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January 9, 2019

To the members of the Senate and the Assembly of the California Legislature:

Since the first North Americans crossed the Bering land bridge, human beings have come to California for
fresh starts and new beginnings. Even for those earliest travelers, this land, rich with sunshine and bounty, must

have been the stuff of dreams  -a plac e where a prosperous and fulfilling life seemed within reach.

Generations of Californians have etched their dreams into our state's history. Gold rush miners and
wagon -wheeled families struck out for gold. Immigrants from Asia and Europe sought opportunit ies across a
vast sea. Servicemen and women returned from theatres of war and sowed entire communities out of cattle

land. Dreamers and doers invented the future, from the Silver Screen to Silicon Valley.

The California Dream -the idea that every person ca nachieve a better life, regardless of where they start
out -iscentral to who we are as Californians. Aselected representatives of the people, it'sour job to make

the California Dream real once more.

Even in a time of economic growth and record employment, too many Californians are experiencing the
squeeze of stagnant wages and the rising price of building -block necessities such as housing costs, health

care premiums, higher education and child care.

With this new budget -and at this new beginning -l believe we can and must reanimate the California

Dream.

California for All. That is the driving idea behind this budget proposal and my first year in office.

My predecessor, Governor Jerry Brown  -in partner ship with the Legislature -restored our state's confidence by
pulling state government back from the brink of fiscal insolvency. This budget proposal doubles down on that
responsible legacy, finally tearing down the remaining wall of budgetary debt, paying down pension

obligations and building up the most robust and prudent budget reserve in state history.




At the same time, this budget demonstrates that responsible budgeting and bold investments are not mutually

exclusive.

The following pages detail a comprehensive blueprint for making the California Dream more accessible and
affordable for all. It does more than any budget in California history to invest in future generations and
confront the real drivers of our state's cos t crisis-housing, child care, health care, prescription drugs,

preschool and higher education.

The California Dream should be available to every Californian, not just a privileged few. This year's budget

presents the best opportunity in decades to move our state closer to that important goal.

With respect,

/s/ Gavin Newsom

Gavin Newsom

STATE CAPI TOL A SACRAMENTO, CAL2ZORNI A 95814 A
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INTRODUCTION

INTRODUCTION

oday, Californiads economy is |l arger than
state budget has gone from perpetual multi -billion dollar annual deficits to being
balanced and having a robust Rainy Day Fund. The Budget protects this hard -won
recov ery, continues to save and to address structural liabilities, prepares for uncertain
times ahead, and meets the challenges of today sothat all Californians can count on a
measure of security and a real shot at opportunity. To achieve these goals, the Budg et
is centered on making necessary investments for an effective government, promoting
affordability and opportunity, and supporting just and dignified treatment for all
Californians.

EFFECTIVES OVERNMENT

To promote a more effective government that can with stand downturns in the
economy, as well as natural and man -made emergencies and disasters, the Budget
makes unprecedented investments in budget resiliency. It makes historic payments to

reduce the stateds unfunded p etandin gbudgétdaryadebis| i t i es,
Rai

al

continues to build and strengthen the stateds
i nvestments to i mprove Californiads emergency

capabilities. The Budget also proposes a comprehensive approach to bringing
government services into the digital age, and funds critical work to build a longitudinal
data system to better track student outcomes and increase the alignment of our
educational system to the state's workforce needs.
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INTRODUCTION

Maintaining a balanced budget and increasing budget resiliency is non -negotiable
and a predicate for expanding programs, especially with growing risks facing the state
and national economies, including the recent volatility of the stock market.

AFFORDABILTY AND OPPORTUNITY

While the Budget reflects prudent stewardship of taxpayer dollars, it is the responsibility
of government to address the issues that are most trying for all those living in the state
and to invest in California’ s future. The Budget does more than ever to address the fact
that far too many Californians simply cannot pay their bills, afford health care, put a

roof over their heads, or provide the opportunity for their children to thrive from cradle

to career.

To provide immediate relief, the Budget more than doubles the existing Earned Income

Tax Credit by investing $1 billion in a nefiw O0Wor Kk
particularly those with young children  fi receive a bump in their income to address the

costs of housing, rent, and child care.

To improve affordability and access to health care, the Budget addresses the rising cost
of prescription drugs, makes critical investments to uphold and expand the Affordable
Care Act by increasing subsidies to ens  ure that more middle -class Californians can
afford health coverage through Covered California, and makes progress in providing
universal coverage by expanding Medi -Cal to young adults ages 19 through 25
regardless of immigration status.

The Budget address es the housing crisis in California head -on with a one -time
investment to spur housing development, an expansion of state tax credits to further
develop both low - and moderate -income housing, and an innovative proposal to plan
for housing development on ex  cess state property.

The Budget prioritizes cradle -to-career opportunities by recognizing the crucial

investments needed for young children and their parents: creating a path for California

to be the first in the nation to provide newborns with the opport unity to be cared for by

a parent or close relative for the first six mont
Californiads Paid Family Leave -dayrfdlgyeaapreschgolr ovi di ng
for all income -eligible 4 -year -olds and increased fundin g so all children in California can

attend full -day kindergarten; and making investments in critical child care workforce

and facility infrastructure to improve quality, affordable child care.
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INTRODUCTION

The Budget builds on these early years by providing an historic level of funding for K -12
schools i with the per -pupil expenditure now nearly $5,000 higher than just 7 years ago i
and greater investments to assist students with the greatest needs.

So that coll eges and universities remain engines of economic mobility, the Budget

provides funding for two free years of community college tuition, and provides

significant increases for the California State University and the University of California.

JUSTICE ANDDIGNITY

California is simultaneously facing a homelessness epidemic across the state, a
humanitarian crisis at the border, a health care system that does not adequately serve
individuals with mental illness, and a criminal justice system that can do more to f ocus
on rehabilitation and reentry. The Budget makes critical investments to address these

gaps to ensure that all Californians have access to justice and dignity.

STRONG FOUNDATION, GROWING RISKS

The state has a strong fiscal foundation and has made sig nificant progress in paying
down debts and liabilities. The state has built up the Rainy Day Fund that will help

to manage the effects of an economic downturn. The state iscurrently experiencing
record low unemployment and has added hundreds of thousands of jobs each year
since 2012.

While the state currently has a strong foundation, growing uncertainty related to the

global political and economic climate, federal policies, rising costs, and the length of

the current economic expansion require that the Bu dget be prudent. A trade war
between the U.S. and China has materialized and the stock market ended 2018 with
dizzying levels of volatility. Furthermore, relatively low interest rates and a growing

federal deficit leave the federal government with fewer po licy options to address an
economic slowdown. By the time the budget year starts, the nation will have

experienced 10 straight years of economic expansion i matching the longest
economic expansion in modern history.

The Budget assumes moderate growth overt  he forecast period, but as shown in the
figure below, even a moderate recession could result in significant revenue

declines. A one -year recession in 2019 -20 that is larger than the 2001 recession, but
milder than the 2007 recession, could result in a near ly $70 billion revenue loss and a
$40 billion budget deficit over three years.
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Annvual Revenue Could Drop by over $25 Billion in a Recession
(Dollars in Millions)
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Maintaining a balanced budget under the moderate recession scenario would be a
challenge, even with the $15.3 billion that will be saved in the Rainy Day Fund by
2019-20.

BUILDING BUDGETARYRESILIENCY ANDPAYING DOWN UNFUNDEDRETIREMENT
LIABILITIES

Given federal uncertainty, the risks to the current economic forecast, and the need for

a solid fiscal foundation, the Budget allocates $13.6 billion (including debt payments

and reserve deposits required by Proposition 2) to building budgetary resiliency and
paying down the state's unfunded pension liabilities. This includes $4 billion to eliminate
debts and reverse deferrals, $4.8 billion to build reserves, and an additional $4.8 billion

to pay down unfunded retirement liabilities. These investments will better enable the
state to protect funding for schools and other core programs that serve the state's
neediest individuals during the next economic slowdown.

ELIMINATING DEBTS ANDREVERSINGDEFERRALS

The Budget includes $4 billion to eliminate budgetary de bts and reverse the deferrals of
the past decades. Specifically, the Budget proposes:

4 G OVERNOR'SBUDGETSUMMARY i 2019-20
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A$2.4 billion to pay off the stateds budgetary de
outstanding loans from special funds and transportation accounts. This marks the first
time in over a decade that these debts have been completely paid off.

A $1 billion to eliminate the annual payroll deferral. The one -month deferral of the
June payroll provided a one  -time budget savings that was used to help ba lance
the budget nine years ago. The state has been deferring this payment ever since;
this action eliminates this long -standing practice.

A $700 million to eliminate the deferral of the fourth -quarter payment to the California
Public Employees' Retirement System (CalPERS). Similar to the payroll deferral, this
action reverses a one -time budget savings that was used to help balance the
budget over a decade ago.

BUILDING RESERVES

The Budget continues to build additional reserves beyond the $13.5 billion currently set
aside in the Budget Stabilization Account (commonly called the Rainy Day Fund).

The Budget assumes an additional $1.8 billion transfer in the budget year and an

additional $4.1 billion over the remainder of the forecast period, bringi ng the Rainy Day
Fund to $19.4 billion by 2022 -23, as shown in the figure below.

A recent opinion by the Legislative Counsel concluded that supplemental payments
made in prior years do not count toward calculating the 10 percent of General Fund
tax revenu es target set in the Constitution. Consistent with this opinion, the Budget
continues to make required deposits in the Rainy Day Fund.

The Budget also adds $700 million to the Safety Net Reserve created in the 2018 Budget
Act, bringing the total in thisr eserve to $900 million. This reserve sets aside funds
specifically to protect safety net services during the next recession.
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Budget Stabilization Account Balance
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Finally, the Budget reserves $2.3 billion in the Special Fund for Economic Uncertainties to
address emergencies and unforeseen events.

PAYING DOWN UNFUNDEDRETIREMENTIIABILITIES

Building and maintaining the fiscal health of the state's retirement systems is critical to
ensuring the long -term security of the state's retirement benefits. Over the past several
years, there have been significant strides in curbing the growing costs of the state's
major retirement liabilities. These include enacting the Califor nia Public Employees'
Pension Reform Act of 2013 (PEPRA) that capped benefits, increased the retirement
age, and required employees to contribute more toward retirement; a statutory

funding strategy to address the unfunded liability of the California State Teachers'
Retirement System (CalSTRS); and a strategy to prefund retiree health benefits.
Furthermore, both CalPERS and CalSTRS have adopted more realistic assumptions
related to future investment earnings, more realistic life expectancy assumptions, and
more responsible amortization schedules. Despite these actions, California continues to
have considerable state retirement liabilities, as shown in the figure below.

The Budget makes an unprecedented $3 billion supplemental contribution to pay down
the state's share of unfunded liabilities within CalPERS. This investment is estimated to
result in savings of $7.2 billion over the next three decades.

6 G OVERNOR'SBUDGETSUMMARY i 2019-20



INTRODUCTION

Retirement Liabilities
(Dollars in Millions)
Outstanding Amount
at Start of 2019-20

Retirement Liabilities

State Retiree Health $91,008
State Employee Pensions 58,765
Teachers' Pensions " 103,468
Judges’ Pensions 3,277
Total $256,518

"' The state portion of the unfunded liability for teachers’ pensions is $35 3 billion.

2 For retiree health and pensions, the amounts reflect latest actuarial report available.
The Budget makes it a top priority to pay down the state' s retirement liabilities and
proposes to dedicate all of the Proposition 2 debt payments A $1.8 billion in
2019-20i toward paying down the state's retiree health and unfunded pension
liabilities.

The Budget allocates $1.1 billion of the aforementioned $1.8 billion to CalSTRS in the

budget year. The Budget will also dedicate an additional $1.8 billion over the forecast

period to pay down the state's share of the CalSTRS unfunded liability. Paying do wn this
liability will result in estimated savings of $7.4 billion over the next three decades.

BEVMERGENCYREADINESS RESPONSE ANORECOVERY

The state has faced unprecedented natural disasters over the past two years. By the
end of 2018, wildfires in Calif ornia killed over 100 people, destroyed more than 22,700
structures, and burned over 1.8 million acres. Emergencies of this magnitude are
becoming a more regular occurrence and the impacts of these disasters are
devastating to people and communities. The B udget proposes to bolster the
preparedness of individuals and communities, makes additional investments in
prevention and critical emergency response systems, builds up the state's firefighting
capabilities, and provides critical relief to communities stru ggling to recover.

The Budget proposes to continue to support local areas devastated by the 2018
wildfires by backfilling wildfire -related property tax losses and waiving the local share of
cost for debris removal. Funding for impacted schools is also bac kfilled.

The state must do more to help local governments and individuals be more

prepared for the next emergency. The Budget proposes $50 million General Fund

one -time for local grants and to immediately begin a comprehensive, statewide
education campaig  n on disaster preparedness and safety. The Budget also includes

G OVERNORSBUDGETSUMMARY i 2019-20 7
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$60 million General Fund one -time to jump -start upgrades to the 911 system, including
an overhaul to the existing fee that will sustainably fund a modern, reliable system.

The Budget includes $16.3 million General Fund to finish the build -out of the California
Earthquake Early Warning System.

To adjust to changing fire conditions, the Budget includes $200 million General Fund to

augment CAL FI REds firefighting capari | ities, add
engines, replacing Vietnam War  -era helicopters, deploying new large air tankers, and

investing in technology and data analytics that will support CAL FIRE's incident

command in developing more effective initial fire suppression strategies. The Budget

also continues $25 million General Fund ongoing for pre -positioning local government

fire engin es to support the state's critical mutual aid system.

The Budget also provides a sizable investment in forest management fi $214 millionA to
increase fire prevention and complete additional fuel reduction projects, including
increased prescribed fire crews.

PROVIDING SUPPORT FROMCRADLE TOCAREER
EARLYCHILDHOOD

The first five years of a childds | ife are the fo
contains a series of proposals to not only address early childhood education, but also

focus on supporting parents to reduce child poverty and on improving early childhood

health and wellness.

Public health and economic research shows that providing up to six months of paid
parental leave fi the norm in most developed countries i leads to positive health and
educa tional outcomes for children, greater economic security for parents, and less

strain on finding and affording infant child care. To promote affordability and family
bonding, the Administration is committed to expanding the Paid Family Leave program
with th e goal of ensuring that all newborns and newly adopted babies can be cared

for by a parent or a close family member for the first six months. The Budget proposes to
adjust the reserve requirement for the fund that supports the Paid Family Leave

program. Th is change will enable the state to make a down payment in expanding

Paid Family Leave in the upcoming budget year while maintaining an adequate

reserve. During the year, the Administration will convene a taskforce to consider

different options to increase  participation in the program and to phase -in this program

expansion. The Administration will also consider other changes fi including better

8 G OVERNOR'SBUDGETSUMMARY i 2019-20
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alignment of existing worker protections and establishing non -retaliation protections for
all workers i to increase the ability of all workers to access these important benefits.

The Budget includes funding for universal preschool for all income -eligible four -year -old
children in the state, phased in over a three -year period. This funding will allow state
preschool providers to offer full  -day/full -year care to better accommodate wo rking
parents. The Budget proposes the development of a plan to achieve universal

preschool for all children in California, including new revenue options to support

increased enrollment. This plan will also include a framework to implement a
comprehensive, high -quality child care system in the state i including simplifying the
system, increasing access, and reflecting the principle of shared responsibility among
government, businesses, and parents. The Budget includes $500 million one -time
General Fund to bui Id child care infrastructure, including investing in the education of

the child care workforce.

The Budget proposes to reduce health disparities in early childhood. The Budget

includes additional funding to improve the detection of adverse childhood exper iences
and increase developmental screenings provided to children in Medi -Cal. The Budget
also includes funding to expand existing home visiting programs with innovative new
approaches to reach low  -income young mothers, and an augmentation to the Black

Infant Health program.

The Budget includes several proposals to directly address child poverty and support

families in breaking the cycle of poverty through work and education. The Budget

includes funding to raise grants for the lowest income families served by the CalWORKs
program to 50 percent of the Federal Poverty level. The Budget also proposes a

supplemental Cal Grant award of up to $6,000 for student -parents with dependent
children attending California's public colleges and an increased number of compe titive
Cal Grant awards to improve access to higher education. The Budget includes

additional funding to aid local child support agencies in collecting and remitting

millions in additional child support payments to families.

K-12 EDUCATION

Education funding, in  cluding K -12 and higher education, is the largest share of the

stateds budget and the single greatest deter mi nan
proposes an historic level of funding for K -12 schools. Per -pupil funding has grown nearly

$5,000 more than 2011-12 levels from $7,008 to $12,003. The Budget proposes investing in

all students with the greatest increases for the neediest students, including students with

disabilities.

G OVERNORSBUDGETSUMMARY i 2019-20 9
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As shown in the figure below, the minimum guarantee of funding for K-12 schools and
community colleges in 2019 -20 is $80.7 billion, a new all -time high. This is compared to
the recessionary low of $47.3 billion in  2011-12.

Proposition 98 Funding
2010-11 to 2019-20

$85.0
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$60.0 1
$55.0

Dollars in Billions

$50.0

$45.0 |

The Local Control Funding Formula will grow to $63 billion with a 3.46 -percent

cost-of -living adjustment (COLA) proposed inthe Budget for 2019-20. School districts are
experiencing relatively good fiscal health overall, but many school districts face

significant long -term fiscal challenges. Statewide K -12 enrollment is declining and in

some urban districts the declines are more significant because of decades of suburban

flight and increased charter school enrollment. At the same time, districts have been

facing increased costs related to health care and policy changes to address unfunded

liabilities in CalSTRS and CalPERS.

To address the rising costs of CalSTRS pensions and provide immediate relief to districts,

the Budget proposes a $3 billion one -time non-Proposition 98 General Fund payment to
CalSTRS on behalf of schools (the employers). Overall, this payment is expected to

provide immediate relief to school districts and will reduce the out -year contribution

rate by half a percentage point.

New statewide data shows that students with disabilities have the greatest need for
improvement. The Budget reflects $576 million in Proposition 98 General Fund ($186
million is one -time) to support expanded special education services in school districts
with a high concentration of special education students.

10 G OVERNOR'SBUDGETSUMMARY i 2019-20
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The Budget also includes $750 million one -time General Fund to address barriers to
full-day kindergarten. About one quarter of students enrolled in kindergarten do not

have access to a full -day kindergarten program. This investment will put California on a
path for all kindergartners to attend full -day kindergarten.

HIGHEREDUCATION

If colleges are to remain engines of economic mobility, they must evolve along with the
state's changing population and economy. Colleges and training programs must
prepare students with the skills needed by employers not only today but into the

future. The Budget includes $1.4 billion ($942 million ongoing) for higher education to
support inc reased enrollment, improved time to degree and a tuition freeze. Segments
serving a higher number of students receive a greater amount of the increased
resources. The Budget proposes funding for two free years of community college tuition.

A University of California fi $240 million ongoing General Fund for operational costs;
student success, student hunger and housing initiatives; ongoing support for
graduate medical education; and mental health resources. The Budget also
includes $138 million one -time General Fund for deferred maintenance.

A California State University fi $300 million ongoing General Fund for operational costs,
increased enrollment, and for continued progress toward the equity goals of the
Graduation Initiative 2025. The Budget also includes $247 million in one -time General
Fund for the expansion of on -campus child care facilities serving students and
deferred maintenance, and $15 million in one -time General Fund for student hunger
and housing initiatives.

A Community Colleges fi $402 million ongoing Proposition 98 General Fund, including a
3.46-percent COLA, enroliment growth, legal services for undocumented students
and families, and providing a second year of free tuition.

ADDRESSINGAFFORDABILITY

The Budget creates a new " Working Families Tax Credit" by more than doubling the size
of the state's Earned Income Tax Credit to $1 billion. This tax break will support

low -income families with young children by providing a $500 credit for families with

children under the age of si  x. The Administration will explore options to provide the

credit on a monthly basis. Also, the credit will be expanded to reach full -time workers

earning $15 per hour fi reaching 400,000 additional families. This expanded "Working

G OVERNOR'SBUDGETSUMMARY i 2019-20 11
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Families Tax Credit" will be funded as part of a revenue neutral tax conformity package
that will bring components of the stateds tax
and remove administrative burdens for small businesses.

California is facing a housing cris is. The median home price in 2017 was $537,860, and
was much higher in coastal areas. Meanwhile, median income is around $72,000, and

just surpassed the pre -recession level in 2017. These dynamics have resulted in many
renters spending a relatively large s hare of their income on housing costs, and far too
many cannot become homeowners. The Budget includes $1.3 billion General Fund

one -time and a new approach to spur housing development to address the state's
affordability crisis and promote economic growth. The Budget also expands state tax
credits to further develop both low - and moderate -income housing. Lastly, it proposes
new innovative housing on excess state property.

California is a national leader in health care, but more needs to be done to

advance health care affordability and universal access to health care for all

Californians. Actions by the federal government threaten the Affordable Care Act and
overall affordab ility of health care. The Budget proposes major steps to rein in the high
cost of prescription drugs, provides expanded subsidies to individuals purchasing
coverage through Covered California, and invests in more preventative services

that will reduce over all health care costs. The Budget also makes progress in providing
universal coverage by expanding Medi -Cal to serve approximately 138,000 young
adults ages 19 through 25 regardless of immigration status. The cost of this expanded
coverage will be offset, in part, by county indigent health savings.

JUSTICE ANDDIGNITY

Political strife in Central America combined with inadequate federal immigration

policies have created a humanitarian crisis at the state's border with Mexico.

The Budget allocates $25 million General Fund (including $5 million to be made

available in the current year) for an immigration rapid response program to assist

qualified community -based organizations and non  -profit entities in providing services to
addre ss this crisis. The Budget also includes $75 million General Fund ongoing for
immigration -related services, including assisting applicants seeking Deferred Action for
Childhood Arrivals; naturalization; and other immigration remedies.

In any given year, o ne in four families deal with a mental health condition.
An estimated one in 20 adults are living with a serious brain illness. Each year, thousands
of young Californians will experience their first psychotic break, enduring the terrifying

12 G OVERNOR'SBUDGETSUMMARY i 2019-20
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delusions and hallucinations that are a hallmark of schizophrenia, bipolar disorder and
some forms of depression. The Budget focuses on finding ways to improve brain health
and improve care by investing in mental health workforce training, early psychosis
research and treatment, and a Whole Person Care pilot program to coordinate health,
behavioral health and social services, including supportive housing for people with
severe mental illness.

A critical component of awell  -functioning correctional systemi s providing offenders
greater opportunity for rehabilitation. This starts with the youngest offenders.

The Administration proposes to transform its youth correctional facilities to focus on
rehabilitation and education. As part of this approach, the Budget proposes to move
the Division of Juvenile Justice from the California Department of Corrections and
Rehabilitation to a new department under the Health and Human Services Agency. This
change will enable the state to better provide youth offenders with the services they
need to be successful when released. The Budget also includes a major initiative to
improve inmate literacy. To support more effective public safety, the Budget proposes

an increase of $35 million General Fund funding for local law enforceme nt training on
use of force, de -escalation, and engaging with individuals experiencing a mental

health crisis.

Homelessness pervades both urban and rural communities across the state and puts
stress on local resources, from emergency rooms and mental health and social services
programs to jails. The Budget includes $500 million one  -time General Fund for local
gover nments to build emergency shelters and navigation centers, and $25 million
General Fund ongoing to assist homeless disabled individuals in applying for disability
benefits.

Access to safe and affordable drinking water is a fundamental right. The Budget
includes short -term measures to bring immediate relief to communities without safe
drinking water and also proposes an ongoing sustainable funding source to address this
problem into the future.

MAINTAINING BALANCE IS AN ONGOING CHALLENGE

Maintaining the f iscal health of the state is an ongoing challenge given its volatile
revenue base and limited spending flexibility. The Budget demands constant attention
to stay in balance. Vigilance is especially needed this year given the length of the
current economic  expansion and federal uncertainty. The Budget takes a careful
approach by allocating $13.6 billion toward building more budget resiliency through

G OVERNORSBUDGETSUMMARY i 2019-20 13
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paying debts and saving. The Budget makes strategic investments, mainly one -time,
to address a ffordability, expand opportunity, and strengthen the state's readiness and
emergency response. It is possible that some of these decisions will need to be revisited
this spring when more current information about the direction of the U.S. economy and
state revenues is available. The Administration will closely monitor key economic and
revenue indicators in the coming months and will make adjustments as needed to

ensure the Budget plan continues to reflect the economic realities facing the state.
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QUMMARY CHARTS

This sectio n provide svariou sstatewid e budge t chart sand tables.
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SUMMARY CHARTS

2019-20 Governor's Budget
General Fund Budget Summary
(Dollars in Millions)

2018-19 2019-20

Prior Year Balance $12,377 $5,240
Revenues and Transfers $136,945 $142,618
Total Resources Available $149,322 $147,858
Non-Proposition 98 Expenditures $90,054 $88,896
Proposition 98 Expenditures $54,028 $55,295
Total Expenditures $144,082 $144,191
Fund Balance $5,240 $3,667
Reserve for Liquidation of Encumbrances $1,385 $1,385
Special Fund for Economic Uncertainties $3,855 $2,283
Safety Net Reserve $900 $900
Budget Stabilization Account/Rainy Day Fund $13,535 $15,302
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SUMMARY CHART¢

General Fund Expenditures by Agency
(Dollars in Millions)
Change from 2018-19

Dollar Percent
2018-19 2019-20 Change Change

Legislative , Judicial, Executive $4,643 $4,559 -$84 -1.8%
Business, Consumer Services & Housing 449 1,693 1,244 277.1%
Transportation 214 296 82 38.3%
Natural Resources 3,909 3,509 -400 -10.2%
Environmental Protection 358 123 -235 -65.6%
Health and Human Services 37,098 40,302 3,204 8.6%
Corrections and Rehabilitation 12,495 12,482 -13 -0.1%
K-12 Education 57,861 58,746 885 1.5%
Higher Education 16,348 17,180 832 5.1%
Labor and Workforce Development 159 125 -34 -21.4%
Government Operations 4,876 1,253 -3,623 -74.3%
General Government:

Non-Agency Departments 1,145 821 -324 -28.3%

Tax Relief/Local Government 472 461 -11 -2.3%

Statewide Expenditures 4,055 2,641 -1,414 -34.9%
Total $144,082 $144,191 $109 0.1%
Note: Numbers may not add due to rounding.

2019-20
General Fund Expenditures
(Dollars in Millions)
Higher Education
($17,180)
11.9%
K-12 Education Other
($58,746) _ ($11,972)
40.7% 8.4%

~——_ Natural Resources
($3,509)
2.4%

Health
($30,312)
21.0%
Correctons and _———

Rehabilitation Human Services
8.7% 6.9%
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SUMMARY CHARTS

General Fund Revenue Sources
{Dollars in Millions)

Change from 2018-19

Dollar Percent

2018-19 2019-20 Change Change
Personal Income Tax $97,720 $100,547 $2,827 2.9%
Sales and Use Tax 26,244 27,424 1,180 4.5%
Corporation Tax 12,330 13,125 795 6.4%
Insurance Tax 2,606 2,830 224 8.6%
Alcoholic Beverage Taxes and Fees 382 389 7 1.8%
Cigarette Tax 65 63 -2 -3.1%
Motor Vehicle Fees 31 33 2 6.5%
Other 304 -26 -330 -108.6%
Subtotal $139,682 $144,385 $4,703 3.4%

Transfer to the Budget Stabilization

AccounURainy Day Fund e L ey =il AT
Total T $136,945 $142,618 $5,673 4.1%

Note: Numbers may not add due to rounding.
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2019-20
General Fund Revenues and Transfers 11
{Dollars in Millions)

Personal Inoome
Tax
($100,547)
69.6%

11Exclude s $1,767 million transfer to Rainy Day Fund.
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19.0%

Other
($459)

" 03%

Corporation Tax
($13,125)
9.1%
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SUMMARY CHART¢

2019-20 Total State Expenditures by Agency
(Dollars in Millions)

General Special Bond
Fund Funds Funds Totals

Legislative, Judicial, Executive $4,559 $3,666 $324 $8,549
Business, Consumer Services & Housing 1,693 970 1,025 3,688
Transportation 296 14,231 339 14,866
Natural Resources 3,509 1,687 1,004 6,200
Environmental Protection 123 3,697 405 4,225
Health and Human Services 40,302 24,526 64,828
Corrections and Rehabilitation 12,482 3,036 15,518
K-12 Education 58,746 176 1,606 60,528
Higher Education 17,180 144 628 17,952
Labor and Workforce Development 125 795 920
Government Operations 1,253 340 9 1,602
General Government:

Non-Agency Departments 821 1,771 10 2,602

Tax Relief/Local Government 461 2,866 3,327

Statewide Expenditures 2,641 1,617 5 4,263
Total $144,191 $59,522 $5,355 $209,068
Note: Numbers may not add due to rounding.

2019-20

Total State Expenditures
(Including Selected Bond Funds)
(Dollars in Millions)

Corrections and

Human Services — ons
($21,394) Rehabilitation
10.2% ($15,518)
7.4%

Health _— K-12 Education
($43,434) ($60,528)

20.8% 29%
Transportation 4‘

Other

($14,866)
7.1%
Higher Education
($17,952)
($35,376) 8.6%

16.9%
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SUMMARY CHARTS

2019-20 Revenue Sources
(Dollars in Millions)

General Special Change From
Fund Funds Total 2018-19
Personal Income Tax $100,547 $2,368 $102,915 $2,807
Sales and Use Tax 27,424 12,627 40,051 1,822
Corporation Tax 13,125 13,125 795
Highway Users Taxes 8,450 8,450 795
Insurance Tax 2,830 2,830 224
Alcoholic Beverage Taxes and Fees 389 389 7
Cigarette Tax 63 1,994 2,057 -44
Motor Vehicle Fees 33 9,778 9,811 339
Other -26 22,609 22,583 -4,189
Subtotal $144,385 $57,826 $202,211 $2,556
Transfer to the Budget Stabilization 1767 1767
Account /Rainy Day Fund
Total $142,618 $59,593 $202,211 $2,556
Note: Numbers may not add due to rounding.
2019-20
Total Revenues and Transfers
(Dollars in Millions)
Personal Income
Tax \
($102,915)
50.9%
Sales and Use Tax
7" ($40,051)
19.8%
Other
($22,583)
11.2%
Highway Users T axes )
($8,450) Alcoholic Beverage
4.9% e Taxes and Fees
. ($389)
Motor Vehicle Fees/ I Corporatlon Tax 0.2%
($9,811) Insurance Tax Cigarette Tax ($13'1025)
4.8% ($2,830) ($2,057) 6.5%
1.4% 1.0%
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EARLY CHILDHOOD

EARLY CHILDHOOD

roviding children in California with a healthy start isone of the best investments the
state can make. A growing body of research points to the link between early
childhood interventions and improved outcomes years or even decades into the future:
higher education levels, better health, and stronger career opportunities. Investing in
early childhood enables these outcomes in the future while strengthening families and
reducing child poverty immediately. The framework adopted in this budget p romotes a
healthy start in three ways: (1) early access for children to educational and health
care services, including services for those with adverse childhood experiences, (2) a
two -generation approach that invests in parents so they can invest more in their
children, and (3) easing financial pressures on parents so they can escape the cycle of
poverty and focus on healthy development of their kids in those critical first five years of
a child's life.

The Budget proposes a comprehensive package that inv ests in each of these three
areas so that more children get the healthy start that prepares them and their families
for the years ahead:

A Improving educational access through substantial investments in preschool,
kindergarten and child care, and improving access to health care services through
developmental screenings and referrals.

A Supporting parents with expanded paid family leave to promote family bonding,
increased home -visiting assistance, medical screenings, and student -parent
scholarship awards.

G OVERNORSBUDGETSUMMARY i 2019-20 21



EARLY CHILDHOOD

A Easing the financial burden on parents with higher CalWORKs grants for low -income
parents and expanding access to child savings accounts for kindergartners so their
families can build assets and save for their  education.

CHILDCARE AND EARLY LEARNING

Access to high-quality, affordable child care and early learning programs isessential
for all families. Parents are more likely to be successful in school and/or career if they

know that their children are safe and productively engaged throughout the day.
Children who are emotionally, developmentally, and academically supported in a care
setting are more likely to start school ready to learn and continue to excel once they

are school -aged.

UNIVERSALFULL- DAY KINDERGARTEN

Attendance in kindergarten is benefi cial to a child's long -term academic attainment.
Unfortunately, many California children  fi including too many low -income kids and
English language learners fi do not enroll in kindergarten. A key reason some kids do not
enroll in kindergarten is lack of access  to a full -day program. A recent Department of
Education survey found that 22 percent of school districts, representing more than 1,600
school sites, offer only part -day kindergarten programs. School districts cited a lack of

facilities as the main impedime  nt to offering full -day kindergarten.

Building upon the $100 million General Fund provided in the 2018 Budget Act to eligible
school districts to construct new or retrofit existing facilities for full -day kindergarten
programs, the Budget proposes $750 mi  llion one -time non -Proposition 98 General
Fund for the same purposes or to fund other activities that reduce barriers to providing
full-day kindergarten.

UNIVERSALPRESCHOOL

Pre-kindergarten education and experiences are the basis for success in K -12

education and beyond. It is a priority of the Administration that all children have access

to a high -quality preschool program before they begin kindergarten. Consistent with

this priority, the Budget proposes both near  -term investments to increase capacity and
access, as well as funding to develop along -term plan to provide universal preschool in
California.

As a first step toward universal preschool, the Budget proposes increas ing access to the
existing State Preschool program for all low  -income four -year -olds.
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A To provide full -day, full -year access to State Preschool to all eligible low -income
four-year -olds, the Budget proposes $124.9 million non -Proposition 98 General Fund
and additional investments in the two succeeding fiscal years to fund a total of
200,000 slots by 2021-22. Given limited capacity at local education agencies, the
additional slots will be provided by not  -for-profit providers.

A To ensure that ot herwise eligible four -year -old children can access a  full-day,
full-year State Preschool program, the Budget eliminates the existing requirement
that families with four -year -olds provide proof of parent employment or enroliment
in higher education to acces s the full-day program.

A To allow non -local educational agency providers to draw down full -day, full -year
reimbursement from a single funding source, and to provide them with flexibility to
make better use of their contract funding, the Budget shifts $297.1 million Proposition
98 General Fund for part -day State Preschool programs at non  -local educational
agencies to non -Proposition 98 General Fund.

To achieve universal preschool, the Budget proposes funding to develop a long -term
plan during the budget year . The plan will outline necessary steps to provide universal
preschool in California, including strategies to address facility capacity, to ensure a

trained workforce is available, and to identify revenue options to support universal

access. The plan may i nclude proposed changes to the transitional kindergarten

program given the overlap between that program and universal preschool.

IMPROVING ACCESS ANDQUALITY OFSUBSIDIZEDCHILD CARE INCALIFORNIA

To increase the quality and availability of child care, the Budget proposes $500 million

one -time General Fund to both (1) expand subsidized child care facilities in the state

and (2) make a significant investment in the education of the child care workfor ceto
improve the quality of care and move child care professionals along the early
education/child care professional continuum. As discussed in the Higher Education

chapter, the Budget also provides $247 million in one -time funds to the California State
University that can be used for child care infrastructure for students on college

campuses.

To implement a more well -aligned, comprehensive child care system in the state, the
Budget proposes funding to develop a long -term strategic plan that will:

A Provide a framework, including options to generate needed revenues, to
implement a comprehensive, high-quality child care system in California;
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A Outline ways to simplify the subsidized child care system, bring greater cohesion and
stability to the system, and increase access to subsidies; and

A Reflect the principle of shared responsibility and outline the appropriate role for
government, businesses, and parents in meeting child care needs.

The Budget proposes $10 million General Fund for the State Board of Education, in
consultation with the Department of Finance and the Department of Social Services, to
contract with a research and analysis entity to develop the road map to provide

universal preschool in California, as well as along  -term plan to improve access to and
guality of subsidized child care. The plan will be developed during the budget year in
consultation with stakeholders and experts.

REDUCING CHILD POVERTY

The Budget takes steps to address the inter  -generational cycles of poverty by focusing
on the immediate needs of food and housing stability. These include significant
investments to reduce child poverty and provide additional supports for low -income
parent s pursuing employment or higher education.

INCREASECALWORKS GRANTS TCbO PERCENT OF THEEDERALPOVERTYLEVEL

The Budget proposes to increase CalWORKSs grant levels by 13.1 percent, effective
October 1, 2019, which will bring monthly grant payments to 50 p ercent of the
projected 2019 federal poverty level. For a three -person assistance unit, the maximum
monthly grant level will be $888, an increase of $103. The Budget includes $347.6 million
General Fund in 2019 -20 ($455.4 million General Fund annually ther  eafter) to fund this
grant increase.

The Budget maintains prior grant increases that were partially funded by the Child
Poverty Subaccount within 1991 Realignment. Based on current projections, this
structure will allow for modest grant increases in 2020  -21 and 2021 -22.

INCREASEDSUPPORT FOROCAL CHILD SUPPORTAGENCIES

The Budget proposes an additional $56 million ($36.9 million federal funds and

$19.1 million General Fund) for Local Child Support Agency administrative costs. This
increase represents the first year of a three -year, phased -in implementation of a new
budgeting methodology. These resources create more equitable funding across all

local agencies, reducing geographic disparities in funding for child support case
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management. The additional funding strengthens supports for families with young
children by increasing the ability of local agencies to collect and remit child support
payments. Upon full implementation, the additional resources are anticipated to
increase annual child support collections by hundreds of millions. The funding will be
allocated to 21 counties with relatively lower funding levels, many of which have a high
proportion of low -income households.

CAL GRANTACCESSAWARDS FORSTUDENTPARENTS

Althoug h higher education is a key pathway for individuals to increase their future
career options and improve economic status, students with dependent children face
increased costs at the same time that their ability to supplement income by working is
limited du e to the demands of their educational programs. These challenges make it
more difficult for student parents to complete degree programs that increase future
earnings potential and can end the cycle of multi -generational poverty.

The Budget proposes $121.6 million General Fund to increase or provide new access
awards for students with dependent children attending the University of California, the
California State University, or the California Community Colleges. New or renewal Cal
Grant A students will receive an access award of up to $6,000, new or renewal Cal
Grant B students will see their access award increase from $1,648 to $6,000 while Cal
Grant C students will see their book and supply award increase from $1,094 to $4,000.
These access awards and increased award levels will better enable students with
dependent children to meet their families' basic needs and increase their likelihood of
degree completion.

EARLYCHILDHOOD HEALTH AND WELLNESS

Nearlyone -t hi r d of tdpuedation,tardappr@demately 45 percent of new

mothers, receive Medi -Cal benefits. In an effort to bolster early childhood supports and
reduce health disparities for low -income families, the Budget proposes investments to
improve screening for adverse chil  dhood experiences (ACEs) and to link at  -risk families
to appropriate interventions and services.

Research shows that individuals who experienced ACEs are at greater risk of heart
disease, diabetes, and premature death. Identifying cases of ACEs or trauma in
children and adults and providing treatment can lower long -term health costs.

Additionally, despite gains experienced in California relative to the rest of the nation,
significant disparities faced by African ~ -American mothers remain with regard to rate s of
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death from pregnancy -related causes. African -American babies are also twice as likely
to be born with a low birth weight. Efforts to increase supportive services for
African -American mothers are needed.

The Budget includes funding to  better identify these problems early on and refer families
to appropriate services.

ADVERSECHILDHOOD EXPERIENCE$ACES) AND DEVELOPMENTAISCREENINGS

The Budget proposes $45 million ($22.5 million federal funds and $22.5 million Proposition
56 funds) to the Department of Health Care Services for ACEs screenings for children

and adults in the Medi -Cal program. Beginning no sooner than January 1, 2020, th is
proposal provides ACEs screenings to children and adults under age 65 at least once
every three years, and supports increased referrals to appropriate services depending
upon screening results. The Department of Health Care Services will work with

stake holders to develop a screening tool for children and will utilize an existing
assessment for adults.

The Budget proposes $60 million ($30 million federal funds and $30 million Proposition 56

funds) for the Department of Health Care Services to increase de velopmental

screenings for children. Developmental screenings
and emotional development and are recommended for children at nine months, 18

months, and 30 months of age.

The increased ACEs and developmental screenings are expected to help identify
families at risk so that providers can refer them to other services.

HOME VISITING AND BLACK INFANTHEALTHPROGRAMS

Home visiting services for children aged 0 -3 that provide inte rventions to high -risk
pregnant and parenting women in California will help improve health outcomes in key
areas ranging from low -birth weight and infant mortality to immunizations and
language development. Another goal of home visiting programs is to redu ce the
occurrences of adverse childhood experiences. Therefore, the Budget proposes to
expand these services, as described below.

The Budget proposes $78.9 million in a mix of federal funds and General Fund to provide
home visiting services to eligible Ca IWORKSs families in 2019-20. Services will be provided
to pregnant women and families with a child under the age of two for up to 24 months,

with priority given to first -time parents. The services are intended to help young families
reach self -sufficiency b y improving family engagement practices, supporting healthy
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development of young children living in poverty, and preparing parents for

employment. Participating counties will leverage existing, evidence -based program
models currently being implemented across the state. Approximately 15,000 cases will
be served on an annual basis beginning in 2020  -21.

The Budget proposes $30.5 million General Fund to expand home visiting programs and

the Black Infant Health Program in the Department of Publi ¢ Health. Of this amount, $23
million is for the expansion of home visiting services with a focus on low -income, young
mothers and the use of a wider range of home visiting models based on varying family
needs. The remaining $7.5 million is to increase par ticipation in the Black Infant Health
Program to improve African  -American infant and maternal health through case
management services, including home visiting. This funding will allow more families to

be reached with these important services and support de velopment and
implementation of more cost  -effective models, as well as more culturally appropriate
services.

PAID FAMILY LEAVE

California' s Paid Family Leave program currently allows workers to take up to six weeks
of paid leave annually to care for a seriously ill family member or to bond with a

newborn or newly adopted child, with wage replacement of up to 70 percent of salary
based on inc ome level. The program, which is a component of the state's Disability
Insurance Program, supports child development in the critical first weeks of life while
reducing the need for parents to pay for infant care during that time. It helps children,
helps p arents, and eases financial pressures on families all at once, making a difference
immediately and paying dividends far into the future.

The Administration is committed to expanding the Paid Family Leave program with the
goal of ensuring that all newborns  and newly adopted babies can be cared for by a
parent or a close family member for the first six months.

Public health and economic research shows that providing up to six months of paid

parental leave fi the norm in most developed countries i leads to positi ve health and
educational outcomes for children, greater economic security for parents, and less

strain on finding and affording infant child care. Under California's existing Paid Family

Leave program, each parent may take up to six weeks of paid family | eave and, under
California's Disability Insurance Program, a birth mother may take an additional six

weeks of leave to recover from childbirth. This allows two -parent birth families to take
total leave for their newborn for up to four months. Non -tradition al families i single
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parents or parents who do not give birth to their children i getless leave. Even with the
increase in the wage replacement rate, too many low -income families cannot afford to
take leave.

In the short -term, to promote affo  rdability and family bonding, the Administration
proposes to adjust the reserve requirement for the fund that supports the Paid Family
Leave program. This change will enable the state to make a down payment in
expanding Paid Family Leave in the upcoming bu dget year while maintaining an
adequate reserve.

Over the course of the year, the Administration will convene a task force to consider
different options to phase -in and expand Paid Family Leave to allow children to be
cared for by a parent or a close rela  tive for up to six months. For example, each parent
could take up to three months of paid parental leave, and if the child does not have
two parents, the parent could designate a close relative to take the second three
months of care. In addition to evalua ting options to expand the length of leave, the
task force will consider options to increase program participation among eligible
workers. The taskforce will consider the interactions of any proposed expansion with
Chapter 5, Statutes of 2016 (AB 908). AB 908, which took effect on January 1, 2018,
increased the disability insurance wage rate from 55 percent to 70 percent for

low -income workers, and to 60 percent for all other wage earners up to a specified
wage level.

The Administration will take into account the evaluation of the effectiveness of the

recent increase in wage replacement in strengthening the ability of low -income families
to benefit from the state's Paid Family Leave program. The Administration will also

consider other changes i including alignment of existing worker protections and

non -retaliation protections fi to increase the ability of all workers to access these

important benefits.

CHILD SAVINGS ACCOUNTS

Child Savings Accounts are accounts designated fo r a specific child to build assets over
time through contributions from governments, society, family, friends, or the child.

The accounts are generally opened with an initial contribution, or seed money, from a
sponsoring organization such as a government agency, nonprofit, or philanthropic
foundation. Eligible uses of the accounts are for tuition (normally for post -secondary
education such as college, vocational, or technical schools), room and board, books,
supplies and equipment, and mandatory fees.
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To support and encourage families to build assets for their children’ S post-secondary
education, the Administration proposes $50 million one -time General Fund to support
pilot projects and partnerships with First 5 California, local First 5 Commissions, local
government, and philanthropy. These pilot programs will support d evelopment or
strengthening of cost -effective models that can be replicated or expanded to increase
access to Child Savings Accounts among incoming kindergartners.
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K-12 EDUCATION

K-12 EDUCATION

alifornia provides academic instruction and support services to nearly six million
students in grades kindergarten through twelve in more than 10,000 schools
throughout the state. A system of 58 county offices of education, approximately 1,000
local school districts, and more than 1,200 charter schools provides instruction in English,
mathematics, history, science, and other core competencies to provide students with
the skills they will need upon graduation to either enter the workforce or pursue higher
ed ucation.

INVESTING INEDUCATION

The Proposition 98 funding for K -12 schools and community colleges for 2019  -20 is
$80.7 billion, a new all -time high (Figure K12 -01). When combined with more than $686
million in settle -up payments for prior fiscal years, the Budget proposes an increased
investment of $2.9 billion in schools and community colleges.

The Budget proposes strategic investments to improve student achievement by

significantly increasing special education resources, ensuring that every low -income
four-year -old has access to high -quality preschool, improving school district and charter
schoo | accountability and transparency, and maximizing funding for local educational
agencies. To this end, the Budget proposes a $2 billion augmentation to the Local

Control Funding Formula (LCFF), and more than $576 million for special education.
Additionally , the Budget proposes using $3 billion one  -time non -Proposition 98 General
Fund to reduce pension costs for K -12 schools and community colleges, and
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$125 million non -Proposition 98 General Fund to expand State Preschool, with a plan to
serve all low -income four -year -olds by 2021 -22. The Budget also proposes funding to
develop a comprehensive longitudinal, cradle to career data system.

Figure K12-01
Proposition 98 Funding

2010-11 to 2019-20
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PROPOSITION98

The annual funding level for K -12 schools and community colleges is determined by the
Proposition 98 formula, a constitutional initiative approved by California voters in 1988

that guarantees K -12 schools and community colleges a minimum level of funding f rom
state and local property taxes. Proposition 98 isdesigned to increase education funding
each year by either: (1) funding K -14 education at its 1986 -87 proportion of General

Fund (known as Test 1), (2) applying growth in average daily attendance (ADA) and
growth in per capita personal income to the prior year Proposition 98 funding level

(known as Test2), or (3) applying growth in ADA and growth in per capita General Fund
to the prior year Proposition 98 funding level (known as Test 3). Test 1 is proje cted to be
operative for fiscal years 2017-18 and 2019-20 and Test3 isprojected to be operative for
fiscal year 2018-19.

The Proposition 98 funding level for 2019 -20 represents an increase of $2.8 billion over
2018-19. The Proposition 98 funding levels for the 2017 -18 and 2018 -19 fiscal years
declined from 2018 Budget Act levels by $120.1 million and $525.7 million, respecti vely,
due largely to lower -than -anticipated ADA and a year  -over -year decline in General
Fund revenue growth from 2017 -18 to 2018-19. The Budget maintains level funding
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for K-14 education despite the decline in the Proposition 98 minim um guarantee by:
(1) maintaining a $44 million over -appropriation to the Proposition 98 minimum
guarantee in 2017 -18, and (2) using settle -up payments to offset otherwise unfunded

2018-19 obligations.

Reflecting the changes to Proposition 98 funding level s noted above, total K -12
per -pupil expenditures from all sources are projected to be $16,857 in 2018 -19 and
$17,160 in 2019-20f the highest level ever (Figure K12 -02). Ongoing K -12 per -pupil
expenditures of Proposition 98 funds are $12,003 in 2019 -20, an increase of $435 per
pupil over the level provided in 2018  -19.

$20,000

Figure K12-02
K-12 Education Spending Per Pupil
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IMPROVING LONG - TERMHSCAL STABILITY FORSCHOOLS

According to the Fiscal CrisisManagement and Assistance Team, in 2017-18
only 29 school districts had been identified by their county offices of education as being
in danger of not meeting their financial obligations in either the current or two

subsequent fiscal ye
l evel of

ars, down from a high of 188 school districts in 2011 -12. While this
stability reflects the r el12aducatioa

system, significant fiscal challenges lie ahead for many local educational agencies.

Statewide K -12 enrollment continues to decline (Figure K12

reducing Proposition 98 funding growth and making it much more sensitive to changes
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in General Fund revenue and property taxes. Enrollment changes are not consistent
throughout the state and some local educational agencies are experiencing significant

year -over -year declines in ADA. In some urban districts the declines are more significan t
because of decades of suburban flight and increased charter school enrollment.

Figure K12-03
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Additionally, the cost of services for many local educational agencies is increasing.

Recent policy changes to address unfunded li abilities in the Californi
Retirement System (Cal STRS) and the Californi

(CalPERS) have increased employer contribution rates, which are scheduled to grow
through 2020 -21. Salary increases and rising he alth care costs are also expected
to generate cost pressures for many local educational agencies. Further, special
education expenditures are growing in many areas of the state, due both to increases
in the cost of the services and, for some local educatio nal agencies, a greater
concentration of students with exceptional needs.

Local school district boards and county offices of education are responsible for

ensuring the long -term fiscal viability of local educational agencies. Tosupport this work
at the local level, the Budget includes several statewide investments to help local

educational agencies better balance revenues and costs.

CALSTRS #PLOYERCONTRIBUTIONRATE

In response to a large unfunded liability in the system, Chapter 47, Statutes of 2014
(AB 1469) was enacted to put CalSTRS on the path to full funding over a 32 -year period.
Based on a model of shared responsibility, employers (local educational agencies a nd
community colleges), employees (teachers), and the state are each required to pay
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their respective share of the costs of CalSTRS member pensions, and AB 1469 increased
the proportional payments for all parties. Specifically, contribution rates for employers
are scheduled to increase incrementally each year from 8.25 percent in 2013 -14to
19.1 percent in 2020 -21 (the 2018 -19 rate for schools is 16.28 percent).

To provide relief to local educational agencies and community colleges for the rising
costs of CalSTRS pensions now and in the future, the Budget proposes a $3 billion

one -time non -Proposition 98 General Fund payment to CalSTRS to reduce long -term
liabilities for employers. Of this amount, a total of $700 million would be provided to buy
down the employer contribution rates in 2019 -20 and 2020 -21. Based on current

assumptions, employer contributions would decrease from 18.13 percent to

17.1 percent in 2019 -20 and from 19.1 percent to 18.1 percent in 2020  -21. Theremaining
$2.3 billionwould be paid towar d t htermenfupdedlighdity. ©¥erall, o n g
the payment is expected to save employers $6.9 billion over the next three decades,

with an estimated reduction in the out -year contribution rate of approximately half a
percentage poin t. This investment will free up local dollars for investment in education,

or to match the state's commitment to pay down pension liabilities.

LocAL CONTROLFUNDING FORMULA (LCFF)

The Administration is committed to funding public schools through the LCFF to support

all students, with greater support for students from low -income families, English

language learners, and youth in foster care. The formula responds to research and

practi cal experience that indicates that these students often require supplemental

services and support to be successful in school. The formula includes the following major
components:

A A base grant for each local educational agency per unit of average daily
att endance, including an adjustment of 10.4 percent to the base grant to support
lowering class sizes in grades K -3, and an adjustment of 2.6 percent to reflect the
cost of operating career technical education programs in high schools.

A A 20-percent supplement al grant for English learners, students from low -income
families, and youth in foster care to reflect increased costs associated with
educating those students.

A An additional concentration grant of up to 22.5 percent of a local educational

agencyds base grant, based on the number of Engl
low -income families, and youth in foster care served by the local educational
agency that comprise more than 55 percent of enrollment.
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The county office  of education formula includes: (1) a base grant for each county

office of education per unit of average daily attendance to support instruction of

students who attend community schools and juvenile court schools, and (2) unrestricted
funding, inclusive of the resources necessary for administrative and technical support of
local educational agencies in developing and approving local accountability plans

based on the average daily attendance of all students in the county.

The Budget proposes a $2 billion Pr oposition 98 General Fund increase for the LCFF,
which reflects a 3.46 -percent cost -of-living adjustment (COLA), and brings total LCFF
funding to $63 billion. Since the enactment of LCFF in 2013, the state has allocated over
$23 billion in additional ongoing resources to school districts and charter schools
through the formula (Figure K12 -04).

Figure K12-04
Local Control Funding Formula
2013-14 o 2019-20
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IMPROVING STUDENTOUTCOMES

Itisa priority of the Administration to adopt statewide policies and support local efforts
to improve the quality of public education in the state. These policies and supports will
better ensure that:

A School districts and charter schools are held accountable for the success of all
students.

A Parents, teachers, administrators, and policymakers have access to the data
needed to make informed  decisions.
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A Communities are empowered to effectively partner with local school boards to
prioritize the allocation of  resources.

A Local educational agencies are fiscally stable and resources are targeted to
student populations most in need of  support.

A State and local educational agencies adopt early education and school readiness
as priorities, providing significant investments to yield exponential returns for students
and schools.

K-12 ACCOUNTABILITYSYSTEM

In 2013, California adopted a new accountability system, creating a model built upon

state, regional, and local partnerships and driven by a more comprehensive set of

student performance measures. The foundation for the new system is the local control
and accountability plan (LCAP), a multi -year strategic plan created by local

educational agencies in collaboration with their communities, to support improved

student outcomes. Prior to 2013, K -12 accountability was heavily state and f ederally
controlled, based mostly on standardized test scores, focused on compliance over
innovation, and punitive for under  -performing schools.

In 2016, the State Board of Education adopted new, multi -dimensional student
performance indicators to compare student achievement across the state.

The California School Dashboard brings the new measures together in one place,
enabling communities to have discussions about targeting services to improve student
educational experiences and outcomes. Currently, statewide measures include state
test score s, English language acquisition for students with a home language other than
English, chronic absenteeism, graduation rates, suspension rates, and a college/career
readiness indicator. The Dashboard displays statewide measures for all traditional and
alter native public schools, charter schools, school districts, and county offices of
education and breaks out data for more than a dozen student subgroups, including
youth in foster care, homeless youth, students with disabilities, socioeconomically
disadvantag ed students, and English language learners, as well as by student race/
ethnicity.

The 2018 Dashboard data highlights that work remains to address persistent low
achievement for students with disabilities, youth in foster care, homeless youth, English
language learners, and students of color. These students are generally less likely to
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graduate or score well on state standardized tests, and more likely to be suspended or
chronically absent.

The Administration is committed to working with state and local partners to implement
policies and strategies to address low studen  t achievement in California. As a reflection
of this commitment, the Budget makes several strategic investments, detailed in the
sections below. Additionally, the Administration intends to implement statewide policies
that hold all school districts, charte  r schools, and county offices of education
accountable for operational transparency and community engagement.

STATEWIDESYSTEM OFSUPPORT

California has a new structure in place, called the statewide system of support, to

address root causes that contribut e to persistent low achievement in some student

groups and to continuously improve the quality of public education in the state.

The system builds upon the community -based LCAP process by tasking county offices of
education, which approve school district L CAPs, with providing tailored support to

school districts with underperforming student subgroups. County offices of education

are responsible for facilitating analyses of the causes of under -performance in
collaboration with school districts and connecting those districts with resources and best
practices to address the issues identified.

Based on recent Dashboard data, 374 school districts are required to receive targeted
county office of education support in 2018 -19. The Budget supports county offices of
education in this work by providing them with an increase of $20.2 million Proposition 98
General Fund for school district assistance, consistent with the formula adopted in the
2018 Budget Act.

Additionally, to increase the meaningful engagement between communities and local
educational agencies, the Budget proposes $350,000 one -time Proposition 98 General
Fund to merge the Dashboard, the LCAP electronic template, and other school site

and school district reporting tools (including the School Accountabil ity Report Card)
into a single web -based application to: (1) allow the public to access a single platform

for this information, (2) streamline these systems, and (3) eliminate duplicative and

outdated information.
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SPECIALEDUCATION

Local educational agencies are required by federal law to provide appropriate and
comprehensive educational programs for students with disabilities. However, most

struggle to improve academic outc omes for those students. This problem has persisted
over time, and in 2017 and 2018 school districts were most likely to be identified as
needing support from county offices of education because of poor performance on

student outcome indicators for student s with disabilities.

Special education finance in California is complex, state Adriven, and administratively
costly. The funding for special education is a patchwork, each with its own allocation

formula and spending restrictions. School funding mechanisms should be equitable,
transparent, easy to understand, and focused on the needs of students. However, it has
been challenging for the state to align special education financing with these priorities.

To address these issues and strengthen accountability fo r the outcomes of students with
disabilities, the Administration intends to pursue statewide policies to improve all of the
following:

A Coordination between general education and special education programs.
A Transparency around local planning for regional special education services.

A Transitions between regional centers and local educational agencies for
three -year -old children with exceptional needs.

The rising cost of special education services, especially f or school districts with high
proportions of students with disabilities, can impact school d i s t aliility tospfovide a
comprehensive program beyond what is required
education program. In 2004, Congress set a goal of 40 per cent for the federal share

of costs of special education services. In the last several years, however, the federal
share of special education costs in California is estimated to have averaged only about

10 percent. Additionally, early intervention services can be cost prohibitive, with the

federal government providing only a fraction of the funding necessary to support

mandated services for preschool  -age children with disabilities. Finally, many school
districts cite a lack of resources as a barrier to providing supports for pre -kindergarten
and early elementary students who may benefit from services in addition to thos e
identified in an individualized education program, or who may not otherwise qualify for
special education services.
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In response to these needs, the Budget proposes $576 million Proposition 98 General
Fund (of which $186 million is one -time) to support expanded special education
services and school readiness supports at local educational agencies with high
percentages of both students with disabilities and unduplicated students who are

low -income, youth in foster care, and English language learners. Eligible local
educational agencies may use these grants to fund special education and school
readiness services not current ly included in an individualized education program. This
funding is intended to supplement services for students currently receiving special
education services and for preventative services that may reduce the need for

additional services in future years.  This funding can also be used to adopt strategies to
improve special education student outcomes identified through the statewide system

of support and/or other activities to build upon or expand local multi -tiered systems of
support efforts. Further, the A dministration intends to pursue statewide policy changes
to improve coordination between the Department of Health Care Services and school
districts regarding Medi -Cal billing to better leverage available federal funding for
medically related special educa tion costs.

STATEPRESCHOOL

Students who enter school developmentally unprepared can face significant

challenges catching up to their peers academically, socially, and emotionally.

To address this gap, the Budget proposes $125 million non  -Proposition 98 General Fund
to increase access to subsidized full -day, full -year State Preschool for four -year -old
children in 2019 -20 (for a total of approximately 180,000 State Preschool slots), with
additional increases proposed in the succeeding fiscal years to provi de access for all
low -income four -year -olds by 2021 -22. This proposal is discussed in more detail in the
Early Childhood chapter.

UNIVERSALFULI- DAY KINDERGARTEN

Kindergarten is not compulsory for children in California, but attendance is beneficial to

ac hi | dé&termboademic attainment. State law requires school districts to provide
access to kindergarten for all children for a minimum of three hours per day.

Kindergarten programs that are at or around this three -hour minimum are generally
referred to as part -day programs; longer day programs are generally referred to as

full-day programs. Living in a school district that does not offer full -day kindergarten can
be a barrier to attendance for children with working parents or a lack of access to
transportation. A recent Department of Education survey found that 22 percent o f
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school districts, representing more than 1,600 school sites, offered only part -day
kindergarten programs. School districts cited a lack of facilities as the main impediment
to offering full -day kindergarten.

Research suggests that studen ts attending full -day, high -quality early primary education
programs are more school -ready and have better literacy acquisition than students in

part -day programs. In California, low -income children are less likely to attend
kindergarten than their peers, in part because of the difficulty of accessing a full -day of
school, putting them at an academic disadvantage. It is the intent of the Administration

to increase participation in kindergarten by addressing barriers to access. Building upon

the $100 million General Fund provided in the 2018 Budget Act to eligible school districts

to construct new or retrofit existing facilities for full -day kindergarten programs, the
Budget proposes an additional $750 million one -time non -Proposition 98 General Fund
for a similar purpose. In addition to constructing new or retrofitting existing facilities to
support full -day kindergarten programs, participating school districts will have the ability

to use project savings to fund other activities that reduce barriers to provi ding full -day
kindergarten.

LONGITUDINAL EDUCATION DATA

Although local educational agencies and the public segments of higher education

both collect a significant amount of student level data, the systems that house this data
are not aligned to provide a clear picture of how students advance from early
education programs through K -12 schools to postsecondary education and into the
workforce. This is due, in part, to the fact that California’s existing educational

databases operate under different legal an d regulatory requirements, using different
data definitions, and with varying levels of user  -friendliness.

To improve coordination across educational data systems and better track the impacts

of state investments on achieving educational goals, the Budget provides $10 million

one -time non -Proposition 98 General Fund to plan for and develop a longitudinal data

system. This system will connect student information from early education providers, K -12
schools, higher education institutions, employers, other wo rkforce entities, and health

and human services agencies. A portion of this funding will be used for initial planning

purposes. The bulk of the funding will be available for the initial stages of system
implementation, once an implementation plan is adopte d by the Administration and

the Legislature.
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Any effort to link public educational data systems must also include steps to improve

the quality of the data reported. In addition to developing options for the new data

system, the Budget also requires the stakeholder committee to consider data reliabili ty
and ways to improve data quality at each education segment.

Finally, in alignment with the new data system, it is the intent of the Administration to
develop supplementary K -12 accountability measures (including metrics for conditions
of learning and a n expanded college and career readiness indicator), improved
collaboration between schools and health and human services agencies, and

collection of more relevant data on the impact of public education programs on the
statebds workforce capacity.

PRIORYEAR PROPOSITION98 FUNDING LEVELS AND
CERTIFICATIONCHANGES

To increase predictability, the Budget proposes changes in statute to specify that the

state may not adjust Proposition 98 funding levels for any non -certified year outside of

the fiscal years commonly referred to ahe Ocurrent
2019-20 Governor's Budget), this refers to fiscal years 2018 -19 and 2019 -20). The result of

this revised process is that prior year Proposition 98 levels will not change, protecting

local educational agencies from unanticipated revenue drops in past fis cal years.

The 2018 Budget Act amended the process for finalizing the Proposition 98 funding level

for a given fiscal year, commonly referred to as the Proposition 98 certification process.
Specifically, these changes: (1) provided a new mechanism for ann ual certifications, (2)
increased certainty around the payment of future certification settlements, (3) provided

the state with additional budgeting flexibility through a new cost allocation schedule,

(4) provided a continuous appropriation of LCFFCOLA, and (5) certified the guarantee
for the prior years of 2009 -10 through 2016 -17. All these changes may be repealed if
recently -filed litigation is ultimately  successful.

To provide more certainty, the Budget also includes changes to the Proposition 98
certifica tion process to:

A Eliminate the cost allocation  schedule.

A Prohibit the state from adjusting Proposition 98 funding levels for a prior fiscal year.
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A Create a cap on increases to LCFFrelated to the continuous appropriation of LCFF
COLA.

SCHOOL FACILITIESBOND FUNDS

Proposition 51, approved by voters in November 2016, authorized a total of $7 billion in
state general obligation bonds for K -12 schools to be allocated through the School
Facilities Program in place as of January 1, 2015. Appro  ximately $600 million in
Proposition 51 bond funds have been expended in each of fiscal years 2017 -18 and
2018-19. The Budget proposes to release of $1.5 billion Proposition 51 bond funds, an
increase of $906 million over the prior year, to support school construction projects.
These funds will support new construction, modernization, retrofitting, career technical
education, and charter school facility projects.

The Budget also includes an additional $1.2 million ongoing Proposition 51 bond funds
and Stat e School Site Utilization Funds, and 10 positions for the Office of Public School
Construction to support the increased processing of applications and program
workload.

OTHERK-12 BUDGETADJUSTMENTS

Significant Adjustments:

A School District Average Daily Attendance i A decrease of $388 million Proposition 98
General Fund in 2018 -19 for school districts resulting from a decrease in projected

average daily attendance from the 2018 Budget Act, and a decrease of
$187 million Proposition 98 General Fund in 2019 -20 for school districts resulting from a
further projected decline in average daily attendance for 2019 -20.

A Local Property Tax Adjustments fi A decrease of $283 million Proposition 98 General
Fund for school di stricts and county offices of education in 2018 -19 as a result of
higher offsetting property tax revenues, and a decrease of $1.25 billion Proposition
98 General Fund for school districts and county offices of education in 2019-20 as a
result of increased offsetting property taxes.

A Cost-of-Living Adjustments fi An increase of $187 million Proposition 98 General Fund
to support a 3.46 percent cost  -of-living adjustment for categorical programs that
remain outside of the LCFF, including Special Education, Child N utrition, State
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Preschool, Youth in Foster Care, the Mandates Block Grant, American Indian
Education Centers, and the American Indian Early Childhood Education Program.

A CalWORKs Stages 2 and 3 Child Care i A netincrease of $119.4 million
non -Proposition 98 General Fund in 2019 -20 to reflect increases in the number of
CalWORKSs child care cases. Total costs for Stage 2 and 3 are $597 million and
$482.2 million, respectively.

A FulkYear Implementation of Prior Year State Preschool Slots ~ fi An increase of
$26.8 million Proposition 98 General Fund to reflect full  -year costs of 2,959 full -day
State Preschool slots implemented part  -way through the 2018 -19 fiscal year.

A County Offices of Education fi An increase of $9 million Proposition 98 General Fund
to reflect a 3.46 -percent cost -of-living adjustment and average daily attendance
changes applicable to the LCFF.

A Instructional Quality Commission i An increase of $279,000 General Fund on a
one -time basis for the Instructional Quality Commission to continue itswork on the
development of model curriculum and frameworks.
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HIGHEREDUCATION

igher education is central to training and developing the skilled workforce

needed for the state to meet its ever  -changing workforce needs and is a core
pathway for Californians to improve their upward economic mobility. If colleges and
universities are to remain engines of economic mobility, they must evolve along with the
state's changing student population. They must provide programs that train for the skills
needed not only for today, but for the future economy.

Strengthening the relationship between h igher education, workforce development
programs and employers will be a key focus of the Administration. The Administration

will work to promote affordability, access, and efficiency in higher education. It will also
work to ensure higher education and tra ining programs better meet the needs of
nontraditional students. Higher education segments, employers, the state, faculty, and
students must work together to update the current higher education and workforce
development model to meet the state's needs for a skilled and educated workforce to
match the economic sectors that will provide more opportunities to future Californians

in a way that is affordable to families and taxpayers.

The Budget proposes significant investments in all three of the state's highe r education
segments and in student financial aid to increase access to higher education, improve
student success and timely degree completion, and to better ensure that college

remains affordable by freezing tuition at current levels. The Budget provides funding for
two free years of community college tuition and additional funding for the California

State University system given their critical importance in preparing the workforce of

California.
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OVERVIEW

The Budget proposes total funding of $36.4 billion ($20.5 billion General Fund and local
property tax and $15.9 billion other funds) for higher education. The total reflects growth
of $1.43 billion ($1.05 billion General Fund and local property taxes and $

other funds) compared to revised 2018

additional detail about funding for higher education.

Figure HED-01
Higher Education Expenditures

(Dollars in Millions)

0.38 billion

-19 expenditures. Figure HED -01 displays

Change from

1

21

2018-19
2017-18 2018-19 2019-20 Dollars Percent

University of California

Total Funds " $8,963.6 $9,286.2 $9,560.8 $274.6 3.0%

Ongoing General Fund 3,393.3 34755 3,715.5 $240.0 6.9%

One-Time General Fund 176.6 232.7 153.0 - -
California State University

Total Funds $7,090.2 $7,379.8 $7,835.7 $455.9 6.2%

Ongoing General Fund 3,713.3 3,960.8 4,279.4 $318.6 8.0%

One-Time General Fund 46.2 126.6 264.0 - -
California Community Colleges

Total Funds $14,920.1 $15,846.4 $16,257.5 $411.1 2.6%

General Fund & Property Taxes 9,498.3 10,323.8 10,474.0 $150.2 1.5%
California Student Aid Commission

Total Funds $2,244.5 $2,424.2 $2,712.9 $288.7 11.9%

General Fund # 1,184.8 1,337.3 1,626.0 $288.7 21.6%
Other Higher Education *

Total Funds $109.1 $67.0 $68.5 $1.5 2.2%

General Fund 13.7 20.6 §17.9 -$2.7 -13.1%

Total Funds $33,327.5 $35,003.6 $36,435.4 $1,431.8 4.1%

General Fund $18,026.2 $19,477.3 $20,529.8 $1,052.5 5.4%

These totals include tuition and fee revenues and other funds the universities report as discretionary.
General Fund expenditures for the Cal Grant program are offset by reimbursements, including approximately $1 billion in federal
Temporary Assistance for Needy Families (TANF) funds received through an agreement with the Department of Social Services.
# This category includes expenditures for the Hastings College of the Law.

UNIVERSITY OFCALIFORNIA

The University of California (UC) offers formal undergraduate and graduate education.
The UC is the public segment authorized to independently award doctoral degrees and
isdesignat ed as t he

enroll approximately 270,000 students. In 2017

46

stateds

pri mary

academi
-18, the UC awarded 75,000 degrees.
An additional 400,000 students participate in continuing education programs through

the UC extensio n centers.

c

agency
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CALIFORNIA STATEUNIVERSITY

The California State University (CSU) provides undergraduate and graduate instruction

generally up to the masterds degree. l'ts 23 campu
students. In 2017 -18, the CSU awarded 126,000 degrees. The CSU also provides

opportuniti es for residents to enroll in professional and continuing education programs.

The CSU has been striving to better fulfill its mission through the Graduation Initiative

2025, which aims to increase four -year graduation rates, increase two  -year transfer

grad uation rates, and eliminate equity gaps.

CALIFORNIACOMMUNITY COLLEGES

The California Community Colleges (CCCs) are the largest system of higher education

in the nation, serving roughly one -quarter of the nation's community college students, or
approximately 2.2 million students. The CCCs provide basic skills, vocational, and
undergraduate transfer education with 73 districts, 115 campuses, and 78 educational

centers. In 2017 -18, the CCCs awarded over 96,000 certificates and 160,000 degrees

and transferred over 103,000 students to four -year institutions.

INDEPENDENT ANDPRIVATEINSTITUTIONS

Independent institutions, including private nonprofit colleges and universities, and

private for -profit institutions, are an important component of the stat eds education
landscape. There are over 150 independent institutions in the state, serving roughly

15 percent of all students in the stat-préfis syst ems
institutions include professional schools, such as cosmetology and culinary schools, in

addition to larger national chain schools.

CALIFORNIASTUDENTAID COMMISSION

Admi ni stered by the California Student Aid Commi s

program is the Cal Grant Program. The Cal Grant entitlement program p rovides

financial aid awards to students who meet specified eligibility criteria, and who attend

one of the stateds qualifying public institutions
Students who are ineligible for the Cal Grant entittement program ca n compete for

financial aid awards available through the Cal Grant competitive program.
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Since 2012-13, total funding for the Cal Grant Program has grown by $890 million, a

roughly 58 -percent increase. The Budget assumes total financial aid expenditures of just
under $2.7 billion, of which $2.5 billion supports the Cal Grant Program. In 2017 A8, over
145,000 students received new Cal Grant awards, and over 220,000 students received
renewal awards.

UNIVERSITY OFCALIFORNIA

SIGNIFICANT INVESTMENTS

The Budget proposes a $240 million ongoing General Fund augmentation to the UC to
fund operating costs, efforts to increase student success, improve student mental
health services, and better address student hunger and homelessness.

In addition to this on going funding, the Budget proposes $138 million one -time General
Fund for the UC to address its deferred maintenance backlog. Additionally, the Budget
proposes $15 million one -time General Fund to support expanded degree completion

and certification progra ms at UC extension centers.

These investments are provided with the expectation that tuition will remain flat, access

will be increased, and time to degree will improve. The significant investments proposed

for the UC should begin anin -depth conversation between the Administration and the
Regents regarding the short - and long -term goals and expectations of the state and

the UC. This conversation should include a discussion of four broad goals and

expectations: providing fiscal certainty for students and t heir families, increasing access
to the UC and improving student success, creating a more cost -efficient UC, and
improving the link between higher education and skills needed for the economy, now

and into the future.

STUDENTACCESS ANDSUCCESS
ENROLLMENT

The UC has experienced significant enrollment growth over the past decade. In 2010,

Fall enroliment at the UC was 229,108. By 2017, Fall enrollment had risen to 273,179, for a
total increase of more than 44,000 students, or 19.2 percent over 2010. Notably , the
number of California resident undergraduate students climbed from 168,622 in 2010 to
179,530f an increase of nearly 11,000 resident undergraduates. A significant portion of
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this increase has been supported by continued, stable state investment in the UC and
specific augmentations for enrollment growth. The Budget proposes $10 million ongoing
General Fund to permanently support the enroliment of 1,000 additional resident

stude nts previously supported by one -time funds allocated in the 2018 Budget Act.

DEGREEATTAINMENT ANDSTUDENTSUCCESS

The Budget proposes $49.9 million ongoing General Fund to support the UC's proposed

effort to improve student s ulcconepetonofadegreeove st uden
program, and close the degree attainment gap between students from

disadvantaged backgrounds and other students. These efforts are likely to include

hiring additional faculty to increase course availability, providing additional a cademic

counseling services to better ensure students can graduate on time, and investing in

classrooms, | aboratories, and other academic faci
degree completion and reducing student sthe t ot al de
degree attainment gap is expected to further i mpr

mobility opportunities.

UC EXTENSIONOUTREACH ANDDEGREEC OMPLETION

Recent studies have shown that millions of Californians have some college credits, but
do not have a degree, and are not currently enrolled in a college or university.

The Budget proposes $15 million one -time General Fund for UC extension centers to
provide outreach to these Californians, some of whom are former UC students, develop
additional course -taking opportunities, and assist students in completing a degree or a
professional certificate. This funding will enable the UC to build upon and transform
existing programs. It is expected that the extension programs and courses will continue
to be supported by student fees. Providing additional options for Californians who have
some college credits, but do not have a degree, to complete a degree or a

professional certificate is expected to improve the long -term economic and social
mobility of students who opt  to take courses through an extension center.

OTHERSTUDENTSUPPORTSERVICES
MENTALHEALTHSERVICES

The UC provides mental health services to students through its Counseling and
Psychological Services program. Each campus has a division of Counseling and
Psychological Services staffed with psychologists and psychiatrists to care for students
with mental health needs. The Budget proposes $5.3 million ongoing General Fund to
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support efforts to meet recommended staffing ratios and improve student mental
health services. This investment will enable campuses to hire additional clinicians to
serve students.

SUPPORTINGSTUDENTHUNGER ANDHOUSING INITIATIVES

Surveys by the UC show t hat over 40 percent of its undergraduate student body is
characterized as having o0l owd or overy | owbd
experienced homelessness in 2016. The Budget proposes $15 million ongoing General

Fund to assist the UC's efforts to addre ss these issues. These funds will augment the UC's
existing efforts to address student hunger and housing needs.

IMMIGRATION LEGAL SERVICES

As referenced in the Health and Human Services Chapter, the Budget continues the

UC's immigration legal services pro gram. The Budget assumes $1.3 million ongoing
General Fund support for these programs at the UC beginning in 2022 -23. One -time
funding provided to the UC in the 2018 Budget Act is sufficient to support the UC's legal
services program through the 2021  -22 fiscal year. Through its Immigrant Legal Services
Center, the UC provides the following services to better enable these students to

achieve their educational goals:

A Legal advice and representation for undocumented students and their families, and
students w ho are citizens with undocumented family members.
A Informational and know  -your -rights sessions on UC campuses.

A campus clinics and workshops to assist with applications for benefits available
under the Deferred Action for Childhood Arrivals, and other immigration -related
relief.

A Assistance in filing humanitarian and educational travel applications with
immigration authorities for students with Deferred Action for Childhood Arrivals
status.

A In-depth consultations and direct representation inimmigration court or before
immigration agencies.
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OTHERBUDGETADJUSTMENTS

A Ongoing Base Investments fi An increase of $200 million General Fund ongoing to
support the following:

U $119.8 million to support increased operational costs.

U $49.9 million to increase degree attainment and student success.
U $15 million to address student hunger and housing needs.

U $10 million to continue support of 2018  -19 enrollment growth.

U $5.3 million to improve student mental health programs.

A Graduate Medica | Education fi An increase of $40 million General Fund to end the
shift of Proposition 56 funds supporting medical residency programs.

A UC Extensionfi An increase of $15 million General Fund one -time for UC Extension to
expand and pilot bachelor' s degree completion programs, and expand the
availability of certificate ~ programs.

A Firearms Violence Research Center fi The 2016 Budget Act included $5 million

one -time General Fund to support a center for research into firearm -related
violence. The Budget assumes $1 million ongoing General Fund to support the UC
Davis Firearms Violence Research Center beginningin2021 -22. The UWi@& s

funding in the 2016 Budget Act was intended to support the Center through the
2020-21 fiscal year.

CALIFORNIASTATEUNIVERSITY

SGNIFICANT INVESTMENTS

The CSU plays a critical role in preparing the workforce of California. Approximately half
of California's teachers and more than half of the state's nurses graduate from CSU.

In addition, the CSU helps drive California’ s economy by graduating students

with degrees in business, engineering, information technology, agriculture,
communications, health, and public administration. Given this, the Budget proposes a
$300 million ongoing General Fund increase for CSU. This inclu  des $193 million for
operational costs, $62 million for enrollment growth of two percent, and $45 million to
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continue the efforts of the Graduation Initiative 2025. The Budget also proposes

$247 million one -time General Fund for the CSU to help address its deferred
maintenance backlog and to improve and expand on -campus child care centers.
Deferred maintenance funding is generally used to improve existing classrooms,

science labs, and student  support buildings. The CSU's on -campus child care centers
are important resources to help student parents complete their education, increase

their future earnings potential, and provide additional support to their

children. Additionally, the Budget propos es $15 million one -time General Fund for the
CSU to support its Basic Needs Initiative, which is intended to address student food
insecurity and homelessness.

These investments are provided with the expectation that tuition will remain flat, access
will b e increased, and time to degree will improve. The Budget should begin an

in-depth conversation between the Administration and the Trustees regarding the

short- and long -term goals and expectations of the state and the CSU. This conversation
should include a discussion of four broad goals and expectations: providing fiscal
certainty for students and their families, increasing access to the CSU and improving
student success, creating a more cost  -efficient CSU, and improving the link between
higher education a nd skills needed for the economy, now and in the future.

STUDENTACCESS ANDSUCCESS
ENROLLMENT

The CSU has experienced significant enrollment growth over the past decade. In 2010,

Fall enroliment at the CSU was 344,326. By 2017, Fall enrollment had risen  to 420,973 for a
total increase of more than 76,000 students, or 22.3 percent over 2010. A significant

portion of this increase has been supported by continued, stable state investment in the

CSU and specific budgetary augmentations for enroliment growth.

Developing an educated workforce is a key aspect of the modern economy and
individual degree obtainment is a nhecessary step to improve Californians' upward
mobility. For these reasons, it is important to expand access to the CSU to more
California reside nt students. The Budget proposes $62 million ongoing to expand
enrollment at the CSU by 2 percent, or more than 7,000 students. This funding should
also enable campuses that are currently below capacity to expand enrollment.
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DEGREEATTAINMENT ANDSTUDENTSUCCESS

The 2016 Budget Act <called on the Cg¥br to increase
graduation rates and two  -year transfer graduation rates, with specific emphasis on

closing achievement gaps for low  -income students, first -generation st udents, and

students from underrepresented groups. The CSU Graduation Initiative 2025, adopted

by the Board of Trustees in 2016, commits the CSU to increasing the four -year

graduation rate to at least 40 percent, increasing the two -year transfer graduation rate

to at least 45 percent, and closing gaps in outcomes between different groups of

students.

The CSU has undertaken significant steps toward meeting these goals, as statewide

four -year graduation rates have risen from roughly 19.3 percent in 2015 to 2 5.5 percent

in 2018, and two -year transfer rates have risen from roughly 30.6 percent to 38 percent

over the same time frame. The Budget proposes $45 million ongoing General Fund to

continue the work of the Graduation Initiative, which will better improve student sdo ti me
degree completion and reduce studentsd tot al degr

LONG - RANGE PLANNING

The growing population of high school graduates in San Joaquin County and the need
to increase the college attendance of students in the region, make it time to consider
the expansion of the CSU system. While the number of jobs in the San Joaquin County
region has grown faster than the statewide average, real personal income is lower

compared to other areas of the state and unemployment is nearly double the

state wide average. The Budget proposes $2 million one -time General Fund for the
Chancellor's Office to undertake a review of a potential CSU campus in San Joaquin

County, likely in  Stockton.

OTHERSTUDENTSUPPORTSERVICES
SUPPORTINGSTUDENTHUNGER ANDHOUSING INITIATIVES

The Budget proposes $15 million one -time General Fund for the CSU to assist each

campusds existing efforts to address student hung
this funding will assist the CSU in developing an emergency housing pilot pro gramto

provide temporary housing to students who are homeless or at risk of becoming

homeless.
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IMMIGRATION LEGAL SERVICES

As referenced in the Health and Human Services Chapter, the Budget proposes

$7 million ongoing General Fund to provide legal services to undocumented students,
staff, and faculty at the CSU. These legal services include:

A Assisting applicants seeking Deferred Action for Childhood Arrivals.

A Assisting applicants seeking naturalizati on.

A Assisting applicants seeking other immigration remedies.

A Legal training and technical assistance services.

A Education and outreach  activities.

A Assisting individuals with removal  defense.

OTHERBUDGETADJUSTMENTS

A Ongoing Base Investments fi An increase of $300 million General Fund ongoing to
support the following:

U $193 million to support increased operational costs.

U $62 million to support 2-percent enrollment growth, which isan increase of more
than 7,000 students.

U $45 million to support continued progr esstoward achieving the goals of the
Graduation Initiative  2025.

A Project Rebound fi An increase of $250,000 General Fund ongoing to support Project
Rebound, a CSU program that provides assistance to formerly incarcerated
individuals seeking to enroll in participating CSU campuses.

CALIFORNIACOMMUNITY COLLEGES

ESTABLISHING ACOLLEGE GOING CULTURE ANOPROMOTING STUDENT
SUCCESS

The California College Promise, established by Chapter 735, Statutes of 2017 (AB 19),
represents a critical step toward making college more affordable and accessible to
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California students. AB 19 authorizes funding to be used by CCCs to waive fees for

first-time full -time students during their first academic year, while creating a framework

for CCCs to maximize studentsd access to avail abl
evidence -based student success strategies, and implement partnerships with school

districts to increase student awareness regarding college opportunities.

TwO FREEYEARS OFCOMMUNITY COLLEGE

The Budget provides $40 million Proposition 98 General Fund to support a se cond year
of free tuition for students. This proposal extends the California College Promise to waive
enrollment fees for first -time, full -time students for a second academic year. Based on
2017-18 data, approximately 28,000 first -time, full -time students are projected to be
eligible for a second year of free tuition, assuming their CCC meets the participation
requirements of the program.

An important component of the California College Promise is to provide students

information about financial aid and ser vices available to support their success. To assist

CCCs with these efforts, the Budget proposes $5 million one -time General Fund for the

Chancell ords Office to expand outreach around the
focus on developing resources  that can be used to promote student access and

success, using technology to better reach students as they are making critical

decisions, and providing professional development to CCC practitioners.

HRSTYEARIMPLEMENTATION OF THETUDENTC ENTEREBUNDING FORMULA

To address the shortcomings of a decades  -old enrollment -based funding formula

for CCC apportionments, the 2018 Budget established the Student Centered Funding
Formula to better prioritize access and student success, and advance the systemwide
goa | to close achievement gaps. Beginning in 2018 -19, the Formula allocates general
purpose apportionments to CCCs based upon additional factors, including the number

of low -income students enrolled and the number of students who meet specified

student succes s metrics, such as completion of a degree or certificate.

The CCC Chancell ords Office has begun &pl ement at
As part of this work, the Chancellor is reviewing the accuracy of the data districts have

submitted for the new suppl emental and student success allocations, and has tasked a

workgroup with making recommendations on other implementation issues. Further, the

legislation establishing the formula created a Funding Formula Oversight Committee to

make recommendations on speci  fic elements, including a plan for incorporating a

factor representing first -generation college students.
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To better ensure that the CCC Chancell ords
sufficient time to consider revisions that would further the goals of the formula, address

its long -term fiscal stability, and improve the accuracy of the data reported by districts,
the Budget proposes the following revised implementation plan:

A Maintain Current Rates for Student Success Allocation Factors in
2019-20i The Budget proposes funding the outcomes included in the student
success allocation at their current rates, adjusted for inflation in 2019 -20, pending
further review.

A Fund Reasonable Growth within the Student Success Allocation i The Budget
proposes establishing reasonable limits on the year -over -year increases in resources
a CCC could receive through the Student Success Allocation fi capping those
year -over -year increases to 10 percent. This proposal will make the formula more
sustainable over the long run.

A Clarify the Definition of Transfer Students fi The Budget clarifies that the transfer
outcome measure inthe Stude nt Success Allocation reflects an unduplicated count
of students.

OTHERBUDGETADJUSTMENTS

A Staffing for the Student Centered Funding Formula Oversight Committee i An
increase of $435,000 one -time non -Proposition 98 General Fund for the CCC
Ch a n c e IOfficer t® sontract with an external organization to staff the Student
Centered Funding Formula Oversight  Committee.

A CCC State Operations Support i An increase of $135,000 ongoing non  -Proposition

98 General Fund and one new position for an Information Securit y Officer at the
Chancell ords Office, to provide increased
Finance wil|l coll aborate with the CGCtermamdel |

ongoing resources needed forthe Ch a n ¢ e |Officer té& support CCCs in achie ving
the goals of the Vision for Success.

A cCalifornia State Teachers' Retirement System Employer Contribution Rate i As
referenced inthe K-12 Education chapter, the Budget includes a $3 billion one -time
payment to the California State Teachers' Retirement System.

A Apportionments Cost-of-Living Adjustment fi An increase of $248.3 million Proposition
98 General Fund for a 3.46 -percent cost -of-living adjustment.
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A Apportionments Enroliment Growth fi An increase of $26 million Proposition 98
available fo r enrollment growth.

A Local Property Tax Adjustment fi A decrease of $211.4 million Proposition 98 General
Fund as a result of increased offsetting local property tax revenues.

A Adult Education Block Grant Program fi An increase of $18 million Proposition 98
General Fund to fund the cost  -of Aiving adjustment of 3.46 percent.

A Legal Services i As referenced in the Health and Human Services chapter, an
increase of $10 million Proposition 98 General Fund to provide legal services to
undocumented and immigrant stu dents, faculty, and staff on CCC campuses.
These legal services include: assisting applicants seeking Deferred Action for
Childhood Arrivals, assisting applicants seeking naturalization, assisting applicants
seeking other immigration remedies, legal training and technical assistance services,
education and outreach activities, and assisting individuals with removal defense.

A ccc Facilities i An increase of $358.7 million in general obligation bond funding for
12 new and 15 continuing projects. Thisallocation represents the next installment of
the $2 billion available for the CCCs under Proposition 51, and will address critical
fire and other safety issues at campuses  statewide.

CALIFORNIASTUDENTAID COMMISSION

IMPROVING COLLEGEAFFORDABILITY

The state's Cal Grant entitlement provides financial aid awards to students who meet
specified eligibility criteria. The Budget proposes to improve the affordability of college
by providing supplemental awards for student -parents and expanding competitive
awards for n ontraditional students. This is a down payment, and the Administration will
review how the state can do more to make the total cost of attendance more

affordable for all students, particularly our lowest income students.

CAL GRANTACCESSAWARDS FORSTUDENTPARENTS

To expand opportunities for low -income student -parents and increase their graduation
rates, and to reduce child poverty, the Budget proposes $121.6 million to increase or
provide access awards for students with dependent children attending the UC, the
CSU, or the CCCs. New or renewal Cal Grant A students will receive an access award

of up to $6,000, new or renewal Cal Grant B students will see their access award
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increase from $1,648 to $6,000, and Cal Grant C students will see their book and supply

award increase from $1,094 to $4,000. These access awards and increased award levels

will better enable students with dependent children to meet their families' basic needs

and to increase their likelihood of degree completion. Given that earning a bachel or
degree is a well -established path out of poverty, enabling these students to complete

higher education and earn relatively higher wages helps to break the cycle of poverty

that many of these students, and subsequently their children, m ay experience.

COMPETITIVECAL GRANTAWARDS

Students who demonstrate financial need, but do not meet all of the criteria for
entittement awards, may qualify for a competitive Cal Grant award. Students awarded
competitive Cal Grants are often nontraditional students, who tend to be older, from
lower -income households, and who face substantial challenges to completing higher
education. As such, competitive Cal Grants are an important tool for nontraditional
students with financial need to access higher educat ion.

The Budget proposes $9.6 million to increase the number of Competitive Cal Grant
Awards by 4,250, from 25,750 to 30,000. Increasing the number of competitive awards
improves college affordability for additional students with financial need who otherwise
wo uld not qualify for a Cal Grant award.

OTHERBUDGETADJUSTMENTS

A cCal Grant Program Costsii An increase of $32.5 million in 2018-19 and $198.6 million
in 2019-20 to reflect an increase in the number of new and renewal awardees in
2018-19 and 2019-20.

A Grant Delivery Systemfi An increase of $6.2 million General Fund to fund the second
year of project costs for the Grant Delivery System Modernization Project.

A Tuition Award for Students at Private Nonprofit Institutionsf The Budget assumes that
independent institut  ions, as a sector, will meet the Associate Degrees for Transfer
acceptance requirements needed to maintain the maximum Cal Grant tuition
award at $9,084 for students attending these schools. The Association of
Independent California Colleges and Universiti es, which represents most of these
institutions, wil/ report on the s201®t or ds progr e
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HASTINGSCOLLEGE OF THHAW

Hastings College of the Law is affiliated with the UC system, but is governed by its own

Board of Governors. Located in San Francisco, it primarily serves students seeking a Juris
Doctor degree, but also has a Master of Laws program and a Master of Studies in Law
program. In 2017 -18, UC Hastings enrolled 959 full -time equivalent students. Of these,
934 were Juris Doctorate students.

Significant Adjustments:

A Base Growth fi An increase of $1.4 million General Fund, representing a 2.5-percent
increase, contingent on the rescission ofa5  -percent tuition increase approved for
2019-20.

A Deferred Maintenance fi An increase of $1 million General Fund one -time to support
deferred maintenance.

CALIFORNIASTATELIBRARY

The California State Library collects, preserves, generates, and disseminates information.
The Library administers programs funded by state and federal funds to support local
public libraries and statewide library programs.

Significant Adjustments:

A Online Service Systemsii $1 million General Fund one -time for online systems for use
by public libraries to support efficient access to resources.

A Lunch at the Libraryii $1 million General Fund one -time for library districts to develop
summer meal programs for stud ents in low -income communities.

OFFICE OFPLANNING AND RESEARCH

The Office of Planning and Research assists the Governor and the Administration in
planning, research, policy development, and legislative analysis.
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Significant Adjustments:

A

60

Student Loan Awareness Initiative i The Budget proposes $5 million General Fund
one -time to develop an outreach initiative to educate student loan borrowers
about their loans, lending practices, and available repayment options.

Higher Education Innovation in the San Joaquin and Inland Empire

regions i The Budget proposes $10 million General Fund one  -time to support grants
to higher education institutions to implement innovative educational strategies in

the San Joaquin and Inland Empir e regions of the state. These strategies are
expected to focus on regional partnerships or other collaborative efforts that

increase postsecondary capacity, reduce achievement gaps, and create a

multi -generational culture of educational attainment.
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HEALTH ANDHUMAN SERVICES

he Health and Human Services Agency oversees departments and other state
entities that provide health and soci alriskservi ce:
residents. The Budget includes $158.6 billion ($40.3 billion General Fund and $118.3 billion

other funds) for all health and human services programs. Figure HHS -01 displays
expenditures for each major program area and Figure HHS -02 displays program
caseloa d.

MAKING HEALTHCAREMOREAFFORDABLE ANOCONTINUING
PROGRESS TACHIEVEUNIVERSAL COVERAGE

The Budget proposes a series of changes and investments to make health care more
affordable and to continue making progress in achieving universal health care.
Specifically, it proposes to leverage the state's purchasing power to maintain access to
critical prescription drugs at a lower cost to taxpayers, employers, and consumers;
increases subsidies and expands coverage to reduce the number of uninsured; and
mak es investments to increase prevention efforts, improve access, and reduce costs.

ADDRESSING THRISING COSTS OFPRESCRIPTIONDRUGS

The rising cost of prescription drugs is a national and state problem. All patients are
impacted by the high cost of prescrip tion drugs. Some pharmaceutical manufacturers
are increasing the prices of necessary drugs, making access increasingly difficult.
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Figure HHS-01
Health and Human Services Proposed 2019-20 Funding?l
All Funds

(Dollars in Billions) public Health

$3.2 (2%)

State Hospitals

/ $2 (1.3%)

Developmental

—— Services
$7.8 (4.9%)

1991and2011
—— State-Local
Realignment
$11.5 (7.2%)

In-Home
Supportive Services
$12.7 (8%)

T SSUSSP

Cal'WORKs F
$4 (2.5%) $2.8 (1.7%)

Totals $158.6 billion for support, local assistance, and capital outlay. This figure includes reimbursements of$14 billion
and excludes $2.5 million in Proposition 98 funding in the Department of Developmental Services budget and county funds
that do not flow through the state budget.

Note: Numbers may not add due to rounding.

Medi-Cal
$100.7 (63.5%)

Figure HHS-02
Major Health and Human Services Program Caseloads

2018-19 2019-20

Revised Estimate Change
Medi-Cal 13,168,300 13,220,100 51,800
California Children's Services (CCS)* 15,131 15,131 0
CalWORKs 391,161 371,316 -19,845
CalFresh 1,694,645 1,874,680 180,035
SSI/SSP (support for aged, blind, and disabled) 1,232,984 1,218,328 -14,656
Child Welfare Services?* 113,363 111,903 -1,460
Foster Care 41,530 41,530 0
Adoption Assistance 87,073 87,709 636
In-Home Supportive Services 540,078 564,330 24,252
Regional Centers 333,094 349,606 16,512
State Hospitals®! 6,508 6,722 214
Developmental Centers* 323 292 -31
Vocational Rehabilitation 26,600 26,600 0

1 Represents unduplicated quarterly caseload in the CCS Program. Does not include Medi-Cal CCS beneficiaries.

21Represents Emergency Response, Family Maintenance, Family Reunification, and Permanent Placement service areas

on a monthly basis. Due to transfers between each service area, cases may be reflected in more than one service area.
31Represents the year-end population at State Hospitals, county Jail-Based Competency Treatment programs, and Kern Admission ,
Evaulation and Stabilization center.

& Represents the year-end population.
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The Budget proposes steps to use the state's purchasing power to achieve

a single -payer system for prescription drugs in California. Absent federal action to
address these rising costs, the state must do what is in its power to get better prices from
pharmaceutical manufacturers for taxpayers, employers, and consumers.

The Budget proposes to transition all pharmacy services for Medi -Cal managed care to
a fee -for-service benefit. A fee -for-service pharmacy program will increase drug rebate
savings and help the state secure better prices by allowing California to negotiate with

p harmaceutical manufacturers on behalf of a much larger population of Medi -Cal
beneficiaries. Such a standardized drug benefit will reduce confusion among

beneficiaries without sacrificing quality or outcomes. This proposal is estimated to result

in hundred s of millions of dollars in annual savings starting in fiscal year 2021  -22.

In addition, to leverage its purchasing power and achieve lower prices for taxpayers,
employers, and consumers across the state, the Administration will strengthen the
existing California Pharmaceutical Collaborative to obtain lower prices for drugs
purcha sed directly or indirectly by the state, excluding the Medi -Cal program.
The Administration will also seek legislative changes to create a bulk purchasing
prescription drug program to be accessed by public and private payers alike. Together,
these efforts will make the state a single purchaser for prescription drugs and allow
Californians to obtain necessary drugs at a much lower cost.

INVESTING INPREVENTION TAMPROVEHEALTHOUTCOMES ANDREDUCECOSTS

A large share of Medi -Cal spending occurs in the first year or last year of life, or among
enrollees with serious mental iliness, hypertension, and diabetes. To better meet the
needs of Medi -Cal enrollees and reduce costs, the Budget includes investments t o]
increase prevention, better address the social determinants of health, and improve the
availability of care.

A To strengthen preventive services and better address the social determinants of
health, the Budget includes $60 million ($30 million Proposition 56 funds) to provide
early developmental screenings for children and $45 million ($22.5 million
Proposition 56 funds) for adverse childhood experiences (ACESs) screenings for
children and adults in the Medi -Cal program. The Budget also includes funding for
home visiting programs and for other services to meet the needs of children and
their parents. In addition, the Budget increases CalWORKSs grants for the
state's lowest income families so parents can better meet their children's needs
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for safe housing, food and other basic needs. See the Early Childhood chapter for
more information.

A To increase the availability of care, including mental health, primary care, family
planning services, and dental care, the Budget extends the supplemental payments
to Medi -Cal providers and the increased funding for the family PACT program.
The Budget also includes an additional $50 million in Proposition 56 funds for family
planning services in the Medi -Cal program.

A According to a 2015 analysis by the Depar  tment of Health Care Services, 5 percent
of Medi -Cal beneficiaries account for 51 percent of costs, and the top 1 percent
account for 27 percent of costs. To reduce costs and better manage the care of
these high cost Medi -Cal enrollees, the Budget invests ~ $360 million ($180 million in
Proposition 56 funds) for a program that encourages Medi -Cal managed care
providers to meet goals in critical areas, such as management of chronic disease
and behavioral health integration. Italso provides $100 million for supportive housing
and other supports through the Whole Person Care Pilot Program.

INCREASING SUBSIDIES ANCEXPANDING COVERAGE

California has been a national leader in the implementation of the Affordable Care

Act (ACA). As a result, Cal iederly Qalifariass dwppedn sur ed r a
from 17.6 percent in 2012 to 10.4 percent in 2016 (a 40  -percent reduction). To conti  nue

making progress in achieving universal coverage, the Budget proposes the following

changes:

A Increase subsidies through Covered California for individuals with incomes between
250 and 400 percent of the federal poverty level, and expand subsidies to
individuals with incomes between 400 and 600 percent of the federal poverty level
to increase coverage and promote affordability. The increased subsidies will be
funded by revenues generated by establishing a state individual mandate,
modeled on the federal  requirement enacted as part of the ACA, to obtain
comprehensive health care coverage or pay a penalty. A recent study conducted
by UC Berkeley and UCLA estimates that without state action, the uninsured rate will
rise to 12.9 percent by 2023 fi a 24-percenti ncrease from 2016. The proposed
subsidies and state mandate will promote health care affordability, coverage, and
use of preventative care, as well as decrease uncompensated care and county
indigent health care costs. The Franchise Tax Board will implement the penalty and
Covered California will administer the subsidies.
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A Building upon the children's Medi -Cal expansion under Chapter 18, Statutes of 2015
(SB 75), the Budget includes $260 million ($196.5 million General Fund) to expand
full-scope Medi -Cal coverage to eligible young adults aged 19 through 25
regardless of immigration status, starting no sooner than July 1, 2019. About
75 percent of these adults are currently in the Medi -Cal system, and are either
receiving restricted -scope benefi ts or services under SB 75. This expansion will
provide full -scope coverage to approximately 138,000 undocumented adults in the

first year.
MENTALHEALTH
The stateds ment al health system includes service
counties i with services primarily provided in the community through county -run systems

that have significant state and federal funding participation. Emerging challenges to

thi s system include the statebs growing homel ess p
prevalence of mental iliness); a growing need for mental health practitioners; and the

need to continue to seek new, innovative approaches to intervene as early as possible

when me ntal illness is detected, especially in young people.

In response to these issues, the Budget proposes additional funding across a number of
program areas that wildl help address some of the
needs.

MENTALHEALTHWORKFORCEINVESTMENT

To help address the increasing need for public mental health practitioners, the Budget
includes $50 million General Fund to increase training opportunities for workforce

programs. This additional funding for mental health workforce prog rams, administered
by the Office of Statewide Health Planning and Development, will increase the number

of providers focused on quality mental health care. To increase the effectiveness of this

one -time funding, it is appropriate for universities, health ¢ linics, and philanthropic
organizations to contribute to this effort. Working together, this shared investment can
provide a meaningful benefit to the entire public mental health system.

EARLYPSYCHOSISRESEARCH ANDIREATMENT

Given the link between earlyt  reatment of psychosis and more successful outcomes, the
Budget includes $25 million General Fund to better detect and intervene when young
people have had, or are at high risk of experiencing, psychosis. Specifically, these
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one -time grant f unds will be used for projects that demonstrate innovative approaches
to detect and intervene when a young person has experienced a first episode of
psychosis.

WHOLEPERSONCAREPILOTPROGRAMS

In conjunction with its focus on homelessness, the Budget inves ts $100 million General
Fund for Whole Person Care Pilot Programs. These programs focus on coordinating

health, behavioral health (mental health and substance use disorders), and social

services, and this funding is expected to help provide additional supp ortive housing for
people with mental illness. See the Homelessness chapter for more information.

EXPEDITE THALLOCATION OFNO PLACE LKEHOME BOND FUNDING

Voters approved the No Place Like Home $2 billion bond program (to be repaid with
Mental Health Ser vices Act revenues) in the November 2018 election. These bonds will
help provide supportive multifamily housing for individuals experiencing mental illness
who are either homeless or at risk of homelessness. The Administration will accelerate No
Place Like Home program awards and, combined with the additional tax credits and

state investments included in the Budget (see the Housing and Local Government
chapter), provide needed gap financing for developers to increase the production of
affordable housing uni ts.

CHANGES T01991 REALIGNMENTRUNDING FORCOUNTYMENTALHEALTH

As discussed in the Department of Social Services section below, the changes proposed

to the count i 4senie Syppotive Sendcés plogram costs result in additional
1991 Realignment funding for county mental health programs. The increase in reven ues
for county mental health programs in 2019  -20 is estimated to be approximately

$70 million, for a total of $84 million in growth funding for these programs.

DEPARTMENT OHEALTHCARE SERVICES

Medi-Cal , Cal i forniads Medicaid program, is admini st
Care Services. Medi -Cal is a public health care coverage program that provides
comprehensive health care services at no or low cost for low -income individuals.

The federal government mandates basic services be included in the program,
including: physician services; family nurse practitioner services; nursing facility services;
hospital inpatient and outpatient services; laboratory and radiology services; family
planning; an d early and periodic screening, diagnosis, and treatment services for
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children. In addition to these mandatory services, the state provides optional benefits

such as outpatient drugs, dental, home and community -based services, and medical
equi pment. The Department also operates the
Primary and Rural Health programs, and oversees county -operated community mental

health and substance use disorder programs.

The Medi -Cal Budget is $98.5 billion ($20.7 bill ion General Fund) in 2018 -19 and

$100.7 billion ($22.9 billion General Fund) in 2019 -20. The Budget assumes that caseload
will decrease approximately 1.19 percent from 2017 -18 to 2018-19 and increase

0.39 percent from 2018 -19 to 2019-20. Medi -Cal is projec ted to cover approximately
13.2 million Californians in 2019-20, including 3.8 million in the optional expansion
population.

In 2019-20, the Budget reflects an 8.5 -percent state share of cost for the optional
expansion population. The Budget includes $19.9 billion ($2.2 billion General Fund)
in 2019-20 for this population.

PROPOSITIONS6

Continuing efforts established in the 2018 Budget Act, the Budget includes $3.2 billion
($1.05 billion Proposition 56 funds) for supplemental payments and rate increases for
physicians, dentists, family planning services, Intermediate Care Facilities for t he
Developmentally Disabled, HIV/AIDS waiver services, Home Health, pediatric day
health services, and new investments. In addition to the new investments in

value -based payments and developmental and ACEs screenings described in the
Investing in Preventio n to Improve Health Outcomes and Reduce Costs section above,
the Budget includes an additional $50 million Proposition 56 funds for family planning
services in the Medi -Cal program. Given that certain family planning services are
eligible for enhanced fede ral funding, this additional funding could result in up to
$500 million in additional payments for family planning.

Figure HHS-03 displays proposed Proposition 56 expenditures for 2019  -20.
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Figure HHS-03

Proposition 56 Expenditures
(Dollars in Millions)

2019-20
Investment Governor’s
Category Department Program Budget
Department of Justice Local Law Enforcement Grants $26.0
Department of Justice Distribution and Retail Sale $6.9
Enforcement
Enforcement
Department of Tax & Fee Distribution and Retail Sales Tax
i . $4.5
Administration Enforcement
Department of Public Health Law Enforcement $5.3
. . . ‘ Cigarette and Tobacco Products
SNEE LT Surtax Medical Research Program e
University of California Graduate Medical Education $36.5
Education,
Prevention, and  pepariment of Public Health State Dental Program $28.8
Research
Department of Public Health Tobacco Prevention and Control $137.0
State Department of Education School Programs $24.2
Health Care Depanment il Sl Health Care Treatment $1,053.5
Services
State Auditor Financial Audits $0.4
Administration
and Oversight
DEBERTIEL T 12685 R20 Sales and Use Tax $1.0

Administration

Proposition 99, Breast Cancer

R
eveque Research Fund, Proposition 10, $69.7
Backfills
and General Fund
Total $1,452.5

Other Significant Adjustments:

A Current Year i The Budget assumes decreased expenditures in the Medi -Cal
program of approximately $2.3 billion General Fund compared to the 2018 Budget
Act. Unlike most programs, Medi  -Cal operates on a cash, rather than an accrual,
basis of accounting. This means that the timing of transactions can significantly

disrupt fiscal year budgetary estimates. Approximately 30 percent of the current
year decrease results from the Hospital Quality Assurance Fee and drug rebate
timing. Another one -third of the estimated decrease is attributable to one -time
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reconciliations for activity in several prior fiscal years fi specific ally, lower payments
for deferred claims to the federal government and higher withhold payments to

skilled nursing facilities. Over half of the remaining variance is due to updated data,
including lower -than -expected managed care costs and ACA optional exp ansion
caseload, as well as higher -than -expected drug rebate savings.

A Medi -Cal Estimate Improvement fi Toaddress estimating challenges presented by
cash -basis accounting and other Medi  -Cal financing complexities, the Budget
includes $3.8 million ($1.8 million General Fund) to strengthen fiscal forecasting of
the Medi -Cal and Family Health estimates and to improve the oversight and
monitoring of Med i-Cal program expenditures. Additionally, the Budget proposes
the creation of the Medi -Cal Drug Rebate Fund as a fiscal management tool that
will help alleviate the General Fund volatility resulting from pharmacy rebates.

A FulkScope Medi-Cal Expansion for Undocumented Adultsfi The Budget expands
full-scope Medi -Cal coverage to undocumented adults aged 19 through 25
in 2019-20. As the state takes on responsibility for providing care to these newly
eligible individuals, county costs and responsibilities are exp ected to decrease.
To reflect this shift, starting in 2019 -20, the Budget assumes changes to the AB 85
redirection amounts for the County Medical Service Program Board's and certain
other counties' indigent care realignment revenue. These adjustments will resultin
the availability of additional realignment funds to offset General Fund costs in
CalWORKSs. Net costs after accounting for the associated In -Home Supportive
Services benefits and the revised AB 85 redirection amount are approximately
$133.5 million General Fund. See the Increasing Subsidies and Expanding Coverage
section for more information.

A Medi -Cal County Administration i The Budget includes $2.1 billion ($723.6 million
General Fund) in 2019-20 for county eligibility determination activities, an increase of
$53 million over the 2018 -19 level of funding based on growth in the California
Consumer Price Index (2.63 percent).

DEPARTMENT OBOCIAL SERVICES

The Department of Social Services (DSS) serves, aids, and protects needy and

vulnerable childr en and adults in ways that strengthen and preserve families,

encourage personal responsibility, and foster ind
programs include CalWORKSs, CalFresh, In -Home Supportive Services (IHSS),

Supplemental Security Income/State Supp  lementary Payment (SSI/SSP), Child Welfare
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Services, Community Care Licensing, and Disability Determination. The Budget includes
$26.2 billion ($9.5 billion General Fund) for DSS in 2019 -20.

IN-HOME SUPPORTIVESERVICES

The IHSS program provides domestic and related services such as housework,
transportation, and personal care services to eligible low -income aged, blind, and
disabled persons. These services are provided to help individuals remain safely in their
homes and prevent more costly institutionalization. The Budget includes $12.7 billion
($4.3 billion General Fund) for the IHSS program in 2019 -20, a 15.2-percent increase in
General Fund costs over the revised 2018 -19 level. Average monthly caseload in this
program is estimated to be 564,000 recipients in 2019 -20, a 4.5-percent increase
compared to the revised 2018  -19 projection.

Significant Adjustments:

A Restoration of the 7 -Percent Across -the -Board Service Hours Reduction fi Due to
enactment of the managed care orga nization tax, the 7 -percent across -the -board
reduction in IHSS service hours was restored for the duration of the managed care
organization tax. Under current law, the managed care organization tax will expire
on July 1, 2019. While the Budget does not ass ume an extension of the tax, it does
propose to restore the 7-percent reduction effective July 1, 2019. The cost to restore
the 7 -percent reduction is estimated to be $342.3 million General Fund in 2019 -20.
This will protect services for vulnerable individuals served by IHSS.

A Revised County IHSS Maintenance -of-Effortfi A new Maintenance -of-Effort (MOE)
was negotiatedin2 017, which reset the base for counties
and applies an annual inflation factor to the MOE beginning in 2018 -19 under
specified conditions. The MOE provides fiscal relief to counties for IHSSporogram costs
through a combination of Gen  eral Fund offsets and temporary redirection of 1991
Realignment growth funds from county indigent health and mental health services
to fund a portion of county IHSS costs. The Budget proposes to adjust the IHSS MOE
inflation factor, redirect 1991 Realignme  nt back to county indigent health and
mental health services, and reduce counties' IHSS MOE to $1.56 billion, thereby
increasing General Fund costs by $241.7 million in 2019  -20. A 4-percent annual
inflation factor will be applied to the MOE beginning in 2020-21. Thisaction reflects a
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recognition that the state and federal government have taken actions that
increase IHSS costs beyond available 1991 Realignment revenues for this program.

A IHSS County Administration fi The Budget includes an ongoing increase of
$15.4 million General Fund for IHSS county administration to reflect revised benefit
rate assumptions, for a total of $326 million General Fund for IHSS county
administration.

A Electronic Visit Verification i Federal law requires states to implement an electronic
visit verification system for personal care services by January 1, 2020, and for home
health care services by January 1, 2023. Failure to comply with the electronic visit
verificati on requirement would result in an escalating fiscal penalty in the form of a
percentage point reduction infederal matching funds. Tocomply with federal law,
the Budget includes $34.9 million ($5.3 million General Fund) to implement an
electronic visit ve rification solution and enhancements to the Case Management,
Information and Payrolling System for personal care services.

A FulkScope Medi-Cal Expansion for Undocumented Adults i The Budget proposes to
expand full -scope Medi -Cal coverage to undocumented adul ts aged 19 through
25, resulting in costs of $2.2 million General Fund to the IHSS programin ~ 2019-20.
For more information, see the Increasing Subsidies and Expanding Coverage section
above.

CALIFORNIAWORK OPPORTUNITY ANORESPONSIBILITY TBIDS (CALWORKS)

The Cal WORKs program, Californiads version
Needy Families (TANF) program, provides temporary cash assistance to low -income
families with children to meet basic needs. It also provides welfare -to -work services so

that families may become self  -sufficient. Eligibility requirements and benefit levels are
established by the state. Counties have flexibility in program design, services, and
funding to meet local needs.

Total TANF expenditures are $8 billion (State, Local, and Federal Funds) in 2019 -20.
The amount budgeted includes $5.5 billion for CalWORKSs program expenditures

and $2.5 billion in other programs. These programs include expenditures for Cal Grants,
Departm ent of Education child care, Child Welfare Services, Foster Care, Department
of Developmental Services programs, the Statewide Automated Welfare System, the
Work Incentive Nutritional Supplement system, California Community Colleges Child
Care and Educatio n services, and the Department of Child Support Services.

The monthly average CalWORKSs caseload is estimated to be approximately 371,000
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families in 2019 -20, an 8.9 -percent decrease from the 2018 Budget Act projection.
Due largely yo an improving economy, caseload has decreased every year from a
recent peak of 587,000 in 2010 -11.

Significant Adjustments:

A CalWORKs Grant Increase fi The Budget includes $347.6 million General Fund in
2019-20 to raise grant levels to 50 percent of the projected 2019 federal poverty
level, effective October 1,2019. Fullyear costs of the proposed grant increase are
estimated to be $455.4 million. As a result, the ~ maximum grant level for an assistance
unit of three will increase from $785 to $888 per month. See the Early Childhood
chapter for additional information.

A Home Visiting Servicesfi The Budget includes $78.9 million to provide home visiting
services to an ant icipated 16,000 eligible CalWORKSs families in 2019 -20.
Approximately 15,000 cases are estimated to be served on an annual basis
beginning in 2020-21. See the Early Childhood chapter for additional information.

A Single Allocation Methodology i The Budget includes a one -time augmentation  of
$93.6 million for the county single allocation. The Administration will continue to work
with representatives of counties and county welfare directors to develop
recommendations f  or revising the single allocation budgeting methodology for the
Employment Services component as part of the May Revision.

A County Indigent Health Savingsfi The Budget reflects $617.7 million in projected
county indigent health savings in 2019  -20 to offset General Fund costs in the
CalWORKSs program, a decrease of $155.5 million from 2018  -19. This decrease is
more than offset by additional indigent health savings (based on the latest
reconciliation ) of $315 million available from  2016-17.

A Safety Net Reserve Increase fi The Budget increases the Safety Net Reserve Fund by
$700 million, bringing the total amount in the fund to $900 million. These funds will be
available for CalWORKSs and Medi  -Cal services and benefits during an economic
downturn.

SUPPLEMENTABSECURITYNCOME (SSI)/STATESUPPLEMENTARIPAYMENT (SSP)

The federal SSI program provides a monthly cash benefit to aged, blind, and disabled

persons who meet the programbds iemslo Galiforrdantde r esour ¢
SSI payment is augmented with an SSP grant. These cash grants assist recipients with

basic needs and living expenses. The federal Social Security Administration administers

the SSI/SSP program, making eligibility determinations, co  mputing grants, and issuing
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combined monthly checks to recipients. The state -only Cash Assistance Program for
Immigrants (CAPI) provides monthly cash benefits to aged, blind, and disabled legal
noncitizens who are ineligible for SSI/SSP due solely to their immigration status.

The Budget includes $2.75 billion General Fund for the SSI/SSP program. This represents a
0.5-percent decrease from the revised 2018  -19 budget. The average monthly caseload
in this program is estimated to be 1.22 milli  on recipients in 2019 -20, a 1.2-percent
decrease from the 2018 -19 projection. The SSI/SSP caseload consists of 70 percent
disabled persons, 28.8 percent aged, and 1.2 percent blind.

Effective January 2019, the maximum SSI/SSP grant levels are $931 per mon  th for
individuals and $1,564 per month for couples. The federal cost of living adjustments

based on the current Consumer Price Index growth factors are 2.8 percent for 2019 and

a projected 2.5 percent for 2020. As a result, the maximum SSI/SSP monthly gra nt levels
will increase by approximately $19 and $29 for individuals and couples, respectively,

effective January 2020. CAPI benefits are equivalent to SSI/SSP benefits, less $10 per

month for individuals and $20 per month for couples. Beginning June 1, 20 19, due to the
SSI CashOut Reversal, CAPI benefits will be equivalent to SSI/SSP payment standards.

Significant Adjustments:

A Elimination of SSI Cash -Out Policy fi Last year's budget made SSI recipients eligible for
federal CalFresh benefits and provided one -time funding to offset any reduction in
benefits due to this policy change. The Budget includes $86.7 million General Fund in
2019-20 and makes permanent the offset of the loss of food benefits for households
that would otherwise experience a reduction resulting from the elimination of the SSI
Cash-Out policy.

A SSlAdvocacy @i The Budget proposes an annual appropriation of $25 million General
Fund beginning in 2019 -20 for the Housing and Disability Advocacy Program.
For more information on SSI Advocacy, refer to the Homelessness chapter.

CHILDRENS PROGRAMS

Child Welfare Services include family support and maltreatment prevention services,
child protective services, foster care services, and adoptions. California’s child welfare
system provides a continuum of services to children who are either at risk of or have
suffered abuse and neglect. Program success is measured in terms of i mproving the
safety, permanence, and well  -being of children and families served. The Budget
includes $463.8 million General Fund in 2019 -20 for services to children and families
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under these programs, an increase of $25.2 million General Fun d, or 5.7 percent, over
the 2018 Budget Act. When federal and 1991 and 2011 Realignment funds are
included, total funding for childrend£0.programs a

In 2017, California began implementation of the Continuum of Care Reform (CCR), as

enacted in Chapter 773, Statutes of 2015 (AB 403). The reforms emphasize home -based

family care; improve childrends access to service
out -of-home placements to get those services; and increase the role of children, youth

and families in assessment and case planning. The reforms also provide for greater

coordination of child welfare and mental health services.

Significant Adjustment:

A Continuum of Care Reform i The Budget includes $416.9 million ($301.7 million
General Fund) to continue implementation of CCR. This funding reflects ongoing
support for child and family teams, approval of resource families, and continued
emphasis of home ased , family care placements with supportive services rather
than group home care placements for children in foster care. Although significant
progress has been made with the transition of youth in foster care from group
homes to Short -Term Residential Therape utic Programs beginning January 1, 2017,
assumptions on caseload movement were revised to more accurately reflect the
pace of implementation.

IMMIGRATION SERVICES

The Department of Social Services funds qualified nonprofit organizations to provide

legal s ervices to immigrants who reside in California via the Unaccompanied

Undocumented Minors and Immigration Services Funding programs. The Budget

includes $75 million in 2019 -20 and annually thereafter for immigration -related services,

which maintains the funding levels included inthe 2018 Budget Act, with the exception

of the University of California funding, which will receive $1.3 million General Fund

ongoing beginningin2022 -23. The Uni ver sit ytimofindi@anlthef or ni ads o
2018 Budget Act is sufficient to sogmmthmught he Uni v
the 2021 -22 fiscal year.

Approximately 2,500 unaccompanied undocumented minors have been assisted since

2015 when the Department began administering the program, and more than 90
organizations have received resources to provide immigration -related services. Services
include assisting applicants seeking Deferred Action for Childhood Arrivals; assisting
applicants seeking naturalization; assisting applicants seeking other immigration
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remedies; legal training and technical assist ance services; education and outreach
activities; and assisting individuals with removal defense.

Additionally, the Budget includes $20 million General Fund to establish an Immigration

Rapid Response Program. These funds will be available over a three -year period to
assist qualified community -based organizations and nonprofit entities in providing

services during immigration or human trafficking emergency situations when federal

funding is not available. These funds will also be available to support the redirection of

state -level staff who directly assist in response efforts. The Budget also includes on e-time
funding of $5 million General Fund to address immigration -related emergencies that
occur during the 2018 -19 fiscal year.

OTHERSGNIFICANT ADJUSTMENTS

A california Statewide Automated Welfare System (CalSAWS) fi As a condition of
federal financial parti cipation, the federal government requires the state to create
a single SAWS by 2023. The current SAWS consists of three separate
county -administered systems: the Consortium -1V system, the Los Angeles County
LEADER Replacement System, and the CalWORKSs Infor mation Network system.
The state will integrate all three into one system, known as CalSAWS. The Budget
includes $148.2 million ($31.2 million General Fund) in 2019 -20 to design, develop,
and implement CalSAWS.

A The CalFood Program and Food Bank Capacity Im provements fi The Budget
continues to provide $8 million General Fund for the CalFood program. In addition,
the Budget includes one -time $20 million General Fund in 2019 -20 to support

infrastructure needs of California food banksd e
including capital investments needed to support food collection, storage, and
distribution.

DEPARTMENT OBDEVELOPMENTALSERVICES

The Department of Developmental Services provides individuals with developmental
disabilities a variety of services that allow them to live and work independently or in
supported environments. California is the only state that provides services to individuals
with developmental disabilities as an entitlement. The Budget includes $7.8 billion

(%$4.8 billion General Fund) and estimates that approximately 350,000 individuals will
receive developmental services by the end of 2019-20.
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STATEOPERATEDFACILITIES

In 2015, the state announced the planned closure of the three remaining

developmental centers: Sonoma, Fairview, and the general treatment area of

Porterville. As residents transition out of the developmental centers and into the
community, the Department  estimates the developmental center population will

reach 323 residents by July 1, 2019, and will decrease to 292 residents by June 30, 2020.
After these closures, the Department will continue operating the secure treatment
program at Porterville, the Canyo  n Springs community facility, and state  -operated
acute crisisfacilities in Northern and Southern California. Inrecognition of the closure of
developmental centers and the increased need for acute crisis and mobile crisis

services in the community, the Budget includes $5.3 million ($4.8 million General Fund)
to expand these crisis services to the Central  Valley.

COMMUNITY SERVICES

The develop mental center closures require the Department to strengthen its focus on
community services. In support of this effort, the Budget includes $8.1 million ($6.5 million
General Fund) for a reorganization of departmental headquarters, which will lead to

incre ased oversight of regional centers and provider operations as well as enhanced

program compliance.

An additional focus on community services and associated reforms is expected given a
statutorily required developmental services rate study that is due in M arch 2019.
Discussions regarding rates must be done in conjunction with transparency and
accountability reforms.

Other Significant Adjustments:

A Specialized Caseload Ratiosii The Budget includes $5.4 million ($3.7 million General
Fund) to establish a reduced regional center caseworker caseload ratio for
consumers with specialized medical and behavioral needs.

A Development of Community Crisis Homes for Children fi The Budget includes
$4.5 million General Fund one -time to expand the development of community crisis
housing specifically for children.

A Specialized Home Monitoring fi The Budget includes $3.8 million ($2.6 million General
Fund) for the increased monitoring of Enhanced Behavioral Support Homes and
Community Crisis Homes. This will result in reduced caseload ratios for regional
centers for these particular  models.
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A Best Buddiesfi The Budget includes $1.5 million General Fund to support social
inclusion, integrated employment, and leadership program services for children and
adults with developmental disabilities, which will include a report of the number of
persons served annually with these funds. The Adm inistration notes that additional
integrated employment opportunities for persons with developmental disabilities
should be provided within state government, including constitutional officers and
the Legislature.

DEPARTMENT OSTATEHOSPITALS

The Department of State Hospitals administers the state mental health hospital system,

the Forensic Conditional Release Program, the Sex Offender Commitment Program,

and the evaluation and treatment of judicially and civilly committed patients,

The Budget includes $2 billion ($1.8 billion General Fund) in 2019  -20 for support of the
Department. The patient population is expected to reach 6,722 by the end of 2019 0.

INCOMPETENT TCGSTAND TRIALADMISSIONS(IST)

The Department continues to experience a signific ant number of IST commitments
who are referred from local courts  fi awaiting admission to the state hospital system.
Although the rate of increase the Department has experienced in recent years has

slowed, the number of ISTs pending placement into the state h ospital system remains
high, and was above 800 individuals in December 2018.

To help address this need, the Budget includes $18.6 million General Fund and

1193positions for the second phase of the Metropoli
treatment area expansion. When completed in 2019, it will provide a total of 236

additional secured forensic beds for the treatment of ISTs at the Metropolitan State

Hospital. Furt hermore, the Budget includes $12.3 million General Fund to allow the

Department to contract for up to 74 additional jail -based competency restoration

treatment beds through the county jail treatment programs. These efforts are intended

to reduce the pendin g placement time for ISTs and the  waitlist.

MISSION-BASEDREVIEW CLINICAL STAFFINGSTUDY

In 2013, the Department initiated a Clinical Staffing Study to develop a data -centered
approach to standardize staffing at the five state hospitals in four high -priority areas:
Hospital Forensic Departments, 24 -Hour Care Nursing Services, Protective Servic es, and
Treatment Planning and Delivery.
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The study was driven by significant changes in the patient population in recent

decades. In 1995, patients committed through the criminal court system comprised
approximately 65 percent of the 4,000 State Hospital patients. Today, these forensically
committed patients represent over 90 percent of the population. As part of the
Mission-Based Review process, the Department of Finance and the Department of

State Hospitals have completed a comprehensive e valuation of two of these staffing
studies, Hospital Forensic Departments and 24  -Hour Care Nursing Services. Based on
that evaluation, the Budget includes $24.9 million and 168.3 positions for the following:

A Direct Care Nursing fi The Budget includes $15 mil lion General Fund and
117.3 positions for the first year of a three -year phase -in to staff 128 medication
rooms and to provide nighttime nursing supervisors in units across the five state
hospitals. This will increase the number of direct  -care nursing staf fing in these units in
an effort to reduce patient violence, staff injuries, and staff turnover and
absenteeism.

A Court Evaluations and Reports i The Budget includes $8.1 million General Fund and
43 positions for the first year of a three -year phase -in of add itional staff dedicated to
forensic evaluations, court reports, court testimony, court report coordination,
neuropsychological assessments, and treatment. The forensic workload has grown
to over 11,000 evaluations and reports annually. The Budget proposes dedicated
staffing and a standardized approach to this specialized forensic workload at all five
hospitals. Utilizing specialists, evaluations and court reports will be more consistent
statewide, and wil/| provide separ ahndgianoand bet ween ¢
the individual testifying on behalf of the state hospital in court. In addition, the
additional staff will reduce the amount of time that treating clinicians spend in
court, allowing them to focus on patient treatment.

A Workforce Development fi The Budget includes $1.8 million and 8 positions to both
expand partnerships with community colleges to increase capacity in existing
Psychiatric Technician training programs and to establish a Forensic Psychiatry
Residency program at Napa State Hospital. Individuals participating in the residency
program will provide treatment, reducing the need for contract services. Historically,
many participants in similar programs are retained after the program iscompleted.

Significant Adjustment:
A Patient -Driven Operating Expensesfi The Budget includes $10.5 million General Fund

for increased patient -driven operating expenses and equipment costs, such as
pharmaceuticals, outside medical costs, and food. In addition, the Budget includes
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a standardized estimate methodology for determining State Hospital patient
operating expenses and equipment needs, to be applied beginning in 2019 -20.

DEPARTMENT OPUBLIC HEALTH

The Department of Public Health is charged with protecting and promoting the health
and well -being of the people of California. The Budget includes $3.2 billion
($183.7 million General Fund) in 2019 -20 for the Department.

LICENSING

Among its many programs, the Department regulates many types of health care
facilities and entities in the state. Currently, the Department contracts with the Los
Angeles County Department of Public Health to regulate certain health care entities
located i n Los Angeles County. In an effort to better reflect this licensing workload, the
Budget includes an additional $17.2 million Licensing and Certification Fund to begin
implementation of a new, expanded contract with Los Angeles County. This brings the
full 2019-20 cost of the contract with Los Angeles to $65.5 million. The new contract will
reflect a focus on quantity, quality, and customer service and a shift toward Los
Angeles County conducting all regulatory work within the county. To reflect the higher
cost of doing business in Los Angeles County, the Department began assessing and
applying a supplemental fee to its regulated health care entities located in Los Angeles
County beginning in 2018 -19.

Other Significant Adjustments:

A Alzheimer's Disease Prog ram Grant Awards and Governor's Task Force on Brain
Health fi The Budget includes an additional $3 million General Fund on an ongoing
basis for the Alzheimer's Disease Program to support research grants. Given that
Al zhei merds occur s i n dndanaunities chdolersthehewr wo men
grants will focus on research to understand the greater prevalence of Alzheimer's
among these groups. The funding will also support the creation and implementation
of the Governor's Task Force on Brain Health

A Sexually Transmitted Diseases Prevention fi The Budget includes $2 million General
Fund for additional funding to local health jurisdictions for the prevention of sexually
transmitted diseases.
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A Home Visiting and Black Infant Health i The Budget includes $30.5 million General
Fund to expand the California Home Visiting and Black Infant Health programs as
referenced in the Early Childhood  chapter.

2011 REALIGNMENTFUNDING

To provide services more efficiently and effectively, 2011 Realignment shifted
responsibility and dedicated funding for public safety services to local governments.

In addition, community mental health programs previously funded in 1991 Realignment
are now funded primarily by revenue dedicated for 2011 Realignment.

Figure HHS-04 identifies the programs and funding for 2011 Realignment, which are
funded through two sources: a state special fund sales tax rate of 1.0625 percent
totaling $7.7 billion, and $731.3 million in Vehicle License Fees. These funds are
deposited into the Local Revenue Fund 2011 for allocation to the counties and are
constitutionally guaranteed for the purposes of 2011 Realignment.
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Figure HHS-04

2011 Realignment Estimate at 2019-20 Governor's Budget
(Dollars in Millions)

2017-18 2017-18 2018-19 2018-19 2019-20 2019-20

Growth Growth Growth
Law Enforcement Services $2,467.2 $2,560.8 $2,697.1
Trial Court Security Subaccount 550.3 $9.4 559.7 $13.6 573.3 $12.5
Enhancing Law Enforcement Activities
Subaccount" 489.9 192.8 489.9 2281 489.9 241.4
Community Corrections Subaccount 1,241.1 70.1 1,311.2 102.3 1,413.5 93.6
District Attorney and Public Defender
Subaccount 33.2 4.7 37.9 6.8 447 6.2
Juvenile Justice Subaccount 152.7 94 162.1 13.6 175.7 12.5
Youthful Offender Block Grant
Special Account (144.3) (8.9) (153.1) (12.8) (166.0) (11.8)
Juvenile Reentry Grant Special
Account (8.4) (0.5) (8.9) (0.8) (9.7) (0.7)
Growth, Law Enforcement Services 286.4 364.4 366.2
Mental Health” 1,120.6 87 1,120.6 127 1,120.6 11.6
Support Services 3,591.7 3,756.7 3,997.5
Protective Services Subaccount 2,258.0 78.1 2,336.2 114.0 2,450.2 104.3
Behavioral Health Subaccount 1,333.7 86.8 1,420.5 126.7 1,547.3 115.9
Women and Children's Residential
Treatment Services (5.1) - (5.1) - (5.1) -
Growth, Support Services 173.6 253.4 231.8
Account Total and Growth $7,639.5 $8,055.9 $8,413.2
Revenue
1.0625% Sales Tax 6,956.8 7,337.9 7,681.9
Motor Vehicle License Fee 682.7 718.0 731.3
Revenue Total $7,639.5 $8,055.9 $8,413.2

I'his chart reflects estimates of the 2011 Realignment subaccount and growth allocations based on current revenue
forecasts and in accordance with the formulas outlined in Chapter 40, Statutes of 2012 (SE 1020).

""Base Allocation is capped at $489.9 million. Growth does not add to the base.
# Base Allocation is capped at $1,120.6 million. Growth does not add to the base.

OTHERHEALTH ANDHUMAN SERVICES

The Budget also includes the following significant adjustments:

A Health Care Workforce Investment i The 2017 Budget Act included $100 million over
three years to support health care workforce initiatives at the Office of Statewide
Health Planning and Development. The funding encourages universities and primary
care health professionals to provide health care in medically underserved areas by
providing financial support to a variety of medical education programs throughout
California. As of December 201 8, the allocations have supported 557  first-year
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residents in existing residency programs and 72 first  -year residents in new residency
programs created as a result of this funding. The Budget builds on this initial

investment through continued support of these programs with $33 million General

Fund ongoi ng beginning in 2020 -21. The Budget also includes funding for an
increased focus on the mental health workforce, as described earlier in the Mental
Health section.

A Mission-Based Review: Vocational Rehabilitation Program fi The Budget includes an
increase of $ 5 million General Fund in 2019 -20 for the Vocational Rehabilitation
program at the Department of Rehabilitation. Additional resources are needed to
raise uniform fee -for-service rates for community rehabilitation program providers by
10 percent and adjust  rates with a wage component to account for state minimum
wage increases. These increases will prevent further reductions in service providers
for consumers of the Vocational Rehabilitation program. Up to $1.5 million will
support information technology upg rades for the Departmentds off
counselors throughout the state to achieve efficiencies and improve consumer
support.

A Traumatic Brain Injury Program fi The Budget includes $1.2 million General Fund in
2019-20 for the Department of Re h a b i | i Traanhatico Braindnjury program, which
provides specialized services and supports through local entities to individuals who
have suffered a traumatic brain injury. This program has been extended through
2023-24 pursuant to Chapter 402, Statutes of 2018 (SB 398) . The program has
historically been funded by the State Penalty Fund, which has experienced a
significant decline in revenues in the past decade. As a result, the Traumatic Brain
Injury program received only $800,000 in State Penalty Fund revenues in 2018 -19.
The Budget restores funding to historical levels and provides a dedicated and
sustainable funding source through  2023-24.
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HOMELESSNESS

omelessness in California is no longer confined to urban corridors. It pervades both
urban and rural communities across the state and puts stress on local resources,
from emergency rooms to mental health and social services programs to jails. Recent
federa | data estimates the stateds homéPbRbpsresentpopul at i
of the nation's homeless population. While national homelessness has decreased by 13
percent since 2010, homelessness in California has increased by 9 percent in the same
period .

Though the number of sheltered individuals has remained relatively constant in recent
years, changes in the unsheltered population drive swings in total population (see
Figure HOM -01).

The stateds homeless count i ncl uduwationdfintelagastdual s f
being severely mentally ill (26 percent), followed by victims of domestic violence (24

percent), youth (13 percent), and veterans (9 percent). These statistics highlight the

importance of providing shelter as well as connecting people with necessary support

services to address underlying problems that are often exacerbated by living on the

streets.

RECENTSTATEINVESTMENTS

To date, the state has addressed homelessness in two main areas.
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Figure HOM-01
Homelessness Rises, Driven by Unsheliered Populaiion
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PERMANENTSUPPORTIVEHOUSING

The state provides grants and loans in various programs to construct affordable housing
for extremely low -income households, including supportive housing for the most
vulnerable populations. For example:

A The Veterans Housing and Homelessness Prevention Act, which repurposed general
obligation bonds totaling $600 million to provide supportive housing for veterans.
To date, $314 million has been awarded, creating 2,463 supportive units.

A The No Place Like Home Act, which dedicates $2 billion in bond funding to provide
supportive multifamily housing for individuals experiencing mental iliness who are
homeless or at risk of homelessness.

A The Veterans and Affordable Housing Bond Act (Chapter 365, Statutes of 2017, SB3),
which provides $4 billion for various pro  grams, of which $1.5 billion is available for
the Multifamily Housing Program that can be used for supportive housing
development.

The No Place Like Home Act and SB 3 bonds were approved by voters in November

2018 and funds have not yet been awarded. The Administration will accelerate awards
for qualifying projects.
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TEMPORARYHOUSING

The state also supports short -term housing operations, such as emergency shelters and
navigation centers. Recent investments include the $500 million Homeless Emergency
Aid Program and $123 million of SB 2 (Chapter 364, Statutes of 2017) revenues.

While t hese efforts will help, more housing is required to begin to significantly address
the stateds homelessness problem. The shortage of
major contributing factors to the increasing number of homeless in the state.

As discussed in the Housing and Local Government chapter, housing and, as an
extension, homelessness are fundamentally local government responsibilities. Cities are
responsible for the zoning and siting of housing, and counties are responsible for linking
homel ess individuals to health and social services. However, as evidenced by the
growing number of homeless persons, homelessness is a statewide problem and
requires a multi -pronged approach, starting with better planning to provide access to
shelter and associ ated services with the goal of moving individuals into permanent
housing solutions.

RESPONDING TOHOMELESSNESS

The Budget includes $500 million General Fund one  -time for jurisdictions that site and
build emergency shelters, navigation centers, or support ive housing.

REGIONAL PLANNINGA $300 MILLION

Jurisdictions that establish joint regional plans to address homelessness will be eligible for
funding. The Business, Consumer Services and Housing Agency will distribute funds
through federally designated areas ($200 million) and the eleven most populous cities in
the state ($100 million). Plans must include regional coordination between counties and
cities and report all funds currently being used to provide housing and services to the
homeless population in the ir regions (including but not limited to Mental Health Services
Act funds, Realignment funds, and dedicated city and county funds). Funds must be

spent on expanding or developing shelters and navigation centers.

MEETINGMILESTONES $200 MILLION

Jurisdiction s that show progress toward developing housing and shelters, including
permitting new supportive housing units or constructing emergency shelters and
navigation centers, will be eligible to receive additional funds for general purposes.
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STREAMLININGCALIFORNIAENVIRONMENTALQUALITYACT (CEQA)

The Administration will propose legislation to accelerate the construction of homeless
shelters, navigation centers and new supportive housing units by allowing for a
streamlined CEQA process with accelerated judicial review of challenges to an
Environment al Impact Report. This is similar to the process outlined in Chapter 354,
Statutes of 2011 (AB 900), and recent bills providing streamlined environmental reviews
for sports stadiums.

AIRSPACE

The Administration will also develop a statewide policy for use of Department of
Transportation (Caltrans) airspace for emergency shelters. Airspace is land located

within the state's highway right -of-way limits used for non -transportation purposes. This
expands on 2018 legislation allowing for up to 30 parcels to be u sed for emergency
shelters in Oakland, San Jose, and Los Angeles, and additional parcels in San Diego

and Stockton.

SUPPLEMENTABECURITYNCOME (SSI) ADVOCACY

Providing safe shelter for homeless populations coupled with housing supports generally
leads to more positive outcomes than either on its own. Studies have shown

that affordable housing combined with health and social services supports result in
declines in the use of medical and other local services as well as in incarceration.

Many of the chronic ally homeless are eligible for federal SSI due to their disabling
conditions, but the process for applying can be lengthy and difficult to complete.

The Housing and Disability Advocacy Program (HDAP) was established as a county
match program to assist home less, disabled individuals with applying for disability
benefit programs, while also providing housing supports. The program includes
outreach, case management, benefits advocacy, and housing supports to all program
participants. Participating counties are required to match any state funds on a

dollar -for-dollar basis. The 2017 Budget Act included one  -time funding of $45 million
General Fund, available over three years, for this program. The Budget proposes an
annual appropriation of $25 million General Fun d beginning in 2019 -20 to continue this
program.

WHOLEPERSONCAREPILOTPROGRAMS

The Budget invests $100 million General Fund (one  -time with multi -year spending
authority) for Whole Person Care Pilot programs that provide housing services.
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The Whole Person Care Pilot program coordinates health, behavioral health (including
mental health and substance use disorder services), and social services, as applicable,
in a patient -centered manner with the goal of improved beneficiary health and
well-being. Many of these pilot programs target individuals who are experiencing
homelessness, or who are at risk of homelessness, and have a demonstrated medical

need for housing and/or supportive services. The Department of Health Care Services

will develop a funding allocation methodology for this augmentation that considers

various factors, such as prevalence of homelessness, cost of living, and performance.

This funding will be used to match local county investments in health and housing

services with a fo cus on the homeless mentally ill population.
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HOUSING AND LOCAL G OVERNMENT

alifornia is in the midst of a housing crisis due to decades of historical
underproduction of supply when compared to demand. Of the estimated
200,000 units of housing that are needed annually merely to keep up with population
growth, only 113,000 units we re permitted in 2017. Since 2007, fewer than 750,000 units
were permitted, accounting for only 40 percent of the projected need.

Af fordability is no | onger a problem unique to th
Throughout the state, renters struggle to pay for housing, often doing so at the expense
of other basic needs such as food, health care, a

median income has just recently surpassed pre -recession levels, median rent has
continued to rise. Statewide, half of all rent ers are rent -burdened, meaning more than
30 percent of their income goes to housing, and nearly a third of all renters are severely
rent -burdened, with more than half of their income going to housing. Over 80 percent

of low -income renters in the state are  rent-burdened.

The amount of income paid toward housing, and the uncertainty of future housing

costs, has broad impacts on the overall quality of life for California families. Additionally,

a lack of affordable housing directly contributes to the increase d homelessness seen
across the state. More must be done to increase housing production across the state to
ease this crisis and give more Californians the opportunity to become economically

secure through reduced housing costs, and achieve the dream of hom eownership.
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BARRIERS TBUILDING

Local governments have a key role in ensuring the building of adequate numbers of
housing units to meet local needs. They have primary control over land use and
housing -related decisions and enact policies that either encourage or discourage
housing constr uction.

The high cost of development and local decisions are barriers to building more housing.

The average total development cost of affordable housing was $332,000 per unit for

new construction projects that received housing tax credits from 2011 through 2015.

Local jurisdictions add to development costs through lengthy review processes.

For example, the statebs 2014 Affordable Housing
changes due to local design and review increased costs by seven percent. Local

opposition also incr eased project costs. Additionally, fees such as planning service fees

and impact fees charged by local governments contribute substantially to the cost of

development. These fees can vary widely by jurisdiction ranging up to $150,000 for a

single-family ho me and $75,000 for each multi  -family housing unit.

RECENTINVESTMENTS

The stateds role in housing development has gener
homeownership through tax policy and helping to subsidize the development of

affordable units. The state ha s provided local jurisdictions with a variety of tools to help
fulfill their housing responsibilities, including providing incentives to streamline
development, promoting local accountability to adequately plan for needed housing,
shortening the housing de velopment approval process, and investing in affordable
housing production through dedicated real estate transaction fee revenues (estimated

at $289 million annually) and a $4 billion voter ~ -approved housing bond (Chapter 365,
Statutes of 2017, SB 3). (See Figure HLG-01.) Additionally, the state invests 20 percent of
Cap -and -Trade auction proceeds in the Affordable Housing and Sustainable
Communities program to fund land  -use, housing, transportation, and land preservation
projects to support infill and compa  ct development that reduce greenhouse gas
emissions.
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Figure HLG-01
SB 3 Housing Bond Allocations
(in Millions)
Program Allocation
Rental Shortage Multifamily Housing Program $1,500
Farmworker Joe Serna, Jr. Farmworker Housing Grant Program 300
Local Housing Trust Fund 300
Infrastructure and
Incentives Transit-Oriented Development 150
Infill Infrastructure Grant 300
CalHFA Down Payment Assistance 150
Homeownership
CalHome 300
Veterans CalVet Farm and Home Loan 1,000

$4,000

INCREASING HOUSING PRODUCTION

While some local jurisdictions have used these tools and contributed to their housing

supply, more production across the state is necessary to address the larger housing

crisis. The Budget includes significant investments (totaling $1.3 billion General Fun d plus
expanded tax credits) to remove barriers and increase long -term housing production,
particularly for low - and moderate -income housing.

SHORT TERMPLANNING AND PRODUCTIONGRANTS

The Budget includes $750 million General Fund one  -time to partner with and incentivize
local governments to jump  -start housing production through technical assistance and
general purpose funding. The Department of Housing and Community Development

(HCD) wi Il establish higher short -term statewide goals for new housing production across
all income levels and will allocate these goals to local jurisdictions. Local governments

will receive grants ($250 million of the $750 million) to support technical assistanc e and
staffing to develop plans to reach these higher goals. This includes, but is not limited to:
rezoning for greater density, completing environmental clearance, permitting units, and
revamping local processes to speed up production. The state will revi ew these efforts
and certify that certain milestones have been reached. As jurisdictions reach these
milestones, funding ($500 million of the $750 million) will be available to cities and

counties for general purposes.

G OVERNORSBUDGETSUMMARY i 2019-20 91



HOUSING AND LOCAL G OVERNMENT

LONG - TERMSTATEWIDBHOUSING PRODUCTIONSTRATEGY

The Administration will develop a strategy to revamp the current Regional Housing

Needs Assessment (RHNA) process, which determines the amount and type of

housing regions and local jurisdictions must produce to meet their need. U nder Chapter
370, Statutes of 2017 (AB 72) and Chapter 958, Statutes of 2018 (AB 686), HCD will be
taking a more active role in housing element reviews. Moving from an advisory role,

HCD will now oversee and enforce regional housing goals and production. H CD will
determine a methodology for allocating housing needs to regions and local

jurisdictions, with local input.

These long -term housing production targets will be more ambitious than the short -term
housing goals mentioned above. As HCD develops these t argets, local jurisdictions will
have lead time to begin reformulating their housing plans, using the grants above to

leverage other sources of funding, such as their general funds and private dollars, to

meet their targets.

Going forward, the state will ~ strongly encourage jurisdictions to contribute to their fair

share of the stateds housing supply by Ilinking ho
transportation funds and other applicable sources, if any. The Administration will

convene discussions with stakeholde rs, including local governments, to assess the most

equitable path forward in linking transportation funding and other potential local

government economic development tools to make progress toward required

production goals.

MODERATEINCOME HOUSING PRODUCTON

The Budget makes a sizable investment of $500 million General Fund one -time in the
development of housing for moderate -income households. The California Housing
Finance Agency (CalHFA) will expand its Mixed  -Income Loan Program, which provides

loans to d evelopers for mixed -income developments that include housing for
moderate -income households at a lower subsidy level than traditional state programs.
This additional investment will jump  -start the estimated $43 million in annual Chapter
364, Statutes of 20 17 (SB 2) revenues dedicated for this purpose, and pair with the
proposed tax credit program targeting households with incomes between 60 to 80
percent of Area Median Income (see below).

EXPANDED STATEHOUSING TAX CREDITPROGRAM

Tax credits garner private investment in affordable housing by offering a dollar -for-dollar
credit against an investords state or federal tax
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provided for the state to allocate, the 9 percent credit and the 4 percent credit, which
are provided annually over 10 years. The 9 percent program is competitive and

provides approximately 70 percent of a projectds

per year, the program has been historically oversubscribed with twice as many
applicants as awards. The 4 percent program, which is currently underutilized, is

non-competitive and provides approxi mately 30

The state cred it program supplements these two federal credits and can be allocated
over four years. The state credits pair with federal credits to reduce a given housing

devel opment projectos remai ni2018, thé stategrognagn gap .

allocated $819 milli on to support approximately 18,000 affordable units, for an average
of $45,500 per unit.

The Budget proposes to expand the state tax credit program in 2019 -20 up to $500
million, and up to $500 million annually thereafter upon an appropriation. The additi onal
authority includes $300 million for the existing state tax credit program, targeted at new
construction projects that pair with the underutilized 4 percent federal tax credit

program. The remaining $200 million will be allocated through a new program that
targets housing development for households with incomes between 60 to 80 percent of

perce

From

Area Median I ncome, a population not typically se

programs. This investment will serve as a down payment toward producing more

mixed -income housi ng, in combinat i o-mcomeélLbdnPrGgamHF AS s

expansion detailed above.

These tax credit investments are coupled with a redesign of the existing tax credit
programs to promote cost containment and increase the construction of new units.

INNOVATION CHALLENGH EXCESSSTATEPROPERTY

The state has identified many excess state properties that are suitable for housing
development. Additional excess state properties will be identified in an expedited
manner. The Budget proposes soliciting affordable housing developers to build
demonstrati on projects that use creative and streamlined approaches to building
affordable and mixed -income housing (for example, using modular construction).
Affordable housing developers selected through a competitive process will receive

low -cost, long -term ground leases of excess state property. The state will confer with
local governments in certain cases to discuss a land exchange when such an
exchange could lead to more housing being built within the jurisdiction.
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As they will not need upfront capital to purchase the land and will not need to wait for
local review processes, affordable housing developers will have greater flexibility to find
innovative techniques to produce units more quickly and cost -efficiently th an a
traditional project. Should these demonstrations prove successful, this initiative can be
expanded at the state level and serve as a model to localities for more efficient
building.

ECoONOMIC DEVELOPMENTIOOLS MADE MOREATTRACTIVE

Various economic deve lopment tools have been introduced following the dissolution of
Redevelopment Agencies (RDASs), including Enhanced Infrastructure Financing Districts
(EIFDs). However, only three EIFDs have been formed since statute created them in

2014. EIFDs can be create d by cities or counties without voter approval and expend tax
increment revenues without voter approval. However, an EIFD must receive 55 -percent
voter approval to issue debt.

The Budget encourages the formation of additional EIFDs through removal of the
55-percent voter approval requirement to issue debt. This change will allow EIFDs to
support longer -term infrastructure commitments, similar to former RDAs.

The state will also make EIFDs a more attractive economic tool by pairing them with the

federal Op portunity Zones program. To make Opportunity Zones more effective, the

state will conform to federal law allowing for deferred and reduced taxes on capital

gains in Opportunity Zones for investments in green technology or in affordable housing,

and for exc lusion of gains on such investments in Opportunity Zones held for 10 years or

mor e. Addi tionall vy, the Governoros Office of Busi
help foster relationships between local EIFDs and investors to facilitate investments for

disadvantaged communities or other targeted areas. The state will explore layering

additional programs on Opportunity Zones and EIFDs to increase the production of

affordable and moderate  -income housing.
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TOTALHOUSING AND HOMELESSNES$NVESTMENT

Housing is a statewide issue and a lack of affordable housing directly contributes to the
increased homelessness seen across the state. To address these crises, the
Administration propos es to make significant investments through a multi -pronged
approach that includes incentives to increase housing production and additional
resources to provide access to shelter and services to individuals and families with
immediate needs. In total, the B udget includes $7.7 billion across multiple departments
and programs to address housing and homelessness throughout the state (see Figure
HLG-02).
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96

2019-20 Affordable Housing and Homelessness Funding

Figure HLG-02

(Dollars in Millions)

Department Program Amount
Housing Planning and Production Grants $750
Veterans and Affordable Housing Bond Act Programs (SB 3) $526
No Place Like Home Program $400
Department of Housing and Community Building Homes and Jobs Fund Programs (SB 2) $277
Development Federal Funds $228
Housing for Veterans Funds $75
Office of Migrant Services $6
Various $15
Single Family First Mortgage Lending $2,000
Mixed-Income Loan Program $500
o . ) Multifamily Conduit Lending $300
California Housing Finance Agency** . -
Multifamily Lending $120
Single Family Down Payment Assistance $113
Special Needs Housing Program $20 21
omeless Coorcinaling and Hnancing Planning and Progress Grants to Address Homelessness $500
Council
Strategic Growth Council** Affordable Housing and Sustainable Communities $395
Low Income Housing Tax Credits (State) $600
Tax Credit Allocation Committee Low Income Housing Tax Credits (Federal) $299 4
Farmworker Housing Assistance Tax Credits $1
Department of Veterans Affairs CalVet Farm and Home Loan Program $220
CalWORKS Housing Support Program $95
Housing and Disability Advocacy Program $25
Department ot Social Services
CalWORKS Homeless Assistance Program $16
CalWORKS Family Stabilization, Housing Component $4 5
Whole Person Care Pilots - Housing Investment $100
Project for Assistance in the Transition from Homelessness $9
DT ol (R CEe SEEss Whole Person Care Pilots Program, Health Homes Program, Mental Health Services
Act Community Services and Supports, California Community Transitions Program NA ©
Domestic Violence Shelters and Services $54
Domestic Violence Housing First Program $19
Office of Emergency Services Tirans.iti_onal Housing mm_ 19
Specialized EmergencyHousing $10
Homeless Youth and Exploitation Program $1
Youth Emergency Telephone Network $1
California State University Basic Needs Funding - Student Hunger and Homelessness Programs $15
University of California Basic Needs Funding - Student Hunger and Homelessness Programs $15 "
HIV Care Program $6
Department of Public Health Housing Opportunities for Persons with AIDS (HOPWA) $4
Housing Plus Program $1
Integrated Services for Mentally-Ill Parolees $4
California Department of Corrections Specialized Treatment of Optimized Programming, Parolee Service Center, Day
and Rehabilitation Reporting Center, Female Offender Treatment and Employment Program, Proposition N/A 6
= 47 Grant Program
Total $7,74:;

L Amounts are based on lending activities from 2018-19 trends.
21 This amount represents a voluntary allocation of Proposition 63 funds from 16 participating counties.

31 The Affordable Housing and Sustainable Communities program amount reflects 20 percent of projected Cap and Trade revenues. The

Transformative Climate Communities program ($40 million for 2019-20) funds various activities, including housing as an eligible capital component;
however, the investment in housing will not be determined until awards are made.
1 This amount represents the 9 percent tax credits allocated in 2019 and an estimated figure for 4 percent credits to be awarded in 2019 based on

2016-2018 averages. This figure does not include the approximately $4 billion of tax-exempt bond debt allocation that is available for award from the

California Debt Limit Allocation Committee.
1 This amount represents an estimate of the portion of the program associated with housing and homelessness activities.

' The state provides a number of wrap-around supportive services through these programs, including housing support and application assistance,
which cannot be separated from the Department of Health Care Services' and Department of Corrections and Rehabilitation's general budgets.
"L This program supports basic needs partnerships for low-income students facing housing or food insecurity.
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EMERGENCY PREPAREDNES®ND
RESPONSE

EMERGENCYPREPAREDNESS ANIRESPONSE

Climate change continues to lengthen the fire season in California. Four consecutive

years of catastrophic wildfires have surpassed all previous records. The 2018 calendar

year brought the largest, deadliest, and most damaging fires in the state's history. By the
end of 2018, wildfires in California killed over 100 people, destroyed more than 22,700
structures, and burned over 1.8 million acres i more than double the most recent

10-year average of acres burned. Emergencies of this magnitude are becoming a

more regular occurrence and the impacts of these disasters are devastating to people
and communities. The Budget proposes to bolster the preparedness of individuals and
communities, makes additional investments in prevention and critical emergency

response systems, and builds up the state's firefighting capabilities.

UNPRECEDENTEDISASTERS

On November 8, 2018, a state of emergency was declared for Butte County due to the
effects of the Camp Fire i the deadliest and most destructive wildfire in California
history. The Camp Fire destroyed more than 18,000 structures and 90 percent of the
Town of Paradise, which was home to almost 27,000 residents.
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While the Camp Fire was decimating portions of Northern California, two other fires f
the Hill Fire and the Woolsey Fire i were raging in Los Angeles and Ventura counties in
Southern California. On November 9, 2018, a state of emergency was declared for Los
Angeles and Ventura counties due to the effects of these fires that burned more than
100,000 acres, damaging and destroying hundreds of homes and other structures.

On November 12, 2018, California secured a Presidential Major Disaster Declaration to
bolster the ongoing emergency response and help residents recover from these
devastating fires. The declaration helps people in the impacted counties by providing
eligibility for programs and support, including housing assistance, food aid,
unemployment assistanc e, counseling, and medical and legal services.

To aid in the recovery efforts, executive orders were issued to waive the one -week
waiting period for unemployment insurance benefits for impacted individuals; suspend
the fees associated with the replacement of specified documents and records;

suspend spe cified procurement rules to allow state agencies to enter into contracts for
goods, materials, and services necessary to quickly assist with response and recovery
efforts; and strengthen coordination between state agencies on environmental

restoration in f ire impacted areas.

DISASTEHRESPONSE

Until December 31, 2018, the California Disaster Assistance Act authorized the Director

of Finance to immediately access funds from the Special Fund for Economic

Uncertainties for critical response and recovery effor ts. To address immediate response
and recovery efforts for communities affected by the November 2018 wildfires, the

Director of Finance accessed approximately $2.9 billion before this authority expired.

This funding will ensure no delays in the removal of  hazardous waste and debris that
threatens public health and the environment if not immediately addressed. The majority
of these costs will be reimbursed by the Federal Emergency Management Agency
(FEMA). FEMA generally cover sgiblébostpferrespensdaando f
recovery. However, given the scope of the disasters, the Administration will continue to

seek a 100 -percent cost share from FEMA. A similar request for the 2017 disasters

resulted in a 90 -percent cost share by FEMA. The Budget  assumes that the state will be
responsible for 25 percent of eligible costs, resulting in increased General Fund

expenditures of $923.1 million.
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The Budget also includes statutory amendments to the California Disaster Assistance

Act to permanently authorize the Director's transfer authority that expired on December
31, 2018. The ability of the Director of Finance to immediately access funds is critical to

the state's ability to assist communities when a disaster strikes. The Administrati onis
seeking immediate legislative action on this statutory amendment.

SUPPORTINGLOCAL RECOVERYEFFORTS
To further support local recovery efforts, the Budget includes:
PROPERTYIAX BACKFILL

The Budget includes $31.3 million General Fund to backfill wildfire -related property tax
revenue losses for cities, counties, and special districts. This includes funding for the
following:

A $11.5 million to backfill entities in Butte, Lake, Los Angeles, Orange, Riverside, Shasta
and Siskiyoucounties for lossesestimated to be incurred in 2019-20 as a result of the
2018 wildfires.

A $16.1 million to backfill entities in Butte County for lossesestimated to be incurred in
2020-21 and 2021 -22 due to the 2018 Camp  Fire.

A $3.6 million to backfill entities in Lake County for lossesestimated to be incurred in
2019-20, 2020-21, and 2021-22 resulting from the wildfires in 2015, 2016, and 2017.

The Budget includes an additional backfill amount for Butte and Lake counties given
the magnitude of the fire damage in these counties will require additional time to
reconstruct the impacted properties and restore them to the property tax rolls.

The wildfire -related property tax revenue losses incurred by K -14 schools are generally
backfilled under the Proposition 98 school funding mechanism. The Budget estimates

K-14 schools will incur $19 million in 2019 -20 property tax revenue losses because of  the
November 2018 wildfires.

WAIVE LOCAL SHARE OFDEBRISREMOVAL COSTS

The Budget assumes the state will waive the local share of debris removal costs for the
November 2018 wildfires. Generally, local entities are responsible for 25 percent of the
non -federal share of debris removal costs. At the time of finalizing this publi cation, it was
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not yet known what percentage of the overall costs the federal government would

cover; however, the Budget assumes the state wil/|
share. Total debris removal costs for the Camp, Woolsey, and Hill fires are currently

estimated at $2.5 billion across the Office of Emergency Services, the Department of

Resources Recycling and Recovery, and the Department of Toxic Substances Control.

Under normal circumstances, this would result in costs of $155.2 million to counties that

the state has waived.

OFFICE OFEMERGENCY SERVICES

The Office of Emergency Services (OES) coordinates the state's emergency readiness
through local, regional, and statewide training exercises and programs. California's
mutual ai d system is designed to provide sufficient resources to local jurisdictions when
their own resources become inadequate or overwhelmed during an emergency event.
During emergencies, OES coordinates all local, inter -regional, and state agency
activities. Aft er the event, OES functions as the state's liaison with FEMA to provide
recovery assistance to local governments and individuals impacted by the event.

The Budget proposes an additional $172.3 million
response and prepared ness capabilities through the following OES proposals.

A State Emergency Telephone Number Account (SETNA)and 9 -1-1 Advancements @i A
one -time investment of $60 million General Fund A $10 million in 2018 -19 and $50
million in 2019 -20A that will be deposited in SE TNA to continue implementing
improvements to the state's 9 -1-1 system. Specifically, these resources will enable
OES to begin upgrading the California Public Safety Microwave Network from an
analog system to a digital system in the current year to enhance emergency
response communications. The Network provides connectivity for public safety radio
systems that link responders and dispatchers, provides redundancy and resiliency,
and enhances disaster recovery. This initial General Fund investment partially
reduces reliance on the SETNAfee during the build -out of 9-1-1 enhancements but is
contingent upon legislation to modernize the fee structure. The Budget assumes that
the new fee structure will be implemented on January 1, 2020, generating

approximately $170 million annually during the build -out, but will be adjusted
annually based on actual costs. Creating a more stable funding structure will allow
OES to fully implement a statewide Next Generation 9 -1-1 system that provides

various benefits compared to the legacy system, including faster call delivery,
increased routing accuracy and functionality, call overflow and backup
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functionality, updated geographic information capability and wireless location
data, and incoming text capability. Combined, these proposals will improve public
safety and significantly advance California's emergency response capabilities.

A Broadband Commun ication and 9 -1-1 Integration fi $1 million SETNA to support the
implementation and ongoing workload associated with emergency
communications coordination and First Responder Network Authority broadband
network services. These resources will ensure that the state has an established 9-1-1
and emergency management system, while further enhancing and assisting the
transition towards the Next Generation 9  -1-1 system.

A california Earthquake Early Warning fi $16.3 million General Fund one -time is
set-aside to finish the build -out of the California Earthquake Early Warning System.

A Mutual Aid System fi $25 million General Fund ongoing for prepositioning of existing
OES and local government resources that are part of the statewide mutual aid
system with the goal of enhancing d  isaster response readiness. Prepositioning
occurs in areas of identified potential fire threat, which is determined through
various means such as weather modeling, high wind zones, low humidity, and dense
fire load. The prepositioned resources include, but are not limited to, fire engines,
trucks, personnel, and strike teams.

A Public Education f $50 million General Fund one -time in 2018 -19 to immediately
begin a comprehensive, statewide education campaig n on disaster preparedness
and safety. Thiseffort will focus on community engagement and public education in
high -risk areas with an emphasis on public health and safety and will make local
grants available to address local and regional needs.

A California Disaster Assistance Act (CDAA) fi $20 million General Fund one -time to
increase the amount of funding available through CDAA, which is used to repair,
restore, or replace public real property damaged or destroyed by a disaster, and to
reimburse local governme  nt costs associated with certain emergency activities
undertaken in response to a state of emergency. This augmentation increases total
CDAA funding to $82.6 millionin  2019-20.

DEPARTMENT OFORESTRY ANOHREPROTECTION

The Department of Forestry and Fire Protection (CAL FIRE) provides resource
management and wildland fire protection services covering over 31 million acres.

It operates 234 fire stations and also staffs local fire departments when funded by local
governmen ts. CAL FIRE contracts with county agencies in six counties to provide
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wildland fire protection services. The Budget includes $2.6 billion ($1.6 billion General
Fund) and 7,645.6 positions for CAL FIRE.

Conditions i n t hearechagingrépgly,arnd b grdwag ndiraber of
people and residential structures are located in the wildland urban interface. Despite
additional precipitation over the past several years, vegetation remains critically dry.
Weather events are more extreme, w  inds blow with more intensity for longer durations,
and humidity levels are lower for longer periods of time. Conditions historically observed

in Southern California vegetation are moving north in latitude and higher in elevation.

The Central and Southern Sierra continue to be affected by tree mortality, which has
resulted in over 140 million dead trees and created more volatile and flammable
vegetation.

The Budget proposes an additional $415.1 million to improve the health of the state's
forestlands and e nhance CAL FIRE's fire protection capabilities. Specific elements
include:

A Increasing Fire Prevention fi $213.6 million from various funds to (1) complete more
fuel reduction projects through the operation of prescribed fire crews and grants for
forest healt h projects, (2) implement the recently enacted wildfire prevention and
recovery legislative package, which streamlines regulatory barriers for fuel reduction
projects, and (3) dispose of illegal and dangerous fireworks. Consistent with the
requirements of Chapter 626, Statutes of 2018 (SB 901), the Budget includes $200
million Greenhouse Gas Reduction Fund for forest thinning and forest health projects
to reduce dead, dying, and overgrown vegetation. Over the next five years,
$1 billion will be invested in  these types of fire prevention and forest management
activities. The Administration will be reviewing additional potential actions to remove
barriers and expedite these critical projects. For additional information on the
wildfire prevention and recovery legislative package, see the California
Conservation Corps and Other Significant Emergency Preparedness and Response
Proposals sections of this chapter.

A Enhancing Aviation Resources fi $120.8 million General Fund to add aircraft with
increased tactical capabilities to CAL F | R&vidton fleet to meet the challenges
associated with more severe wildfire activity. Specifically, the Budget includes
$11.4 million General Fund for the first year of operating the large air tankers that will
be transferred from the U.S. Air Force. Federal legislation authorized the transfer of
seven C A 30 air tankers to CAL FIRE, and the Budget assumes that one to two planes
will be transferred each year beginning in 2019 AR0. The Budget also includes
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$109.4 million General Fund to continue the replacement of CAL FIRE's Vietnam
WarZera helicopters with new state  Af/Ahe art helicopters.

A Expanding Frefighting Surge Capacity @i $64.4 million General Fund to enhance
CAL FIRE's fire protection capabilities, including resources to (1) add 13 new
year -round fire engines that will be located in areas of the state with the highest fire
risk, (2) expand heavy fire equipment operator ¢
bulldozer operations during emergency wildfire events, (3) accelerate the
replacement of fire engines and other mobile equipment to address increased
wear and tear on CAL FI RE®O6s vehicles resulting f
(4) operate five additional CAL FIRE/California Conservation Corps fire crews.
For additional information on the fi  re crews, see the California Conservation Corps
section of this chapter.

A Supporting Emergency Responders i $6.6 million from various funds to expand CAL
FI REds health and well ness program and to provi
services, as well as peer sup port, to firefighters. Catastrophic wildfires are creating
an environment where first responders are working longer hours and days to
mitigate these incidents, while also focusing on evacuations inthe early hours of fires
to get individuals safelyoutof har mds way. Personnel are CAL FI R
asset, and maintaining their long  -term health and well -being allows them to be
ready for the next emergency.

A Improving Use of Technology fi $9.7 million General Fund for (1) dedicated staff to
review data gathered via remote sensing technology, situational awareness
soft ware and satellite imagery, which wil!/ Supp
in developing more  effective initial and extended attack fire suppression strategies
during wildfire events, and (2)100 additional fire detection cameras that will be
linked into the existing command centers to provide additional data on conditions.

As noted in this section , the Budget makes significant investments in forest health and
fuel reduction as well as CAL FIRE's wildfire response capabilities. However, preventing
wildfires and mitigating their impacts is a shared responsibility. Property owners can play
a key role by removing or replacing fire prone exterior elements of existing structures
and by making other fire prevention improvements to their properties. To that end, the
Administration is exploring opportunities to make these improvements easier and
less-costly for property owners in fire -prone areas.
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CALIFORNIACONSERVATIONCORPS

The California Conservation Corps (Corps) provides young women and men the

opportunity to gain critical work experience through the completion of natural resource

and energy conservationpro j ects. The Corps is also an integra
emergency response network and corpsmember crews routinely respond to and

provide critical assistance during fires, floods, and other disasters. Additionally, after

emergency events occur, corpsmembe rs continue to provide relief through emergency

revegetation, erosion control, and environmental restoration activities. The Corps

currently serves approximately 1,600 corpsmembers across its 14 regions.

The Budget includes $133.6 million ($64.1 million G  eneral Fund) and 340.2 positions for
the Corps. A portion of this funding is dedicated to providing enhanced services and
training opportunities for current corpsmembers with a focus on reducing the threat of
wildfires in high 4Aisk areas of the state.

Significant Adjustments:

A Expanding Firefighting Surge Capacity: CAL FIRE/Corps Fire Crews  fi $3.1 million
General Fund for the Corps to operate five additional fire crews at Los Padres,
Camarillo, and Butte Fire Centers. These fire crews, staffed by corpsmembers, are
cost -effective h and crews capable of reaching remote and rugged terrain not
accessible by other fire suppression resources. When not actively engaged in
firefighting operations, these crews will complete hazardous fuel reduction and fire
prevention projects.

A Wildfire Prev ention and Recovery Legislative Package: Forestry Corps A $4.5 million
General Fund to develop and implement the Forestry Corps Program, consistent
with Chapter 635, Statutes of 2018 (AB 2126). This funding will support four Forestry
Corps crews that will undertake forest health and hazardous fuel reduction projects
in areas of high fire risk, which will increase public safety for fire Ahreatened
communities, improve forest health conditions, and achieve associated climate
goals. This Program will also provide specialized training and assistance to
corpsmembers to create educational and career pathways to forestry and other
related field s.
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OTHERSGNIFICANT EMERGENCYPREPAREDNESS ANBESPONSE
PROPOSALS

The Budget includes additional funding for various proposals that support first
responders and the statewide = mutual aid system.

A Public Safety Radios fi California currently uses antiquated conventional radio
systems. They operate on different radio frequencies and dissimilar infrastructure,
and do not interoperate with radio systems. This makes it difficult for a first responder
on one system to communicate with a first responder on another system. As a result,
when a responder on one system needs to coordinate with another, they typically
must relay messages through a dispatcher, a slow and inefficient process. Therefore,
the Budget includes the following proposals related to updating and improving
public safety radio communication:

U $59.5 million General Fund, over five years, for OESto develop and implement the
California Interoperable Public Safety Radio System, which allows various
agencies the ability to communicate with each other seamlessly, improve radio
coverage to clients whose radio systems are geographically limited, and
leverage and link to existin g state and regional digital trunked radio systems.

U $2.9 million General Fund for the Department of Justice to replace aging radios
with new interoperable equipment that will improve communication between
agencies in emergency  situations.

U $1.6 million General Fund for the Department of Fish and Wildlife to replace
outdated vehicle -mounted and handheld radios, which are beyond their useful
life. Radio replacement will increase wildlife officer safety and effectiveness and
promote inter -system compatibility with the Federal First Responders Network
Authority emergency services response program, which California opted into in
2017.

U $62.4 million ($44.4 million General Fund and $18 million special fund) for the
California Highway Patrol (CHP) to replace 3,600 radio communication systemsin
CHP vehicles, $15 million General Fund to replace aging laptops and hand -held
citation devices with multi  -function tablets, and $9.5 million General Fund to
replace aging information technology infrastructure a nd provide increased
storage capacity, connectivity, and security.

A Implementation of the Wildfire Prevention and Recovery Legislative Package f
$20.5 million for various departments to implement the recently enacted
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wildfire preventionandre covery | egislative package and buil
to climate change Alriven wildfire activity. Specifically, the Budget proposes the
following additional resources:

U $9.2 million from various funds to enable the Public Utilittes Commission, includi ng
the Public Advocates Office, to address workload associated with wildfire cost
recovery proceedings, reviewing and approving enhanced wildfire mitigation
plans, and oversight of investor Zwned utility compliance with legislative
requirements to reduce t  he risk of utility AZaused wildfires.

U $3.4 million Greenhouse Gas Reduction Fund to enhance the Air Resources
B o a r air@uality and smoke monitoring, forecasting, reporting and modeling
activities and support local air district public education efforts to align with the
anticipated increase in prescribed burns and other fuels reduction activities.

U $7.9 million from various funds to support the State Water Resources Control
Board and Department of Fish and Wildlifeds ef
exemptions, and inspect, permit, and enforce projects that improve forest health
and vegetation management activities to mitigate negative impacts on water
quality, wildlife, and the  environment.
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DEPARTMENT OE ORRECTIONS ANDREHABILITATION

The California Department of Corrections and Rehabilitation (CDCR) incarcerates the
most violent felons, supervises those released to parole, and provides rehabilitation
programs to help them reintegrate into the community. The Department provides safe
and secure detention facilities and necessary support services to inmates, including

food, clothing, academic and vocational training, as well as health care services.

The Budget proposes total funding of $12.6 bill  ion ($12.3 billion General Fund and
$303 million other funds) for the Department in 2019  -20.

The 2018 Budget Act projected an overall adult inmate average daily population of

126,890 in 2018-19. The average daily adult inmate population is now projected to be
128,334, an increase of 1.1 percent over spring projections. However, current

projections show the adult inmate population is trending downward and is expected to
decrease by approximately 1,360 offenders between 2018 -19 and 2019 -20. Proposition
57, the Public Safety and Rehabilitation Act of 2016, established a durable solution to

end federal court oversight and create more incentives for inmates to participate in
rehabilitative programs. Proposition 57 is currently estimated to reduce the average

daily adult inmate population by approximately 6,300 in 2019 -20, growing to an inmate
reduction o fapproximately 10,500 in 2021 -22. The estimated impact of Proposition 57
has been incorporated into the aforementioned total population projections.

The Budget assumes all inmates will be returned from out  -of -state facilities by the end of
the current yea r. However, due to the higher -than -expected population in 2018  -19, all
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inmates are now expected to return in June 2019 instead of January 2019 as projected
in the 2018 Budget Act.

The 2018 Budget Act p rojected an overall parolee average daily population of 48,535
in 2018-19. The average daily parolee population is now projected to be 48,701, an
increase of less than one percent over spring projections. Current projections show the
parole populationist rending upward and is expected to increase by 1,244 parolees
between 2018 -19 and 2019 -20.

The 2018 Budget Act projected an overall average daily juvenile ward population of

646 in 2018-19. The average daily ward population is now projected to be 662, an
increase of 2.5 percent over spring projections. Current projections show the ward
population is trending upward and is expected to increase by 97 wards between

2018-19 and 2019 -20, for a total of 759 wards. The increase in 2019 -20 is driven by the
activati on of the Young Adult Program, and raising the age of jurisdiction to 25, as
authorized in the 2018 Budget Act. These changes provide additional opportunities for
young offenders to be housed in smaller, rehabilitation -focused juvenile facilities with
othe r young offenders, in lieu of incarceration in adult prison.

Focus ON INMATE REHABILITATION ANDREENTRY

A critical component of a well functioning correctional system is providing offenders
greater opportunity for rehabilitation, thereby improving offender outcomes and
increasing public safety. The Budget includes $475.3 million General Fund specifically for
the Division of Rehabilitative Programs, compared to approximately $300 million in
2012-13. The Division prepares offenders for release by offering various programs and

services that promote positive in  -prison behavior and support their rehabilitative eff orts
to provide a better opportunity for them to reintegrate into society. Although offenders
are prioritized if they are within four years of release and have a moderate -to -high risk

to reoffend and a moderate  -to-high criminogenic need for services, the e xpansion of
rehabilitative programs and reentry services to all prisons has allowed more inmates to
participate in programs to help them prepare for community reintegration.

The changes made under the authority provided by Proposition 57 encourage

addition al participation in programs and services, making for a safer prison environment
and better success for inmates upon release. To further build upon prior investments, the
Budget includes the following proposals.
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IMPROVING INMATELTERACY

Literacy instruction is the primary focus of CDCRS
serving over 26,000 literacy students daily in 35 accredited adult schools. Currently, 53
percent of Californiabds adult inmates resants above

a five -percent increase over the last three years. To build upon this progress, the Budget
includes $5.5 million General Fund for a package of programs specifically aimed at
improving literacy rates among the offender population consisting of the fol lowing
major components:

A Diagnostic remedial reading program fi Reading Horizons is an evidence -based
reading program focused on beginning reading literacy skills and English as a
Second Language. Thisprogram presents both a teacher and computer -based
learn ing platform able to assessand diagnose individual student literacy needs.
Once assessed, each student receives an individualized learning plan.

A Computer -based learning fi Aztec is a computer -based instructional program
providing diagnostic and personalized learning experiences, with a focus on core
academic subject areas preparing students for a high school equivalency
examination. CDCR currently usesa desktop version of Aztec but will migrate to the
cloud -based platform allowing for timely software updates and additional
instructional features not available with the desktop version.

A English as a Second Language i CDCR currently offers literacy programs to those
who speak a language other than English. This component will provide for specific
training to literacy teachers in second language acquisition theory, with a strong
focus on acad emic language. The program will begin with a pilot at three
institutions to develop a model whereby CDCR-trained instructors will ultimately train
other teachers statewide.

A Teacher mentor program i CDCR will deploy sixteachers with extensive experience
to p rovide coaching and mentorship for new teachers and teachers needing
additional support in literacy instruction. The experienced teachers will work closely
with each school principal from their respective region to determine specific
teacher training needs .

A Literacy Coaches fi Literacy Coaches will be established at each prison to teach,
monitor, and supervise qualified inmate -tutors allowing for the expansion of literacy
learning opportunities in classrooms, libraries, and day rooms when appropriate.
The coaches will also provide a Milestone Completion Credit training curriculum and
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internship for aspiring inmate -tutors. Inmate -students assigned to, or recruited by, the

inmate -tutors will also earn existing Milestone Completion Credits as they meet
educational attainment benchmarks. They are further eligible to earn Educational
Merit Credits upon academic achievement of a high school equivalency.

A Literacy Mentor Program fi Linked to the aforementioned Literacy Coaches, CDCR
will formalize a nd expand its existing Literacy Mentor Program from two existing
prisons to all 35 prisons. The Literacy Mentor Program uses Literacy Coaches to train
inmates as literacy tutors for their fellow inmates. These inmate -tutors are then
supervised by Literacy Coaches thereby expanding the influence of a single

Literacy Coach. While one Literacy Coach can teach up to 120 students, under the

Literacy Mentor Program, a single coach can monitor 20 inmate -tutors, who each

work with 20 inmate -students, thusexpanding t he Literacy Coachesd
Li

capacity to 400. Upon completion of the
inmate -tutors will also earn hourly wages while tutoring their inmate -students, with
pay |l evels varying basededacationr. he mentor 6s

TATTOOREMOVAL PROGRAM

Tattoos often present an obstacle to formerly incarcerated individuals seeking to
reintegrate into society. The Prison Industry Authority and the Division of Juvenile Justice
both operate tattoo removal programs, but these programs are limited in scope and
additional resources are needed to expand the availability of this service. The Budget
includes $2.5 million General Fund for an expanded tattoo removal program for the

adult offender population. Based on the existing Prison Industry Authority program

mod el, this funding could allow the Department to remove tattoos from approximately
4,400 additional offenders per year.

SUPPORT FORAGING INFRASTRUCTURE

A prison system that is safe for inmates and staff requires investments in infrastructure to
provide the necessary space and tools to operate effectively. Although the state has
made significant investments in rehabilitation and health care, some of the

Depart ment 8s core infrastructure has deteri

Accordingly, the Budget includes substantial infrastructure investments.
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PRISONMAINTENANCE

The Department isresponsible for maintaining 34 prisons with over 41 million square feet
of space. These facilities require regular maintenance and repairs. The current model

for funding such maintenance activities incorporates annual adjustments based on

changes in the number of inmates. As such, funding for maintenance has decreased
significantly in recent years as the inmate population has declined. However,

maintenance costs are generally fixed. The Department has deferred critical

maintenance projects, which have resulted in critical infrastructure systems

deteriorati ng to the point of failure. The Department now has over $1 billion in deferred
maintenance projects.

The Budget includes $18.5 million General Fund in 2019  -20, growing to $55.6 million

beginning in 2021 -22 to establish a new funding methodology and baseli ne budget for

annual prison maintenance and repair costs. This new methodology establishes a

funding rate of $2.20 per usable square foot of building space, and incrementally raises

the level of funding up to the new baseline by 2021-22. Thisfunding will be provided ina

new dedicated budget item, ensuring that the funds are consistently prioritized for

maintenance and repairs. In addition, the Budget includes $25 million in one -time

General Fundin2019 -20 t o address the Depart meaedt 6s hi ghest
maintenance projects.

ROOF REPLACEMENT

In recent years, California experienced record levels of rainfall, and severe storms

caused significant damage to prison roofs. Failing prison roofs have resulted in damage
to electrical systems and housing units ; interruptions in rehabilitation programs,
education programs and mental health treatment; and the development of mold.

In continuation of the roof replacement funding provided in the 2017 and 2018 Budget
Acts, the Budget includes a total of $71.7 million General Fund over two years for roof
replacement projects, including design funding at High Desert State Prison and

California State Prison, Solano. This is part of a broad, multi  -year plan to replace aging
and deteriorating roofs across the state prison system. To date, eight institutions have
received one -time funding for roof replacement and repair projects. With funding for
these 2 prisons, 18 remaining institutions are scheduled for future roof replacement and
repair projects over the next 7 years.
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HREALARM SYSTEMS

The Budget includes a total of $59 million General Fund over two years to replace fire
alarm systems and repair fire suppression systems at Mule Creek State Prison, R.J.
Donovan Correctional Facility, and California State Prison, Sacramento. The State Fire
Marshal identified several deficiencies during fire and life safety inspections at these
institutions between 2014 and 2017. These funds will replace aging and outdated fire
alarm systems and bring the existing fire suppression systems into code complianc e.

ACCESSIBILITYMPROVEMENTS

In response to a federal class action lawsuit (known as Armstrong ) the Department
commissioned a survey in 2011 to identify infrastructure improvements needed to make

its prison facilities accessible to inmates with disabiliti  es. The 2014 and 2015 Budget Acts
included a total of $42.6 million to make improvements recommended by the survey.

While the Department has made substantial improvements that have improved access
considerably for inmates with disabilities, further improve ments are necessary. As such,
the Budget includes a total of $8.4 million General Fund over two years to fund

accessibility improvements for inmates with disabilities at the California Institution for

Women and Mule Creek State Prison.

H.EETASSETREPLACEMENT

CDCR currently maintains a fleet consisting of over 7,000 vehicles such as fire trucks,
buses, and other vehicles. However, the Department does not have a dedicated
baseline budget for replacement and repair of vehicles and has redirected existing
fund ing in the last several fiscal years from other areas to partially support fleet assets.

The Budget includes $24 million General Fund to establish a seven -year replacement
schedule for fleet assets that serve mission -critical functions and meet the Departm ent
of General Serviceds replacement threshold criter

JUVENILEJUSTICE

REORGANIZATION OF THEDIVISION OF JUVENILEJUSTICE TAHEALTH ANDHUMAN
SERVICESAGENCY

The Division of Juvenile Justice is projected to have a population of 759 young offenders

in 2019-20 and focuses on providing rehabilitative programming designed for young

of fenders. Given the Divisionds focus onedtanpr ovi n
move youth correctional facilities from the CDCR to a new department under
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the Health and Human Services Agency. This change will enable the state to better
provide youth offenders with services needed to be successful when they are r eleased.

CALIFORNIAVOLUNTEERSARTNERSHIP

The Division of Juvenile Justice has been working with California Volunteers to develop
an AmeriCorps program to assist youth with reentry and earning an Honorable

Discharge from the Board of Juvenile Hearings. The Budget includes $2 million to

provide mat ching funds for a California Volunteers/AmeriCorps federal grant which will
support 40 half -time AmeriCorps members in organizations assisting youth released from
the Division of Juvenile Justice.

INMATE MEDICAL CARE AND MENTALHEALTHSERVICES

TheBudget conti nues the stateds significant financi al
Departmentds delivery of health care services to
$3.3 billion General Fund to health care services programs, which provide access to

mental health, medical  and dental care that is consistent with the standards and scope

of services appropriate within a custodial environment.
FEDERALRECEIVERSHI® VERSEEING’RISONMEDICAL CARE

In 2005, a federal court established a receivership to oversee prison medical care.

To date, the Receiver has transitioned oversight of 19 institutions back to the state.

The Budget includes $2.3 billion General Fund for prison medical care. This includes an
augmentation of $6 million General Fund to provide increased staffing, facilities, and
information technology equipment for expanding utilization of telehealth, which uses

audio -visual technology and other electronic means to connect patients with clini cians
via the internet. This expansion will improve access to care and reduce costly

transportation of inmates to health care providers outside prison walls. In addition, the
Budget includes $1.8 million General Fund on a limited -term basis to expand the
Educational Partnerships Program. The program places students and recent graduates

in medical professions in temporary residency and internship positions within state

prisons to develop critical on  -the -job skills and to address provider recruitment and

rete ntion issues. These resources are intended to support the eventual full transition of
medical care back to the state.

G OVERNOR'SBUDGETSUMMARY i 2019-20 11



PUBLICSAFET

LOCAL PUBLICSAFETY

The Budget addresses the following local public safety issues.

COMMISSION ON PEACE OFFICERSTANDARDS AND TRAINING

In 2014-15, funding for the Commission on Peace Officer Standards and Training (POST)
began decreasing significantly, driven by a decline in criminal fine and fee revenues
which were the primary funding source for POST. In response, POST has been forced to
significantly scale back its support for local law enforcement training. For example, it

has reduced or eliminated reimbursement payments fo r local law enforcement
agencies to attend training courses. In addition, POST has also postponed updating
curriculum that it believes need revision to reflect current best practices.

The Budget includes $14.9 million General Fund to restore POST to its h  istorical budget
level prior to the decline in fine and fee revenues. This funding will allow POST to restore
many of the program cuts it was forced to make in recent years. It will also be used to
implement new, and update existing, training curriculum so that courses reflect current
best practices in areas such as verbal communication and listening skills, cultural

awareness and diversity, de -escalation techniques, and engagement with individuals
suffering from mental health or homelessness issues. In add ition, the Budget includes $20
million General Fund to make permanent a one -time augmentation included in the

2018 Budget Act for training on use of force and de -escalation and engaging with
individuals experiencing a mental health crisis.

HUMAN TRAFFICKING PROGRAMS

The Budget includes programs aimed at identifying and serving victims of human
trafficking.

Human Trafficking Victim Assistance Program i The Budget includes $10 million ongoing
General Fund for the Office of Emergency Services to continue fundin g for the Human
Trafficking Victim Assistance Program. The program assists victims of sex and/or labor
trafficking in recovering from the trauma they experience and reintegrating into

society. Grant recipients provide comprehensive safety and supportive se rvices,
including a 24 -hour crisis hotline, emergency shelter, temporary housing, emergency

food and clothing, counseling, transportation, legal assistance, and referrals to existing

local resources. The Office of Emergency Services, through a competitive grant
process, currently funds 21 projects with $10 million one  -time General Fund.
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Human Trafficking Task Forces i The Budget includes $4.2 million General Fund to
establish two regional task forces within the Department of Justice to address the
statewide human trafficking epidemic by focusing on the worst sexual predators who
are involved in human trafficking.

ORGANIZEDRETAILTHEFTTASK FORCES

The Budget includes $5.8 million General Fund on a limited -term basis for the California
Highway Patrol to coordinate with the Department of Justice in the creation of regional

task forces aimed at reducing organized retail theft activities as required by Chapter
803, Statutes of 2018 (AB 1065).

COMMUNITY CORRECTIONSPERFORMANCEINCENTIVEG RANT

The Community Corrections Performance Incentive Grant, Chapter 608, Statutes of

2009 (SB 678), was created to provide incentives for counties to reduce the number of
felony probationers sent to state prison. The Budget includes $116.4 million General Fund
to continue this successful program.

POST RELEASEC OMMUNITY SUPERVISION

The Budget includes $11.8 million General Fund for county probation departments to
supervise the temporary increase in the average daily population of offenders on
Post-Release Community Supervision as a result of the implementation of Proposition 57.

PROPOSITIONA7 SAVINGS

Voters passed Proposition 47 in November 2014, which requires misdemeanor rather
than felony sentencing for certain property and drug crimes and permits inmates
previously sentenced for these reclassified crimes to petition for resentencing.

The Department of Finance currently estimates net General Fund savings of $78.5 million
from Proposition 47 when comparing 2018  -19 to 2013-14, an increase of $13.8 million
over the estimated savings in 2017 -18. These funds will be allocated according to the
formula outlined in the initiative.

CALIFORNIAPENAL CODE REVIEW

The California Penal Code has dramatically increased in size from about 234,000 words

in 1965 to 1.2 million in 2018. There are more than 5,000 separate criminal provisions
specifying criminal behavior, penalties for convictions, additional enhancements, a nd
credit earning once incarcerated. This complex statutory structure requires study and
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recommendations to revise the Penal Code. The Budget includes $576,000 to begin an
effort under the California Law Revision Commission to simplify and rationalize criminal
law and criminal procedures included in the Penal Code.

DEPARTMENT OBUSTICE

The Attorney General, as chief law officer of the state, has the responsibility to see that

the laws of California are uniformly and adequately enforced. This responsibility is

fulfilled through the diverse programs of the Department of Justice. The Department of
Justice provides legal services on behalf of the people of California; serves as legal

counsel to state agencies; provides oversight, enforcement, education, and regulation

of California's firearms laws; provides evaluation and analysis of physical evi dence; and
supports data needs of the California criminal justice community. The Budget includes

total funding of approximately $1 billion, including $330.9 million General Fund, to

support the Department of Justice.

BUREAU OFHREARMS
ARMEDPROHIBITECPERSONSSYSTEM

The focus of the Armed Prohibited Persons System (APPS) program, administered by the
Department of Justice, is to disarm convicted offenders, individuals experiencing

mental iliness, and dangerous individuals. The APPS database, which went in to effect in
December 2006, cross -references firearms owners across the state against criminal

history records, mental health records, and restraining orders to identify individuals who

have been, or will become, prohibited from possessing a firearm subseq uent to the
legal acquisition or registration of a firearm or assault weapon.

Over the past several years, the number of individuals added to the armed and

prohibited persons list was significantly greater than those being removed. Annual

increases in the number of new APPS offenders due to long gun records being added

to the system, increased firearm sales, and newly prohibited offenses has led to a

backlog in the number of cases in APPS. In addition, the fund source for APPS, the

Deal er s& Re cAzaount, aurfrentl laak astructural deficit and cannot sustain
additional expenditures for this program. Therefore, the Budget includes a total of

$16.9 million General Fund for APPSi $11.3 million to shift the existing APPSprogram from
the De a | d&eceré of Sale Account to the General Fund and $5.6 million General Fund

to support increased APPSworkload. Shifting these costs to the General Fund provides a
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more stable fund source for APPS and allows the D
ma intain solvency to continue to support additional Bureau of Firearms workload.
BUREAU OFHREARMSWORKLOAD

The Bureau of Firearms regulates and enforces the manufacture, sale, ownership, safety
training, and transfer of firearms. Inrecent years, there have been several laws enacted
that affect the purchasing and ownership of a firearm in California, which has

i mpacted the workload of the Bureau. The Budget i
of Sale Account to address increasing workload related to fi rearm sales.
LEGAL SERVICES

The Department of Justice administers the Legal Services Revolving Fund, which is used

for investigation and litigation activities by the Department, and for legal representation
of state agencies and employees in any judicial o r administrative adjudicative
proceeding. To recover costs for legal services, client agencies are assessed a
corresponding hourly billing rate which is currently set at $170 per hour for attorney

services, $120 per hour for paralegal services, and $99 per hour for legal analyst
services. These rates have not increased since 2009  -10 despite numerous employee
compensation increases.

Hi storically, the Department of Justicebds billing
fund balance from settlementre  venues, has been sufficient to sustain the ongoing costs

of legal services. However, the fund balance has significantly declined in recent years,

placing the Legal Services Revolving Fund in an operational deficit. The Administration is

committed to workin g with the Attorney General to modify the current billing rate

structure to more accurately reflect current costs and to determine the impact on state

agencies and departments that rely on the Department of Justice for legal services.

The Administration wi Il also work with the Attorney General regarding the oversight and

approval of the use of settlement funds.

OTHERSGNIFICANT INVESTMENTS IN THBEPARTMENT OBUSTICE

The Budget also includes the following significant investments in the Department of
Justice:

A SexOffender Registry, Chapter 541, Statutes of 2017 (SB384)ii $17.2 million General

Fund to continue the stateds commitment to i mpl e
tiered registration of sex offenders.
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A Bureau of Forensic Services fi $15 million General Fund and $10 million Fingerprint
Fees Account to backfill the conti nued decline in fine and fee revenues inthe DNA
Identification Fund. This funding will enable the Department of Justice to continue
processing forensic evidence for client counties. The Budget also includes
$5.8 million General Fund to establish a replace  ment schedule to regularly maintain
and replace forensic laboratory equipment.
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JUDICIAL BRANCH

he Judicial Branch consists of the Supreme Court, courts of appeal, trial courts, and
the Judicial Council. The trial courts are funded with a combination of General
Fund, county maintenance  -of-effort requirements, fines, fees, and other charges. Other
levels of the Judicial Branch receive most of their funding from the General Fund.
The Budget includes total funding of $4.1 billion ($2.1 billion General Fund and
$2.0 billion other funds) in 2019 -20 for the Judicial Branch, of which $2.4 billion is
provided to support trial court operations. The Judicial Council isresponsible for
managing the resources of the Judicial Branch.

Two important historical events led to the current trial court system. First, in 1998,

California voters passed a constitutional ame ndment that provided for voluntary

unification of the superior and municipal courts in each county into a single,

countywide trial court system. By 2001, all 58 counties had voted to unify their municipal

and superior court operations. Second, the Trial Co urt Funding Act of 1997 consolidated

the costs of operating Californiads tri al courts
the premise that state funding of court operations was necessary to provide more

uniform standards and procedures, economies of s cale, structural efficiency, and

access for the public.

INVESTMENTS INNFORMATION TECHNOLOGY

One of the recommendations from the Chief Justice
Californiads Court System is to expand the use of
improve access to justice and to better serve Californians. Three new technologies

G OVERNOR'SBUDGETSUMMARY i 2019-20 11



JUDICIAL BRANCH

recommended by the Commission include: (1) remote appearances for most

noncriminal court proceedings; (2) voice -to-text language interpretation services at
court filing, service counters, and in self  -help cent ers; and (3) intelligent chat
technology to provide self  -help services. The Budget includes $2.3 million General Fund
to advance these projects.

The Budget also includes $41.9 million General Fund for the Judicial Council to improve
access to justice and modernize court operations, as follows:

A TrialCourt Case Management System Replacements fi $23.1 million General Fund to
replace 14 case management systems in 10 trial courts across California. This
funding enables these trial courts to establish a digital court foundation by
implementing a modern and supportable case management system needed to
efficiently deliver services tothe  public.

A Implementation of Phoenix Roadmap fi $7.7 million General Fund to complete the
first step in migrating to an updated Phoenix personnel system, enable additional
payroll deployments for seven trial courts, and shift $3.2 million in existing
Improvement and Mod  ernization Fund costs to the General  Fund.

A Digitizing Court Records i $5.6 million General Fund to establish a pilot program to
digitize paper and film case files at approximately sixtrial courts. Thispilot program
allows the Judicial Branch to develop bes t practices for future statewide
implementation.

A Businessintelligence and Data Analytics i $5.5 million General Fund to establish and
support the foundation of a business intelligence, data analytics, and identity and
access management program to improve court efficiencies and service to the
public.

JUDICIAL BRANCH EMPLOYEECOSTADJUSTMENTS

HEALTH ANDRETIREMENBENEFITS FORRIAL COURTEMPLOYEES

The state began consistently funding the increased health and retirement benefit costs
for the trial courts in 2014 -15 when the trial courts made progress in implementing the
Public Employees' Pension Reform Act of 2013. However, funding ha s only been
provided prospectively and does not address adjustments that impact the courts

mid -year. This has caused challenges for the trial courts as these unbudgeted costs are
typically covered by funding that is provided for general trial court operati ons.
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Beginning in 2019 -20, the Budget includes a mechanism to fund trial court employee
benefit increases in both the current year and budget year. The Budget includes

$25.9 million General Fund in 2019-20 for trial court employee benefit increases that
were implemented in 2018 -19, which brings the total funding provided by the state
since 2014 -15 to approximately $155 million for these increased costs.

COMPENSATION FORSTATE LEVELJUDICIARY STAFF

The Budget includes $9.5 million General F  und to fund a general salary increase for
state -level judiciary employees at the Judicial Council, California Supreme Court, and
Appellate Courts.

OTHERSGNIFICANT JUDICIAL BRANCH INVESTMENTS

The Budget also includes the following General Fund augmentatio ns for the Judicial
Branch:

A TrialCourt TrustFund Revenue Backfillfi The Budget continues funding commitments
made by the state to backfill the Trial Court Trust Fund as a result of declining fine
and penalty revenues. Specifically, the Budget includes a t otal of $52.5 million to
backfill the decline of fines and penalty revenues expected in 2019-20.

A Facilities, Operation and Maintenance f The Budget includes $40 million for deferred
maintenance projects, and $20.2 million to support operations and maintenance of
trial court facilities constructed since 2007.

A Dependency Counsel f The Budget includes $20 million for court -appointed
dependency counsel who represent children and parent clients at every stage of
the dependency proceeding. The additional funding is intended to help reduce
attorney caseloads statewide.

A Cannabis Conviction Resentencing Workload, Chapter 993, Statutes of 2018 (AB
1793)i The Budget includes $13.9 million f or anticipated resentencing workload
associated with AB 1793, which expedites the identification, review, and notification
of individuals who may be eligible for recall or dismissal, dismissal or sealing, or
redesignation of the conviction for specified ca nnabis -related offenses.

A TrialCourt Security Systemsand Equipment fi The Budget includes $6 million to
refresh, maintain, and replace trial court security equipment and systems.
The security equipment and systems must be upgraded or maintained in a way that
mitigates the need for additional security staffing.

G OVERNORSBUDGETSUMMARY i 2019-20 12



JUDICIAL BRANCH

A Litigation Management Program i The Budget includes $5.6 million to shift funding
for the Litigation Manageme nt Program from the Improvement and Modernization
Fund to the General Fund.

PRETRIAIPILOTPROJECTS

In recent years, the Judicial Council has awarded grants to trial courts to implement
programs and practices to improve pretrial outcomes. Notably, the Jud icial Council
allocated funding from the Recidivism Reduction Fund beginning in 2014 to 12 trial

courts for pretrial decision -making projects, including the use of risk assessment tools.
Additionally, many probation departments have used risk assessment to ols to manage
pretrial populations either as a part of these grants or using existing resources. These
programs are worthy of continuation and replication to support the goals of enhancing
public safety, ensuring the rights of defendants and victims, and s upporting the
efficient, consistent and fair administration of justice. The Budget includes $75 million
General Fund to be allocated over a two -year period by the Judicial Council to fund
the implementation, operation, or evaluation of programs or efforts in 8 to 10 courts
related to pretrial decision -making. In selecting its pilot courts, the Judicial Council
should seek a diversity in court size, location, case management systems, and other
appropriate factors.
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ENVIRONMENTALPROTECTION

aliforniads environment al protection progr ams
vitality in an environmentally sustainable manner by reducing greenhouse gas
emissions, enhancing environmental quality, and protecting public health.

CAP AND TRADEEXPENDITUREPLAN

The Cap and Trade Program is an element of California's greenhouse gas emissions
reduction strategy. Cap and Trade is a market -based mechanism that establishes a
statewide limit for major sources of emissions by issuing a limited numb er of allowances
per year. This establishes a price signal necessary to drive long -term investment in
cleaner fuels and more efficient energy use, and provides covered entities the flexibility
to reduce emissions in a cost -effective manner.

Proceeds from the Cap and Trade Program have facilitated approximately $9.3 billion

in investments throughout California that further
proposes a $1 billion Cap and Trade Expenditure Plan to support programs that reduce

or sequester greenhouse gases, including programs that benefit disadvantaged and

low -income communities, and support training and apprenticeships necessary to

transition the stateds workforce to-®).Iow carbon
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Figure EPA-O1

2019-20 Cap and Trade Expenditure Plan
(Dollars in Millions)

Investment
P
Category Department rogram Amount
AB 617 - Community Air Protection $200
Air Toxic and L .
Criteria Air Air Resources Board AB 617 - Local Air District Implementatlon 320
Pollutants (550 million total, including other funds)
Technical Assistance to Community Groups $10
Clean Vehicle Rebate Project $200
Clean Trucks, Buses, & Off-Road Freight Equipment $132
Low Carbon Air R Board
Transportation I IREEUEE |0k Enhanced Fleet Modernization Program, $50
School Buses & Transportation Equity Projects
Agricultural Diesel Engine Replacement & Upgrades $25
Healthy & Resilient Forests $165
Healthy oL FIRE
Forests
Prescribed Fire & Fuel Reduction $35
: Healthy Soils $18
Cmeite E‘yn:art Department of Food & Agriculture
gricutture Methane Reduction $25
Short-Lived
Climate CalRecycle Waste Diversion $25
Pollutants
Strategic Growth Council Transformative Climate Communities $40
Coastal Commission & SF Bay
Integrated  ongervation and Development  Coastal Resilience $3
Climate Action: -0 mission
Mitigation & 5 e
Resilience DZ:;T;;%;MEW'CGS 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  Strategic Growth Council Climate Change Research $10
Research
Total $1,001

Specifically, the Cap and Trade Expenditure Plan:

A Continues Core Programsfi $956 million to continue existing programs that have
historically been the cornerstone of the s t a tclen@ats investments, including

(1) $407 million to provide incentives for the purchase of zero emission vehicles,
trucks, and freight equipment, as well as the replacement of older diesel school
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buses with electric or renewable  -fueled school buses, (2) $230 million to reduce
emissions in communities disproportionately impacted by air pollution, (3) $200
million to support forest improvement, fire prevention, fuel reduction and prescribed
burn proj ects, consistent with the requirements of Chapter 626, Statutes of 2018 (SB
901), and (4) $40 million to support community  -driven projects that provide
environmental, health, and economic benefits to disadvantaged communities.

A Expands Healthy Soils Program f $18 million annually to provide incentives to farmers
for agricultural management practices that sequester carbon, including cover
cropping, reduced till, and compost application.
agricultural production state interms o f crop production and diversity. Soils with
adequate levels of carbon are necessary for crop growth, long -term agricultural
sustainability, and food production. Soils can capture greenhouse gases emitted
from both the agricultural sector and other non -agri cultural sectors, and sequester
that carbon in soil and woody plant material on farms and ranches. Soil health also
provides many other benefits, such as increased water and nutrient holding
capacity, improved drought resiliency, greater microbial diversit y, and increased
soil structure and stability, which reduces sediment erosion into surface waters.

Annual funding of $18 million was identified through a modeling tool in the

development of the Natural and Working Lands Implementation Plan to achieve soil
conservation practices on 500,000 acres by 2030, for a benefit of 5.3 million tons of
carbon sequestration.

A Promotes Job Trainingfi $27 million to increase job training and apprenticeship
opportunities focused in disadvantaged communities to support the stat eds
transition to a low carbon economy. For additional information, see the
Apprenticeships for a Green Economy section of this chapter.

EXIDE LEAD ACID BATTERYFACILITY

Exide, a lead -acid battery recycling company that operated in Vernon, had been
operating under an interim hazardous waste facility permit prior to 2013. The areas
immediately surrounding the Exide facility were found to be contaminated with
dangerously hig h levels of lead, extending up to 1.7 miles from the facility. In May 2015,
the facility was closed.

In 2016, $176.6 million General Fund was appropriated to the Department of Toxic
Substances Control to investigate and clean up properties contaminated wi th lead in
the communities surrounding the facility. This funding level was intended to support soil
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testing for lead contamination at approximately 10,000 properties and the clean -up of
2,500 properties, prioritizing those with the highest  levels and greatest potential for
exposure within the 1.7 -mile radius. To date, approximately 8,500 properties have been
tested and 560 have been cleaned up. The state continues to pursue cost recovery

from Exide to reimburse the state for these costs.

Sgnificant Adjustment:

A Acceleration of Additional Cleanup @i $50 million General Fund on a one -time basis
to accelerate the cleanup of additional properties within a 1.7 -mile radius of the
facility over the next two years. This funding will allow the Department to clean up
approximately 700 additional high  -risk properties in which lead contamination
exce eds the state standard of 80 parts per  million.

SAFE AND AFFORDABLEDRINKING WATER

Since 2010, the state has provided over $3 billion in assistance to address safe and

affordable drinking water needs, such as the repair, replacement, and improvement of

aging infrastructure and new treatment systems for over 600 projects to comply with th e
federal Safe Drinking Water Act.

Despite these efforts, many local water systems in the state, particularly those serving
small disadvantaged communities, consistently fail to provide safe drinking water to

their customers. The most significant remainin g challenge is the lack of a stable funding
source for long -term operation and maintenance of drinking water systems. Existing

loan and grant programs are limited to funding for capital improvements and do not
address ongoing operations and maintenance nee ds. Many small disadvantaged
communities lack the resources to repair the problems with their drinking water systems,
and are forced to find other sources of safe drinking water, which are costly and
burdensome to low -income households.

Significant Adjust ments:

A safe Drinking Water Projects i $168.5 million in Proposition 68 funds for the State
Water Resources Control Board to provide technical assistance, grants, and loans to
public water systems in disadvantaged communities for infrastructure improvements
to meet safe and affordable drinking water standards, including both drinking water
and wastewater treatment projects.
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A Emergency Water Supplies i $10 million General Fund for the State Water Resources
Control Board to address safe drinking wa  ter emergencies in disadvantaged
communities, such as provision of interim alternate water supplies, including bottled
or hauled water, and emergency improvements or repairs to existing water systems,
such as well rehabilitation or replacement, extension o f service, consolidation
projects, or treatment  systems.

A Technical Assistance fi $10 million General Fund for the State Water Resources
Control Board to contract with, or provide grants to, an administrator to provide
administrative, technical, operational, or managerial services to a designated water
system to achieve compliance with current drinking water standards. Technical
assistance could also include the development of a community -based needs
assessment and preparation of grant applications for capital projects.

A Safe and Affordable Drinking Water Fund  fi Establish a new special fund, with a
dedicated funding source from new water, fertilizer, and dairy fees, to enable the
State Water Resources Control Board to assist communities, particularly
disadvantaged communities, in paying for the short  -term and long -term costs of
obtaining access to safe and affordable drinking water. This proposal is consistent
with the policy framework of SB 623, introduced in the 2017 -18 legislative session.
The Budget also includ es $4.9 million General Fund on a one -time basis for the State
Water Resources Control Board and the Department of Food and Agriculture to
take initial steps toward implementation of this new Safe and Affordable Drinking
Water Program, including (1) implem entation of fee collection systems, (2) adoption
of an annual implementation plan, and (3) development of a map of high -risk
aquifers used as drinking water  sources.

APPRENTICESHIPS FORBAREEN ECONOMY

The stateds wor kfor ce mustlimaedlhapgeastnev t he i mpacts o
technologies emerge and new job skills are needed. The Budget includes $27 million

Greenhouse Gas Reduction Fund to increase job training and apprenticeship

opportunities focused on disadvantaged communities. Disadvantaged communities

are being disproportionately impacted by climate change, and investment in these

communities will provide job skills and career pathways to provide economic security to

individuals and families in those areas. Resources will help build and continue existi ng

partnerships comprised of labor, industry, and community partners to develop jobs skills

that focus on climate and technology -related occupations while providing
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foundational skills and experience that translate across industry sectors. This proposal
consists of the following components:

A Pre-Apprenticeship Construction Partnerships i $10 million annually for 5 years to
place approximately 3,000 disadvantaged workers in apprenticeships for a career in
the trades by doubling the training capacity for each of the existing 14 regional

hubs.

A Training Partnershipsii $10 million annually for 5 years to place 2,000 disadvantaged
workers into entry -level jobs and develop skills in climate and technology -relate d
occupations through the expansion of existing partnerships.

A Worker Transition Fund fi $5 million annually for 5 years to provide income
replacement in conjunction with retraining for approximately 1,500 displaced
workers resulting from climate policies or  automation.

A Technical Assistance and Program Administration i $2 million for 11 positions and
contract resources at the California Workforce Development Board to support these
programs.

These proposals are consistent withreasedtobBoar dds r
training and workforce devel opment needs as a res
carbon economy, as required by Chapter 135, Statutes of 2017 (AB 398).
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STATEWIDHSSUES ANDV ARIOUS
DEPARTMENTS

his Chapter describes items in the Budget that are statewide issues or related to
various departments.

OFFICE OFDIGITAL INNOVATION

A primary goal of government is the efficient delivery of government services. To further

this goal, California must chang e the way it approaches service delivery and

technology investments. Millions of Californians interact with government services every
day: residents apply for driversd |icenses,
small business owners apply for li censes or pay business taxes. Too often, outdated tools

and complex systems make these interactions cumbersome and frustrating.

Additionally, manual processes and the lack of digital service delivery often require
individuals to take time off work and go' t 0 a physical office to interact directly with
government staff.

The state must transform from a passive governance model that largely responds to
individual statutory and policy mandates to one that actively establishes measurable
customer service benchma  rks and leading digital service delivery from a programmatic
and statewide perspective.
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The Budget includes initial start -up costs of $36.2 million ($33.7 million General Fund),
$14.6 million ($9.6 million General Fund) ongoing, and 50 positions to establish the Office
of Digital Innovation (Office) within the Government Operations Agency and embark
on this transformation of state government. The Office will have the authority to

develop and enforce requirements for departments to assess their service delivery

models and underlying business processes from an end -user perspective. Establishing
the Office wildl i mprove the accessibility
focusing on business process reengineering and leveraging digital innovation, where
appropriate.

INNOVATION ACADEMY

Sustainable innovation requires a culture of cont inuous improvement and a thoughtful
approach to human change management. These are two areas that have been a
particular challenge for government in general, and California is no exception.

The Office will address these needs through the creation of a scal able innovation
academy focused on continuous process improvement, human change management,
executive sponsorship, and a customer  -centric mindset. The academy will be
mandatory for state supervisors, managers, and executives with the curriculum aligned

to the audience.

ADDITIONALINFORMATION TECHNOLOGY TRAINING

The Budget proposes additional information technology training for state staff in agile

and other modern development methods to improve successful service delivery with a

focus on continuous improvement. The state has already begun investing in modular

pro curements and agile project development (rather than depending on a single

vendor for delivery). This iterative and modular methodology when implemented

correctly reduces cost and risk.However, the state's current project managers generally
lack expertise in managing these efforts, particularly agile development. While the state
has agile curriculum developed, more emphasis on training is necessary for state

project managers and information technology staff to experience success with these

methods, which h ave proven successful in the private sector for years.

A Focus ON THECUSTOMER

The Office will engage departments and stakeholders throughout the state to
implement user -centric design, iterative software development, customer feedback
loops, and other tools necessary to build a culture of continuous program improvement
and 21st Cent ury service delivery methods. Additionally, through its statewide mission,

and
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the Office will be uniquely positioned to offer insights into the coordination of service
delivery across departments.

INNOVATION FUND

The Budget proposes one -time f unding of $20 million to allow the Office to assist
departments with the tools and resources necessary to address prioritized needs and to
demonstrate transformational customer  -focused digital service delivery.

The transformation of state operations and p rograms is essential to bringing government
closer to the people and building user  -friendly service delivery models. This state
investment focuses on modernizing service delivery at all levels where Californians

engage with government programs.

DEPARTMENT OMOTORVEHICLEYDMV) i A FRESHSTART

No other state department has as many interactions with Californians as the DMV.
Asrecent events have highlighted, DMV has significant customer service challenges.
The state is currently conducting an audit of the DMV to identify potential opportunities
to improve its business processes and overall program management as well as an
information technology assessment of its Motor Voter system. Both the audit and
assessment will report findings and recommendation s in early spring and the
Administration anticipates submission of a formal spring budget proposal.

DMV has been taking actions to reduce wait times across the state, but more must be
done. DMV is currently soliciting feedback from staff at all levels of its organization to
make changes to business processes as well as making upgrades to its customer

app ointment management application and registration, payment, and identification
programs. However, DMV must globally reassess all of its operations. It should better use
its data to understand and meet customer needs through improved business processes
and e xpanded digital service delivery. As such, DMV will be the first state department

to pilot the digital services and innovation academy working with the Office of Digital
Innovation in the budget year.

The Budget continues current efforts to address DMV's increased workload resulting
from the federal REAL ID mandate by providing $63 million and 780 positions, consistent
with current year funding levels.
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PENSIONCONTRIBUTIONS

Over the past several years, the state has made progress in addressing its long -term

pension liabilities to curb the growing costs of state retirement programs and help

ensure its continuing ability to provide retirement benefits over the long term.

TheCal i fornia Public Employeesd Pension Reform Act
save billions of taxpayer dollars by capping benefits, increasing the retirement age for

new employees, and requiring them to pay at least half of their normal costs (or the

amoun t of money that must be set aside today to pay for the future pension benefits

that accrued that year). In 2014, the state implemented a funding strategy to shore up

the California State Teachersd Retirement System
out of money in 33 years. In 2017, the state made a one -time $6 billion supplemental

pension payment to the California Public Employees' Retirement System (CalPERS),

funded by a loan from the Surplus Money Investment Fund, which is estimated to save

the state an additional $4.8 billion in the long term.

While the stateds employee pension costs continue
the state in a better fiscal position to address
pension liability for CalPERS is $58.7 b illion, and the overall unfunded liability for CalSTRS

is$103.5 billion (of which the state's share is $35.3billion). As of June 30, 2017, the funded

status for CalPERS and CalSTRS was 67 percent and 64 percent, respectively, meaning

the retirement syste ms only have approximately two  -thirds of the funds required to

make pension payments to  retirees.

PAYING DOWN UNFUNDEDRETIREMENTIABILITIES

The Budget proposes significant investments totaling $5.9 billion General Fund to
address the state' s long-term pension liabilities A including a one -time $3 billion cash
supplemental pension payment to CalPERS and $2.9 billion over the next four years to
CalSTRS. These supplemental pension payments are intended to curb the growing costs
of t he sitemdnteplograms antl are estimated to result in $14.6 billion in savings
over the long term. Paying off the state's budgetary debts will allow all the required

Proposition 2 debt payments to go toward paying the state's retirement liabilities.

STATEEMPLOYEES ETRREMENT ONTRIBUTIONS

The Budget includes a $3 billion General Fund supplemental pension payment to be
paid to CalPERS in 2018 -19. Based on current CalPERS actuarial assumptions, this
supplemental pension payment is estimated to result in a re duction in state employer
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contribution rates beginning in 2020  -21 and additional savings of roughly $7.2 billion
over the next three decades.

The Budget also includes a statutorily required annual contribution of $6.8 billion

($3.9 billion General Fund) to CalPERS for state pension costs, of which $727.5 million
General Fund is for California State University retirement costs. The estimated

$566 million increase is the net effect of changes in actuarial assumptions, including the
lower disc ount rate adopted by the CalPERS Board in 2016, savings from greater
investment returns, and the $6 billion supplemental pension payment the state made to
CalPERS in 201718.

An additional $390 million in Proposition 2 debt funding is included in the Budg et to pay

down t he Gener al Fundods share of the | oan
pension payment to CalPERS in 2017 -18.

TEACHER® ETREMENCONTRIBUTIONS

t hat

f

The Budget includes a $1.1 billion supplement al

share o f the unfunded liability for the CalSTRS Defined Benefit Program. This amount is
the first installment of an estimated $2.9 billion to be paid to CalSTRS through 2022 -23
using available Proposition 2 debt payment funding. The state will achieve estimated
savings of $7.4 billion over the next three decades as a result of the supplemental

pension payments, based on current CalSTRS actuarial assumptions.

The Budget also provides a statutorily required annual payment equaling about

$3.3 billion in General Fund for state contributions to CalSTRS. This is a roughly

$235 million increase due to an anticipated increase in payroll growth and the lower
assumed investment rate of return adopted
The budgeted amount assumes the Board will exercise its authority to increase state
contributions by 0.5 percent of teacher payroll, which is consistent with the funding

strategy signed into law in 2014, and positions CalSTRS on a sustainable path toward
eliminating the unfunded liability by 2046.

STATEHEALTHCARE BENEFITS

In total, the state is projected to spend approximately $5.8 billion on health care
benefits in 2019 -20 for more than 850,000 state employees, retirees, and their family
members. The Budg et includes nearly $2.3 billion for retiree health care benefits for
2019-20. These payments are five times what the state paid in 2001 ($458 million) and
now represent approximately 1.7 percent of the General Fund. Fifteen years ago,
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Figure SWE-01
State Retirement and Health Care Contributions '/
(Dollars in Millicns)

Active | Retiree | CSU | Employer
csu Health & | Health & | Retiree OPEB

CalPERS” [ CalPERS | CalSTRS | JRS [JURSII| LRS | Dental | Dental | Health | Prefunding®

2008-09 $3,063 $1,133 | $189 [ $40 $2,146 | $1,183

2009-10 2,861 1,191 | 184 32 2,120 1,182 $3
2010-11 3,230 1,200 | 166 54 2277 | 1,387 2
2011-12 3,174 1259 | 195 58 2,439 | 1,505 0
2012-13 2,948 | $449% 1303 160 51 2,567 1,365 % $222 ¢ 0
2013-14 3,269 474 1,360 | 188 52| 81| 2697 | 1383 225 22
2014-15 4,042 543 1486 | 179 63| 1| 2797 | 1462 256 38
2015-16 4,338 585 1,935 | 190 67| 1| 2968 [ 1556 263 63

2016-17 4,754 621 2473 | 202 68| 1| 3104 1,623 272 3428
2017-18 5,188 661 2,790 | 197 76| 1| 3192 1,695 285 189
2018-19 5,506 683 3,082 | 195 74| 1 3329 | 1,784 311 394
2019-20" 6,028 727 3318 | 216 79| 1 3495 | 1895 331 577

" The chart does nol include contributions for University of California pension or retiree health care costs, and does not reflect the
$6 billion supplemental pension payment to CalPERS in 2017-18 authorized by Chapter 50, Statutes of 2017 (SB 84).
The 2019-20 Governor's Budget proposes multiple supplemental pension payments to CalPERS and CalSTRS, which are not
reflected in the chart. The first proposal is a $3 billion General Fund supplemental pension payment lo CalPERS in 2018-19. The
second proposal is a $2.9 billion supplemental pension payment to CalSTRS over the next four fiscal years ($1.1 billion in 2019-20),
on the state's behalf, using estimated available Proposition 2 debt repayment funding. The third proposal is a $3 billion General
Fund supplemental pension payment to CalSTRS in 2018-19, on behalf of CalSTRS employers

=

@

" In addition to the Executive Branch, this includes Judicial and Legislative Branch employees. Contributions for judges and elected
officials are included in JRS, JRS II, and LRS.

“ These amounts include health, dental, and vision contributions for employees within state civil service, the Judicial and Legislative
Branches, and California State University (CSU).

@

Amount reflects the employer contribution to pay down the Other Post-Employment Benefits (OPEB) unfunded liability.

=]

Beginning in 2012-13, CSU pension and health care cosls are displayed separately.

=

Estimated as of the 2019-20 Governor's Budget. 2019-20 General Fund costs are estimated to be $3,166 million for
CalPERS, $727 million for CSU CalPERS, $1,642 million for Active Health and Dental, $2,222 million for Retiree Health & Dental
(including CSU), and $289 million for OPEB Prefunding. The remaining totals are all General Fund

@

" Amount includes a one-time prefunding contribution of $240 million pursuant to Chapter 2, Statutes of 2016 (AE 133).

retiree health care benefits made up less than one half of one percent of the General
Fund.

Through the collective bargaining process, the state and its 21 employee bargaining

units and related excluded and exempt employees now prefund retiree health

benefits. Asa result, more than $1 billion iscurrently set aside in the prefunding trust fund
to pay for future retiree health benefits, which has an estimated $91 billion unfunded
liability to be paid down over three decades. By the end of 2018 -19, the trust fund
balance will approach $1.6 billion in assets.
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EMPLOYEEC OMPENSATION AND COLLECTIVEBARGAINING

The Budget includes $1.2 billion ($605.3 million General Fund) for increased employee
compensation, health care costs for active state employees, and retiree health care
prefunding contributions for active employees. Included in these costs are collectivel y
bargained salary and benefit increases resulting from contract negotiations and pay

increases related to minimum wage changes in Chapter 4, Statutes of 2016 (SB 3).

Funding is also included for 2020 calendar year increases in health care, dental, and

vision premiums and enroliment.

The Administration wil/| begin collective bargaini
bargaining units, representing Attorneys and Administrative Law Judges, Correctional

Officers, Public Safety, Stationary Engineers, and Psychiatric Technicians, whose

contracts will expire in late June or early July 2019. Additionally, collective bargaining

negotiations with Highway Patrol Officers, whose contract expired in July 2018, are

expected in the upcoming calendar year.

MEDICINAL AND ADULFUSE CANNABIS

The Budget includes $200.6 million from the Cannabis Tax Fund and the Cannabis
Control Fund, which receive revenues from cannabis licensing fees, for

cannabis -related activities, as approved in the 2018 Budget Act. The Budget also
includes an additional $2.9 mi  llion for the California Department of Tax and Fee
Administration for a cannabis tax enforcement program, to increase cannabis tax
compliance.

Proposition 64, commonly known as the Adult Use of Marijuana Act, levied excise taxes
on the cultivation and ret  ail sale of both recreational and medical cannabis, effective
January 1, 2018. As the legal cannabis market continues to develop, excise tax

revenues are expected to continue to increase. The cannabis excise tax is forecast to
generate $355 million in 2018 -19 and $514 million in 2019 -20. Revenue estimates for a
newly created market are subject to significant uncertainty.

Pursuant to Proposition 64, revenues generated from the excise taxes are allocated for
various purposes outlined in the Act. Funds loaned by the General Fund to jump  -start
cannabis -related activities will also need to be repaid. Given the timing of tax receipts,

the Administration is deferring allocations for Proposition 64 programs until the May
Revision, when more updated revenue data wil | be available.
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CALIFORNIAARTSC OUNCIL

The California Arts Council s mission is advanci
to sup

creativity. The Council administers grants
communities through the development of partnerships with the public and private

sectors t 0 enhance the cultural, educational, social, and economic growth of

California. The grant programs support arts education in school and community

settings; system -engaged youth; recently incarcerated individuals; local and

community economic development; r ecent immigrants and refugee communities;

native communities; veterans and their families; and various arts service organizations,

and are designed to serve populations and communities who are underrepresented in

the arts and have reduced access to arts pr ograms.

The Budget includes $10 million General Fund to expand grant programs that offer
support for public access to the arts, arts
infrastructure. Matching funds wil/l enhance

CALIFORNIAVOLUNTEERS

As the State Service Commission for California, California Volunteers manages programs
and initiatives aimed at increasing the number of Californians engaged in service and
volunteering. California Volunteers supports nearly 4,000 AmeriCorps memb ers serving
statewide in programs that address critical community needs in education, public

safety, health and human needs, and the environment.

AmeriCorps members are recruited, trained, supervised, and managed by eligible
organizations, and may receive  a living allowance and other benefits while serving.

Upon successful completion of their service, AmeriCorps members are eligible to

receive a Segal AmeriCorps Education Award from the National Service Trust that they

can use to pay for higher education e xpenses or apply to qualified student loans.
Currently, the Segal AmeriCorps Education Award is $6,095 for a full -time AmeriCorps
participant. The Budget includes $20 million General Fund to begin the expansion of the
state's AmeriCorps members to 10,000 f more than double the current number fi and to
supplement the federal award to reach a target of $10,000. It is anticipated that private

funds will supplement the state's investment.
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2020 CENSUS

The upcoming 2020 Census is critical to California because the data collected by the
decennial census is used to determine the number of seats California will have in the
U.S. House of Representatives and federal funding levels for local communities. This will
be the first census conducted online, and this and other aspects of the federal census

design may adversely impact resident participation. California has the largest number
of hard -to-count residents fi putting its population at risk of being underreported.
Launched in 2017 -1 8 , Californiads Complete Count effort wi

outreach and awareness campaign designed to encourage and support full
participa tion by all Californians in the upcoming 2020 Census.

The Budget includes an additional $50 million for statewide outreach efforts related to
increasing the participation rate of Californians in the decennial census, bringing the

total funding available t o $140.3 million. This effort will span multiple years, be
conducted in multiple languages, and implement specific strategies to obtain a

complete and accurate count of all California residents. The Budget also includes $4
million for the California Housin g and Population Sample Enumeration, which is a survey
that will identify barriers to a complete count and successful approaches taken by the
various outreach efforts and help develop recommendations for the 2030 Census.

TRANSPORTATION ANONFRASTRUCTURE

The Administration is continuing to implement the Road Repair and Accountability Act

of 2017 (Chapter 5, Statutes of 2017, SB 1), which provides stable, long -term funding for
both state and local transportation infrastructure. SB 1 provides an average of

$5.4 billion per year over the next ten years for a strategic mix of state and local
transportation projects. The sustained investment over the course of the next decade

and beyond will support hundreds of thousands of jobs in California.

The Budget provi des $4.8 billion in new SB 1 funding. Of this amount, $1.2 billion is

available to all 479 cities and 58 counties for local road repairs, with another $1.2 billion

for the repair and maintenance of the state highway system. On top of this, $400 million

isavail able to repair and maintain the stateds bri.
available to improve trade corridors, and $250 million is available to increase

throughput on congested commute corridors. The Budget also reflects $458 million for

local tr ansit operations and $386 million for capital improvements for transit, commuter,

and intercity rail. SB 1 also provides annual funding for other local transportation
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priorities, including $200 million for Local Partnership projects, $100 million for projects in
the Active Transportation Program, $25 million for expansion of freeway service patrols,
and $25 million in local planning  grants.

The Administration will release a Five -Year Infrastructure Plan that will identify priorities for
i nvestments in the stateds infrastructure | ater

The Budget includes one -time resources of $315.8 million ($287.2 million General Fund
and $28.6 mi llion Proposition 68 bond funds) to address the most critical statewide
deferred maintenance projects. At present, the reported statewide deferred

maintenance need is more than $70 billion. These one -time resources will continue to
address the statewide ba cklog of deferred maintenance and help departments

reduce the need to build costlier new infrastructure. This funding will be provided to the
entities listed below:

A Department of Corrections and Rehabilitation: $112,200,000

A Department of Parks and Recreat ion: $45,600,000 ($34,000,000 General Fund and
$11,600,000 Proposition 68 bond funds)

Judicial Branch: $40,000,000

Department of State Hospitals:  $35,000,000

Department of General Services:  $16,000,000

Department of Fish and Wildlife: $10,000,000 (Proposit ion 68 bond funds)
Network of California Fairs: $7,000,000 (Proposition 68 bond  funds)
Department of Forestry and Fire Protection: $6,000,000
Department of Developmental Services: $5,000,000

California Military Department:  $5,000,000

California Highway Patrol:  $5,000,000

Department of Veterans Affairs:  $5,000,000

State Special Schools: $5,000,000

Department of Motor Vehicles:  $3,000,000

Exposition Park: $3,000,000

o o o Do Do o o Do Do o Do Do Do Ix

Department of Food and Agriculture: $3,000,000
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Housing and Community Development: $3,000,000
Employment Development Department: $2,000,000
Office of Emergency Services:  $2,000,000
California Conservation Corps:  $1,000,000

Hastings College of the Law: $1,000,000

Do o o Do o D>

Tahoe Conservancy: $1,000,000
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DEMOGRAPHIC INFORMATION

DEMOGRAPHIC INFORMATION

aliforniads popul ation growth continues
aging population rise,and net migration into the state decreases. The population
is becoming more educated, as people stay in school longer and net migration is
higher for those with more education.

DEMOGRAPHICOUTLOOK

California population was estimated at 39.8 million on July 1, 2018. Since the state's
peak growth rate during the past decade of approximately 1 percent in 2013, the
state's growth rate has diminished.

The decline in the growth rate can be explained by changes in the natural rate of

increase (births minus deaths) and net migration flows (both international flows and

interstate migration). The birth rate continues to decline due to fewer people of the age
when most become parents, and fewer people choosing to have children, with

particular decl ines in the teen birth rate since 2015. The crude birth rate of 11.7 births

per 1,000 people in fiscal year 2017-18 was the third -lowest since records began in 1905.

The decreasing birth rate has begun to affect K -12 enrollment, which is currently just
over 6.2 million and is projected to fall below six million by 2025 -26. The number of
5-year -olds has fallen from around 520,000 in 2012 to under 500,000 in 2017.
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Figure DEM-01
Componenis of Change in Populaiion Growth

o Annual Growth

Natural Increase

B sirths

- Deaths
I Migration

19,
1% - Net Foreign

- Net Domestic

I I I I I I
2008 2010 2012 2014 2016 2018

Source: CA Department of Finance

Deaths have increased to 6.8 per 1,000 people despite improvements in life

expectancy, and will continue to increase as the baby boomer generation ages.

The proportion of the population 65 and over was 10.7 perce nt in 2000, but is projected
to increase to 20.6 percent by 2030. As can be seen in Figure DEM -01, California has
experienced net domestic out  -migration for many years, but overall net migration is
positive due to foreign immigration.

EDUCATIONAL LEVELS

The stateds popul ation has f ewgeresidehts, Wwhd terelto an d
be a highly educated population (see Figure DEM -02). The population pyramid below

shows the age and sex distribution of the population, according to education level (for

25 year olds and above) or enrollment (for those under 25). California attracts a large

student populationage 18 -24, evi dent by the proportion of
those ages. Although in the older population more men than women have a

b a ¢ h e Idegreé ar higher, the opposite is true among the younger population.

Over time, the state also has become more educated on average due to outward
migration of less educated residents as measured by census data, and inward
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migration of more educated people. Figure DEM -03 shows foreign and domestic
migration by educational level for 2007  -2017.

Figure DEM-02
2013-2017 Educational Attainment of Californians

75% Men .
70-74
|

65-69
60-64
55-59
50-54
45-49
40-44
35-39
30-34
25-29
18-24
10-17
5-9
0-4
10% 8% 6% 4% 2% 0% 2% 4% 6% 8% 10%
m Bachelor's Degree or Higher m Some College or Associate's Degree
High School Graduate m | ess than High School Graduate
Enrolled in school m Not enrolled in school

Source: U.S. Bureau of the Census

Figure DEM-03
Migration by Educational Aftainment
Out | In

Postgraduate degree

Bachelor's degree

Some cc llege/AA
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Source: U.S. Bureau of the Census and CA Department of Finance
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HOUSING AND INCOME

Between April 2017 and March 2018, 77,000 more people moved out of California than
from other states. According to the Current Population Survey, those moving out listed
housing as one of the most comm  on factors, behind family and job concerns.

One in five Californians pay more than 50 percent of their income for shelter. While

those households with incomes less than $50,000 have always had high rent burdens, in
the last 3 years the overall number of h  ouseholds in this group spending more than 50
percent of income on rent has increased.

Although the state has grown to be the 5th largest economy in the world, the median

income of households in 2017 was less than $72,000. While this is higher than the ro ughly
$62,000 in comparable dollar terms in 2012, this is barely above the median household

income of $71,000 in 2007.

Workers aged 30 -55 with at least a bachelor' s degree had a median income of $72,000
in 2007, falling to $65,000 in 2012 before recovering to $71,000 in 2017. People with only
some college had a median income of $42,000 in 2007, falling to $32,000 in 2012 and

only recovering to $35,000 in 2017.

Since 2007, median gross rent has grown from $1,278 to $1,447 per month in 2017, and

has led to a marked increase in commuting times, as seen in Figure DEM -04. While the
number of telecommuters has almost doubled, the number of people living within 10

minutes of work has fallen. The number of commuters spending more than an hour

each way remains low, but has increased substantially.
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Figure DEM-04
Travel Time to Work
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EcoNoMIC OUTLOOK

he path for continued economic growth throughout the forecast is narrowing.

By July 2019, the current expansion will be the longest in modern history. Both the
U.S. and California are at full employment, with historic low unemployment rates of
3.7 percent and 4.1 percent in November, respectively, and inflation is rising. Continued
growth requires jobs, wages, and consumption to rise i n tandem while inflation remains
contained. Historically, this has been a difficult balance to achieve.

The trade war between the U.S. and China contributes to increased risks of stock

market volatility and a recession. Risks to California also include fu rther federal policies
as well as structural changes such as an aging population and a continued shortage of
housing.

THENATIONAA TEMPORARYGROWTH

After a strong 2018 fueled by federal tax cuts and increased federal spending, the

forecast assumes continued growth in the short term, with real GDP growth of

2.7 percent in 2019 gradually slowing to 1.5 percent by 2022. The two drivers of growth

in 2018 were consumption and federal spending, with deficits around $1 trillion at a time
when debts should be paid down (See Figure ECO -01). Contrary to expectations at the
May Revision forecast, the federal tax changes have mainly gone to stock buybacks

and led to less increase in investment than projected. In coming years, growth

is assumed to be driven by consumption as real wage growth increases for more

workers.
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Figure ECO-01
Contributions to U.S. Real GDP Growth
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Source: U.S. Bureau of Economic Analysis; CA Department of Finance, Governor's Budget Forecast.
The U.S. unemployment rate was 3.7 percent in September, October and November
2018, the lowest it has been since 1969. With real GDP growth above 2 percent and
higher labor force growth through 2020, the unemployment rate for the U.S. is assumed
to decreas e to 3.4 percentin mid -2019, before starting to slowly increase in late 2020 to
reach 3.9 percent by 2022 (See Figure ECO  -02).

U.S. inflation was 2.1 percent in 2017 and is projected to average 2.5 percent in 2018
and 2019, due in part to additional tari ffs, before gradually slowing to 2.1 percent by
2022. After four federal fund rate increases in 2018, it is expected that the Federal
Reserve will continue to increase the federal fund rate up to 3.45 percent by the end of
2020. See Figure ECO-03 for highl ights of the U.S. and California forecasts.

CALIFORNIAA S_.OWING GROWTH

Californiads unempl oyment rate fell to a record |
and has been below 4.5 percent for all of 2018. Historically, such low levels of

unemployment are associated with high wage growth and rates begin to rise after

about six months. For example, when California's unemployment rate fell to the then

lowest recorded unemployment rate of 4.7 percent in December 2000, average wage
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Figure ECO-02

U.S. and California Unemployment Rates
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Source: U.S. Bureau of Labor Statistics; CA Employment Development Department, Labor Market Information Division;
CA Department of Finance, Governor's Budget Forecast.

growth was over 9 percent. Inthe firsttwo quarters of 2018, however, average wage
growth in California was around 3.3 percent, with most wage gains accruing to

high -income earners. In this forecast, steady job growth along with an increase of the
statebds | abor force participation rate wil!/l
4.3 percent. It appears that the ease of finding part -time work through platfor ms
offering contract work has led to more people counting as employed but has not

garnered them much in wage increases. Starting in 2019, the forecast assumes a more
traditional pattern of low unemployment leading to more full -time workers and real
wage in creases for more workers, including those in lower  -income industries. More
balanced growth, with real wage gains across all groups, is necessary for sustained
increases in consumption and economic activity. This translates into strong personal
income growt hin 2018 at 5.5 percent and 2019 at 5.0 percent, followed by a more
modest growth of 4.3 percent on average through 2022.

To support the job growth concentrated in urban areas, building permits are forecasted

to increase to around 175,000 by 2022, split  evenly between multi  -family and single
family units. Using a constant household size of 1.75 adults per household, it is estimated
that in 2018, there are nearly one million more households than residential units

(See Figure ECO -04). The state needs to iss ue at least 200,000 permits a year just to keep
up with population growth, demolitions from infill projects, and disaster recovery.

The increase in construction permits assumed in the forecast is expected to stabilize the
pressure on housing prices and ove rall inflation. The statewide median sales price of an
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Figure ECO-03

Selected Economic Indicators

Forecast
2016 2017 2018 2019 2020 2021 2022
United States
Nominal gross domestic product, $ billions $ 18707 $§ 19485 |$ 20504 $ 21555 $§ 22537 § 23472 § 24420
Real gross domestic product, percent change 1.6% 2.2% 2.9% 2.7% 2.1% 1.6% 1.5%
Contributions to real GDP growth
Personal consumption expenditures 1.9% 1.7% 1.8% 1.9% 1.6% 1.5% 1.3%
Gross private domestic investment -0.2% 0.8% 1.0% 0.9% 06% 0.4% 0.3%
Net exports -0.3% -0.3% -02% -0.5% -0.3% -0.3% 0%
Government purchases of goods and services 0.3% 0.0% 0.3% 0.5% 0.2% 0.0% 0.0%
Personal income, $ billions $ 16125 $§ 16831 J$ 17585 § 18378 $§ 19284 § 20131 $§ 20974
Corporate profits, percent change 0.2% 2.4% 0.0% 6.8% 2.3% 32% 3.2%
Housing permits, thousands 1,207 1,282 - - - - -
Housing starts, thousands 1177 1,208 1,263 1,318 1424 1,435 1,437
Median sales price of existing homes $ 235500 $ 248,800 - - - - -
Federal funds rate, percent 0.4% 1.0% 1.8% 2.8% 3.4% 3.4% 34%
Consumer price index, percent change 1.3% 2.1% 2.5% 2.5% 2.0% 2.1% 2.1%
Unemployment rate, percent 4.9% 4.4% 3.9% 3.4% 34% 3.6% 3.8%
Civilian labor force, millions 169.2 160.3 162.0 163.5 165.3 166.4 167.5
Nonfarm employment, millions 144.3 146.6 149.0 151.3 153.0 163.8 154.5
California
Personal income, §$ billions $ 2259 § 2364 | 2494 § 2619 § 2740 $ 2857 $ 2972
California exports, percent change -1.2% 52% = = = = =
Housing permits, thousands 101 114 125 139 154 166 177
Housing unit net change, thousands 89 85 - - - - -
Median sales price of existing homes $ 502930 § 537860 - - - - -
Consumer price index, percent change 2.3% 2.9% 3.7% 3.7% 3.2% 3.0% 28%
Unemployment rate, percent 5.5% 4.8% 4.3% 4.3% 4.3% 4.3% 43%
Civilian labor force, millions 19.1 19.3 19.5 19.6 19.8 19.9 200
Nonfarm employment, millions 16.5 16.8 17.2 174 17.5 7.7 17.8
Percent of tatal nonfarm employment
Mining and logging 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%
Construction 47% 48% 5.0% 5.3% 5.6% 5.9% 6.2%
Manufacturing 8.0% 1.8% 1.7% 7.6% 7.5% 7.5% 7.4%
Trade, transportation, and utilities 18.1% 18.1% 17.9% 17.8% 17.7% 17.7% 17.68%
Information 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.1%
Financial activities 5.0% 5.0% 4.9% 4.9% 4.9% 4.9% 4.9%
Professional and business services 15.3% 15.3% 15.4% 15.4% 15.4% 15.3% 15.2%
Educational and health services 15.4% 16.7% 15.7% 15.8% 15.8% 15.9% 16.0%
Leisure and hospitality 11.5% 11.6% 11.6% 11.5% 11.5% 11.5% 11.4%
Other services 34% 3.4% 34% 33% 3.3% 3.3% 3.3%
Government 15.3% 15.2% 15.1% 15.0% 14.9% 14.8% 14.8%

Forecast based on data available as of November 2018.
Percent changes calculated from unrounded data.

existing single -family home reached a new record high of $602,760 in June 2018 and
has averaged around $575,000 for most of 2018. This is more than double the national
median price of around $258,000. This housing constraint is projected to continue to
slow job growth and is the main driver of inflation in California.

Consumer inflation, as measured by the Consumer Price Index, has averaged
3.7 percent in California and 2.5 percent in the nation for most of 2018 after averaging
2.0 percent and 1.7 percent  respectively from 2010 to 2017. Consumer inflation is
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Figure ECO-04
California Housing & Constant Size Adult Households
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Source: U.S. Bureau of the Census; CA Department of Finance, Governor's Budget Forecast.

expected to remain higher in California than the nation, with overall California inflation
expected to remain at 3.7 percent in 2018 and 2019 before gradually decelerating to
2.8 percent by 2022.

RISKS ARERISING

The main risks to the California economic outlook are risks that affect U.S. growth, a
large fall in the stock market, policy divergences with the federal government, and
structural issues such as an aging population and lack of housing. Many of these risks
already materialized in 2018, with the U.S. and China entering a trade war,

extreme stock market volatility since October, and a partial federal government
shutdown in December.

In 2018, the U.S. imposed tariffs on Chinese products amounting to a total annual trade
value of $250 billionfi half of all of the n at i @mpdits from China. These measures were
met by retaliatory tariffs from China on over $50 billion worth of U.S. exports. Because

California is a transport hub, and China is the s
Mexico and C anada, the ongoing trade war could have negative effects on the

stateds economy. In 2017, imports from China ente
billion, or 36 percent of the statw®déed tot al I mpor
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$16.4 billion, accounting for 9.6 percent of

expected that tariffs will increase the costs of inputs purchased from China, leading to
decreased firm revenue, potentially impacting wages and employment in the short run
and triggering a change in the business model of companies that until now have made
significant investment decisions based on a system of free global trade.

The year 2018 was also marked by stock  market volatility. The S&P 500 index closed on a
new record high of 2,931 on September 20, 2018. However, the S&P 500 index has
experienced extreme volatility since October. See Figure ECO -05 for historical trends in
the S&P 500 index.

Figure ECO-05
S&P 500 Index
3000

2500 { i
l

2000

1500

1000 | W

500

b

— T T T T e e e e e e e e~~~ = e =~~~ =~

B e e

Shaded areas indicate U.S. recession.
Source: S&P Dow Jones Indices.

The risk of a U.S. recession remains, with the current expansion poised to become the
longest in modern history in July 2019 (See Figure ECO -06). Both the nation

and California are at unemployment levels only seen near the end of an economic

cycle. While the recovery was much slower than in previous expansions, it becomes
more difficult to sustain growth once unemployment rates fall too far. For growth to
continue, businesses need to continue to hire and invest and consumers must continue
making real gains. The federal tax bill passed at the end of 2017 allowed corporations

to keep more profits, which have not been shared with workers. Low interest rates also
allowe d many corporations to take on levels of debt that become less sustainable
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when interest rates rise. Government deficits when the economy is good make it

difficult to increase federal spending when the recession starts. Furthermore, increas ing
globalization has also led to more synchronized globalized business cycles, requiring

more coordination by national governments to stop them. This is less likely given current
federal policy. The impacts of the next recession could be more severe, sinc e much of
the population has not recovered from the last recession, and older workers and

people who lost their homes have less of a cushion.

Figure ECO-06
Current Recovery Is Approaching
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The Department of Finance has modeled a recession scenario that assumes a U.S.
recession during fiscal year 2019 -20. Under this scenario, the economy would

experience a greater slowdown than the 2001 recession but smaller than the 2009
recession. The scena rio estimates a post -recession unemployment rate peak for
California of 8.2 percent compared to 6.9 percent and 12.3 percent for the 2001 and

2009 recessions, respectively. California personal income peak -to -trough is expected to
decrease by 2.8 percent, v ersus declines of 0.9 percent and 4.5 percent for the 2001

and 2009 recessions, respectively.

To continue growing, California must grapple with an aging population and falling birth
rate, a lack of housing, and climate change. The state has had a disproportionate
share of the baby boomer generation since the 1980s, and as they age they will begin
to swell the ranks of retirees. Although some may continue working, a recession may
lead people to retire before they are ready. If retirement portfolios have been hitin a
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recession as well, more people may face permanently lower incomes du ring retirement.
This may impact their demand for services, make it more difficult for renters to afford
increasing housing costs, and may also affect state revenues. Retirees affected by

natural disasters may also be more vulnerable, and may face more dif ficulty in
recovering.
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REVENUEESTIMATES

aliforniads economy and revenues are assumed t
the forecast, although risks are rising. The General Fund revenue forecast

has improved relative to the 2018 Budget Act, reflecting a larger share of wages going

to high -income taxpayers and a stock market that, until recently, had been stronger

than expected. As a result, before accounting for transfers such as to the Rainy Day

Fund, General Fund revenue is higher than the 2018 Budget Act projections by

$8.1 billion from 2017 -18 through 2019 -20.

Figure REV-01 compares the revenue forecasts, by source, in the 2018 Budget Act and

the Governorod6s Budget . Reyvieaxpeaedtoben$dd7 hilfioning tr ansf e
2018-19 and $143 billion in 2019 -20. The projected increase since the 2018 Budget Act is

due largely to an improved outlook for personal income tax. The sales tax forecast has

been revised down. The corporation tax is up but the improvement is seen as one  -time

and not ongoing. Over the three fiscal years, personal income tax is up $7.5 billion, sales

tax is down $1.4 billion, and corporation tax is up $1.3 billion. However, accruals of

revenues to previous years for corpo  ration tax reduce the 2017 -18 beginning balance

by an offsetting $427 million.

The improved revenue forecast for personal income tax is driven by strong wage

withholding and capital gains. Because wage growth is not keeping up with the growth

in withholdi ng, it appears that much of the wage growth is accruing to higher -income
taxpayers, who have higher marginal tax rates. The stock market was higher than

forecast for much of the period between the Budget Act forecast and this forecast.

However, the market was extremely volatile late in the year. Realized capital gains are
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Figure REV-01
2019-20 Governor's Budget

General Fund Revenue Forecast
Reconciliation with the 2018 Budget Act

(Dollars in Millions)

2018 Governor's Change From Budget

Source Budget Act Budget Act Forecast
—Fiscalr 201 7-18~ Prefiminary

Personal Income Tax $91,971 $94,272 $2,301 2.5%

Sales & Use Tax 25,384 25,006 -378 -1.5%

Corporation Tax 11,246 12,156 909 8.1%

Insurance Tax 2,514 2,569 55 2.2%

Alcoholic Beverage 371 376 5 1.4%

Cigarette 67 65 = -1.9%

Pooled Money Interest 203 250 16 22 8%

Other Revenues 1,071 1,169 99 9.2%

Subtotal $132,827 $135,864 $3,036 2.3%

Transfers" -3,002 -4.369 -1,367 45.5%

Total $129,825 $131,495 $1,670 1.3%

Fiscal 2016-19

Personal Income Tax $95,011 $97,720 $2,708 2.9%

Sales & Use Tax 26,674 $26,244 -430 -1.6%

Corporation Tax 12,259 $12,330 71 0.6%

Insurance Tax 2,576 $2,606 31 1.2%

Alcoholic Beverage 377 $382 5 1.2%

Cigarette 65 865 0 0.0%

Pooled Money Interest 374 $554 180 48.3%

Other Revenues 985 $1,088 93 9.3%

Subtotal $138,330 $140,988 $2,658 1.9%

Transfers" -4,998 -4,042 956 -19.1%

Total $133,332 $136,945 $3,613 2.7%

Fiscal 2019-20

Personal Income Tax $2,451

Sales & Use Tax -565

Corporation Tax 288

Insurance Tax 43

Alcoholic Beverage 5

Cigarette 0

Pooled Money Interest 83

Other Revenues 139

Subtotal $2,443

Transfers" -2,511

Total -$68

Three-Year Total $5,216

Totals may not add because of rounding.

"Includes transfers to Budget Stabilization Account for each year

expected to be significantly higher for 2018 than at the Budget Act, but to only be
slightly higher in 2019 and later years. The sales tax forecast has declined, as an
expected surge of business investment from the federal tax cuts did not materialize.
The improved corporation tax forecast reflects strong tax receipts, although this also
reflects a change in the timing of payments.

Figure REV-02 shows revenue from capital gains as a percentage of total General Fund
tax revenue. As seen from this table, the ~ amount of capital gains revenue in the
General Fund can vary greatly from year to year. For instance, in 2007, capital gains
contributed $10.9 billion to the General Fund. By 2009, the contribution from capital
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gains had dropped to $2.3 billion. For 2018, capital gains are forecast to contribute
$15.7 billion to General Fund revenue i the highest amount ever.

Figure REV-02
Capital Gains Revenue

As a Percent of General Fund Tax Revenues
(Dollars in Billions)

Annual Values 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017° 2018° 20197
Caialecl $117.9 51320 $56.3 $288 $553 $521 $99.9 $79.9 $1155 $120.1 $113.2 $141.5 $152.8 $137.6
Realizations

Tax Revenues from

Capital Gains $96 $109 S46 $23 %47 %42 8104 S76 $11.3 $11.8 S$115 $144 $157 $14.1

Fiscal Year Values 06-07 07-08 08-09 09-10 10-11 1112 12-13 13-14 1415 1516 16-17 17-18 18-19 19-20

Tax Revenues from
Capital Gains

Total General Fund
Tax Revenues"
Capital Gains
Percentage

VExcluding transfers.

§100 $9.0 $39 830 %45 $6.0 $9.6 887 S11.4 $11.7 $124 $148 $152 $13.8

10.5% 89% 47% 34% 49% 71% 98% 85% 101% 98% 102% 11.0% 10.8% 9.5%

“Estimated

Figure REV-03 shows capital gains reported on California tax returns from 1970 through
projections for 2019. Although the level of capital gains has grown significantly since

1970 (along with the economy and total personal income tax revenue), capital gain S
volatility has been a constant. History shows that high levels of capital gains eventually

drop off.

Figure REV-03
Capital Gains Realizations
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Forecasting capital gains is difficult because capital gains realizations are heavily
dependent upon stock market performance. This forec ast assumes that the S&P 500
ended 2018 at 2,665 and will grow slowly for the next several years. While the stock
market has outperformed the Budget Act forecast for much of the year, recent

declines, which occurred subsequent to the completion of the Budg et forecast,
increase downside risks to the forecast. The forecast includes a significant increase in
realized capital gains for 2018, but only limited improvement in 2019 and later years.

The highest-i ncome Cali fornians pay a | arge share
For the 2016 tax year, the top 1 percent of income earners paid just under 46 percent of
personal income taxes. This percentage has been greater than 40 percent in 12 of the

past 13 years. The share of total adjusted gross income from the top 1 percent of
income earners has increased from 13.8 percent in 1993 to 23 percent in 2016. This
number has exceeded 20 percent in 12 of the past 13 years. Consequently, changes in
the income of a relatively small group of taxpayers can have a significant impact on
state revenues.

These two related phenomena i significant reliance of the General Fund on capital

gains and on taxes paid by a small portion of the population fi underscore the d ifficulty
of forecasting personal income tax revenue. The Rainy Day Fund helps address some of

the state's revenue volatility. Under Proposition 2, when capital gains revenue is greater

than 8 percent of General Fund tax revenue, that windfall revenue is u sed to pay off

General Fund debts and build up a reserve for future downturns.
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GENERALFUND REVENUE

Figure REV-04 shows how the breakdown of General Fund revenues by tax sou rce has
changed over time. In 1950 -51, sales tax revenue made up over 50 percent of General
Fund revenues while personal income tax revenue made up just more than 11 percent.

That relationship has changed dramatically over time, and, for 2019 -20, personal
income tax makes up 68.8 percent of all General Fund revenues.

Figure REV-04
California State Revenue By Source
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LONG - TERMFORECAST

Figure REV-05 shows the forecast for the three largest General Fund revenues from
2017-18 through 2022 -23. Total General Fund revenue from these sources is expected to
grow from $131.4 billion in 2017 -18 to $153.6 billion in 2022 -23. The average

year -over -year growth rate for this period is 3.2 percent.

The economic forecast reflects ¢ ontinued steady but slowing growth, with real GDP
growth falling to 1.5 percent by 2023.
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