-as-you-go” approach, which has led to the creation of a $91 billion unfunded liability.  Pre-funding contributions from the st
	 
	Total State Costs for Retirement Programs.  The Governor’s budget projects that state contributions for the various retirement programs combined will reach $12.6 billion in 2019-20, an increase of 8.2 percent from the current year. This growth rate is more than double the 3.4 percent growth projected for state revenue, indicating that these programs will take an increasingly large share of overall spending.  (Note that the Governor’s proposals to pay down pension liabilities are discussed on page 50.)  
	 
	General Government 
	 
	 
	Key Points 
	 
	 “Working Family Tax Credit” Expansion Funded With Tax Increases.  The budget proposes to expand the state’s Earned Income Tax Credit and rename it the Working Family Tax Credit, to be financed through several federal tax “conformity” increases.   
	 “Working Family Tax Credit” Expansion Funded With Tax Increases.  The budget proposes to expand the state’s Earned Income Tax Credit and rename it the Working Family Tax Credit, to be financed through several federal tax “conformity” increases.   
	 “Working Family Tax Credit” Expansion Funded With Tax Increases.  The budget proposes to expand the state’s Earned Income Tax Credit and rename it the Working Family Tax Credit, to be financed through several federal tax “conformity” increases.   

	 Backfilling Local Property Taxes for Recent Wildfires.  The Governor’s budget provides $31 million from the General Fund in 2019-20 to backfill wildfire-related property tax revenue loss for local governments.  
	 Backfilling Local Property Taxes for Recent Wildfires.  The Governor’s budget provides $31 million from the General Fund in 2019-20 to backfill wildfire-related property tax revenue loss for local governments.  

	 Eliminating Checks and Balances For Local Debt Issuance.  The budget includes a proposal to eliminate altogether the voter approval threshold for debt issuance by local Enhanced Infrastructure Financing Districts (EIFDs). 
	 Eliminating Checks and Balances For Local Debt Issuance.  The budget includes a proposal to eliminate altogether the voter approval threshold for debt issuance by local Enhanced Infrastructure Financing Districts (EIFDs). 

	 Further Funding Provided for 2020 Census.  The budget includes an additional $50 million General Fund over three years for statewide outreach and other activities related to the 2020 Census. Total funding available for census activities would be more than $155 million.  
	 Further Funding Provided for 2020 Census.  The budget includes an additional $50 million General Fund over three years for statewide outreach and other activities related to the 2020 Census. Total funding available for census activities would be more than $155 million.  

	 Bureaucracy to Fix State Computer Woes?  The budget includes $56 million General Fund and 50 new state employees for the proposed Office of Digital Innovation. 
	 Bureaucracy to Fix State Computer Woes?  The budget includes $56 million General Fund and 50 new state employees for the proposed Office of Digital Innovation. 

	 Expanding Paid Family Leave Program.  The budget extends the existing program to six months, but does not specify how to pay for unknown costs, which could be in the billions. 
	 Expanding Paid Family Leave Program.  The budget extends the existing program to six months, but does not specify how to pay for unknown costs, which could be in the billions. 


	 
	Earned Income Tax Credit Expansion Funded With New Taxes.  The budget proposes to expand the Earned Income Tax Credit (EITC) program with several eligibility and benefit changes, resulting in a significant reduction in General Fund revenue of approximately $1 billion (up from $400 million currently). The budget would also rename EITC the “Working Families Tax Credit,” and proposes to pay for the program with a tax conformity package intended to bring the state’s tax policies in line with recent federal chan
	 
	 Increases the credit by $500 annually for each child under the age of six. 
	 Increases the credit by $500 annually for each child under the age of six. 
	 Increases the credit by $500 annually for each child under the age of six. 

	 Expands the program to include full-time employees making $15 per hour, which would add 400,000 families onto the program. 
	 Expands the program to include full-time employees making $15 per hour, which would add 400,000 families onto the program. 

	 Modifies the benefit formula to provide additional monies to participants at the higher end of the qualified income range. 
	 Modifies the benefit formula to provide additional monies to participants at the higher end of the qualified income range. 


	 
	While providing relief to working California families has been a long-term goal of Senate Republicans, it is difficult to understand why Californians and small businesses should pay more to support an expanded program while existing General Fund revenues continue to reach record highs. The Administration indicates the tax conformity proposal is a starting point for the discussion, and a final conformity package would depend on input from the Legislature and the various stakeholders. The most significant cha
	 
	Relief for Local Governments Affected By Recent Wildfires.  The budget includes $31 million General Fund to backfill wildfire-related property tax loss for local governments affected by the recent wildfires in both Northern and Southern California for wildfires in 2015, 2016, 2017, and 2018.  Of the $31 million, a large portion will go to Butte County and Lake County ($19.7 million General Fund), with the remaining $11.5 million backfilling Los Angeles, Orange, Riverside, Shasta, and Siskiyou counties.  Com
	 
	Budget May Encourage Local Government Debt.  Although the budget proposes to pay off the state’s budgetary debt, it also proposes to eliminate altogether the current 55 percent voter approval requirement for debt issuance by EIFDs. The EIFDs are utilized by cities and counties to receive tax increment funds from local agencies that voluntarily contribute funds for infrastructure development within their boundaries. These can be important tools for economic development after the dissolution of redevelopment 
	 
	Additionally, in an attempt to make EIFDs more attractive to local government, the budget proposes to pair the EIFD program with the federal Opportunity Zone program, which provides preferential capital gains treatment for investments within designated low-income areas. It is unclear whether opportunity zone tax preferences used to attract investment will actually benefit distressed communities. 
	 
	2020 Census Receives Record High Funding. The budget includes an additional $50 million General Fund over three years for statewide outreach and other activities related to the 2020 Census. The budget also includes $4 million for the California Housing and Population Sample Enumeration survey that would identify barriers to a complete count. The funding provided would be in addition to the $90.3 million General Fund included in the 2018 Budget Act, and represents a significant increase compared to 2010, whe
	   
	Can Yet Another Bureaucracy Fix State IT Problems?  The budget includes $56 million General Fund and 50 new state employees for the Governor’s proposed Office of Digital Innovation, a new state department with a mission to change the way California approaches service delivery and technology investments. The state’s record of repeated failures in implementing IT projects should be an embarrassment to the home of Silicon Valley.  However, multiple past attempts to create a more effective IT oversight agency h
	 
	Significant Family Leave Expansion with No Financing Plan. The 2019-20 Budget proposes extending the current Paid Family Leave Program (PFL) from six weeks to six months. The Budget does not specify how this expansion will be paid for or when it will be operational, but does mention the 
	creation of a Task Force to consider different options to phase-in and expand PFL recommendations. Currently, PFL is funded through an employee payroll contribution--approximately 1.1 percent of up to $125,000 of earned income—to the Disability Insurance (DI) Fund. The most recent forecast of the DI Fund projected a $4.6 billion surplus at the end of 2020, with an adequacy rate of 54 percent. Generally, a DI Fund balance of 25-50 percent of the prior 12 months of disbursement is considered adequate to maint
	 
	Child Savings Accounts. Governor Newsom’s proposed budget includes $50 million in one-time General Fund for pilot projects at First 5 California, local First 5 Commissions, local governments, and private charities that increase the number of incoming kindergartners with savings accounts. Governor Newsom’s goal is to encourage families to start saving early for college, vocational, or technical school. Senate Republicans support the goal of encouraging savings for higher education, but it is not clear that t
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	 Eliminating State Budgetary Debt and Deferrals. The budget includes $4 billion to pay off the state’s previous budget-balancing loans and deferrals. 
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	 State Pension and Health Liabilities Still High at $188 Billion.  The state continues to face a fiscal challenge with health and pension liabilities. Despite welcome debt reductions proposed in this budget, more action is necessary to reduce these liabilities.   
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	 $10 Billion in Standard Bond and Pension Payments.  The budget would make bond and other debt payments totaling $10 billion as currently required under state law. 
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	Eliminating State Budgetary Debt.  The 2019-20 budget proposes a payment of $2.3 billion to eliminate the remaining budgetary borrowing from special fund and transportation accounts, a welcome approach that will mitigate financial risk.  Additionally, the budget includes $1.7 billion to eliminate previous “deferrals” for payroll and PERS that were used as gimmicks to address previous budget shortfalls.   
	 
	Senate Republicans applaud the Governor’s efforts to use the state’s revenue windfall to mitigate budgetary risk in preparation for the next recession.  This step means these debts and gimmicks will be retired completely for the first time in over a decade.   
	 
	Reducing State Pension Debts.  The Governor’s budget would take additional commendable steps to reduce long-term debts.  It proposes a one-time extra payment of $3.0 billion to the Public Employees’ Retirement System (PERS) to reduce the state’s unfunded pension liability, and it would make a payment of $1.1 billion to reduce the State Teachers’ Retirement System (STRS) unfunded liability.  The STRS payment would be part of the $1.8 billion 2019-20 debt reduction made according to Proposition 2 requirements
	 
	Pension Liabilities Remain High Even After Proposed Reductions.  The table on the next page summarizes the state’s long-term debts and liabilities, which reach an estimated $275 billion for the state government.  Local teachers’ pensions and UC liabilities add another $98 billion for a grand public debt total of $373 billion.  The majority of the state’s liabilities shown there—$188 billion—are for pension and retiree health costs for state employees. Liabilities have continued to grow in recent years despi
	 
	Governor Newsom’s proposals to reduce debt are without doubt unprecedented and a commendable use for the current revenue surge. Senate Republicans have advocated using the surplus to pay down these debts.  The Governor’s administration estimates that the PERS and STRS payments would produce combined savings of $14.6 billion over the next three decades.  Unfortunately, these payments are small in relation to the $94 billion owed for PERS and STRS as of June 2018, and the retiree health obligation adds anothe
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	Bond Debt and Proposition 2 Payments.  The January budget includes $10 billion to pay a portion of the state’s current bond debts and pension liabilities, as currently required under state law, including the following major payments: 
	 $8.2 billion to pay debt service costs for the state’s outstanding and planned general obligation and lease revenue bonds in 2019-20, as required by the California Constitution and respective debt issuance documents.  At this time, the state currently owes $73.1 billion on outstanding general infrastructure bonds and owes $9.3 billion on lease-revenue bonds.  Additionally, there are $43 billion of general obligation and lease-revenue bonds ($37 billion and $6 billion respectively) that are authorized but n
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	 $1.8 billion to pay state liabilities as mandated by Proposition 2, which was approved by the voters in November 2014.  All of the Proposition 2 payments in 2019-20 will go towards reducing unfunded pension and retiree health liabilities, including $1.1 billion for STRS, as noted above. These payments are part of the normal Proposition 2 requirements.   
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