California Budget
‘ & Policy Center

Independent Analysis. Shared Prosperity.

JANUARY 11, 2018

First Look: Budget Proposal Prioritizes Saving for a Rainy
Day Amid Federal and Economic Uncertainties

On January 10, Governor Jerry Brown released a proposed 2018-19 budget that prioritizes building up
reserves amid deep uncertainty about looming federal budget proposals, the impacts of the recently
enacted federal tax bill, and future economic conditions. The Governor forecasts revenues that are $4.2
billion higher (over a three-year “budget window” from 2016-17 to 2018-19) than previously projected in
the 2017-18 budget enacted last June, driven largely by continued economic growth. The Governor’s
budget assumes no changes to current federal policies and funding levels and is not yet able to account

for the potential impacts of the Republican tax bill passed in late December.

The Governor's proposed budget reflects some notable advances, such as providing funding to fully
implement the Local Control Funding Formula for K-12 education (designed to direct additional resources
to disadvantaged students), continuing to invest in early education and higher education, and creating a
home visiting pilot program that would offer a range of supports for families participating in welfare-to-
work (CalWORKSs). In addition, the proposal maintains resources to address the impact of federal actions
targeting the state's immigrant residents. Yet, the Governor also places a heavy emphasis on building
California’s reserves. He proposes making a one-time supplemental deposit of $3.5 billion to the state’s
rainy day fund, in addition to the $1.5 billion required by Proposition 2 (2014). This proposed $5.0 billion
deposit would raise the rainy day fund balance to the Prop. 2 maximum of 10 percent of General Fund tax

revenues.

While the prospect of major changes in federal policy is a reason for caution, this budget could strike a
better balance between putting away funds for a rainy day and boosting investments now that would help
more Californians make ends meet and advance economically. Opportunities include increasing basic
income support provided by the California Earned Income Tax Credit (CalEITC), boosting cash assistance
for low-income seniors and people with disabilities (SSI/SSP), raising CalWORKs grant levels, and

advancing new proposals to address our state’s affordable housing crisis.

The 2018-19 state budget debate will move forward amid many unknowns at the federal level, making it
critical that California’s congressional delegation and state lawmakers seek to advance smart policy
choices that broaden economic opportunity and push back against federal proposals that would harm

people and communities across the state.

The following sections summarize key provisions of the Governor's proposed 2018-19 budget. Please

check the Budget Center’s website (calbudgetcenter.org) for our latest commentary and analysis.
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Administration Expects Modest Economic Growth, but
Notes Potential Risks

Within the past year, both the US and California have seen their lowest unemployment rates since 2000.
The Administration expects the state’s unemployment rate to remain low over the next few years, at
around 5 percent. The Governor's proposed budget assumes that California’s economy will grow
modestly over the next five years, but with jobs added at a slower pace than during the past five years.
This expected slowdown is due in part to the state’s high housing costs, which limit the ability of
employers to recruit workers to move into or within the state to access jobs. As inflation has begun to
rise nationally, California’s high housing costs are also expected to contribute to continuing higher

inflation within the state compared to the US.

While projecting modest economic growth, the Administration points to the risk of a national recession,
noting that this current period of growth has lasted more than eight years and that unemployment rates
nationally and in California are at “levels only seen near the end of an expansion.” While this risk is
worth keeping in mind, a recession in the next few years is not inevitable. The Legislative Analyst’s
Office (LAO) and other experts have pointed out that the recent long period of expansion does not in
and of itself mean that another recession is likely soon. Other potential economic risks noted by the
Administration include a stock market correction and geopolitical events that disrupt global trade. It is
important to note that the Governor's budget does not incorporate projected economic impacts from

the recently passed federal tax bill, with assessment of those effects postponed to the May Revision.

Governor’s Proposed Budget Reflects Improved Revenue
Forecast

The Governor's proposed budget projects higher-than-expected revenues due to an improved
economic forecast. However, the Administration cautions that its revised revenue projections are
subject to uncertainty. Most notably, the estimates do not take into account the impact of the recently
enacted federal tax legislation, which will have significant implications for California. Budget documents
note that the Administration’s revised forecast in May will include preliminary estimates of the impact of

the new tax law.

The proposed budget projects that total General Fund revenues (before transfers) over the three-year
“budget window,” from 2016-17 to 2018-19, will be about $4.2 billion higher than the projections
included in the 2017-18 budget agreement. The stronger revenue forecast is largely driven by higher
personal income tax (PIT) and sales and use tax (SUT) revenue projections. Specifically, the Governor

expects PIT revenues during this three-year period to be nearly $2.9 billion higher, SUT revenues to be

1107 9th Street, Suite 310, Sacramento, California 95814 916.444.0500 calbudgetcenter.org | 2



CALIFORNIA BUDGET & POLICY CENTER |

$1.5 billion higher, and corporation tax (CT) revenues to be $358 million lower than expected when the
budget for the current fiscal year was signed into law. Higher PIT projections largely reflect stronger
wage gains, particularly among higher-income taxpayers, while higher SUT projections are due to
stronger-than-expected consumer spending and capital equipment spending by businesses. Lower CT

revenues result from weaker-than-anticipated corporate tax receipts in spite of strong corporate profits.

The Governor’s Proposal Opts to Maximize the State’s
Rainy Day Fund and Build Up State Reserves

California voters approved Proposition 2 in November 2014, amending the California Constitution to
revise the rules for the state’s Budget Stabilization Account (BSA), commonly referred to as the rainy
day fund. Prop. 2 requires an annual set-aside equal to 1.5 percent of estimated General Fund
revenues. An additional set-aside is required when capital gains revenues in a given year exceed 8
percent of General Fund tax revenues. For 15 years — from 2015-16 to 2029-30 — half of these funds will
be deposited into the rainy day fund, and the other half will be used to reduce certain state liabilities

(also known as “budgetary debt”).

Based on the Governor's revenue projections for 2018-19, Prop. 2 would constitutionally require the
state to deposit $1.5 billion into the BSA (and to use an additional $1.5 billion to repay budgetary debt).
In addition, the Governor proposes to make an optional, one-time supplemental transfer of $3.5 billion
from the General Fund to the BSA. (The total transfer to the BSA would be $5.0 billion: $1.5 billion as
required by the state Constitution, plus the $3.5 billion supplemental transfer.) As a result, the BSA
would total $13.5 billion by the end of the 2018-19 fiscal year.

Under the scenario outlined by the Governor, the BSA would reach its constitutional maximum of 10
percent of General Fund tax revenues in 2018-19. When this limit is reached, Prop. 2 requires that any
additional dollars that would otherwise go into the BSA be spent on infrastructure, including spending
on deferred maintenance. In other words, Prop. 2 prohibits these additional dollars from being

allocated to ongoing programs and services.

The BSA is not California’s only reserve fund. Each year, the state deposits additional funds into a
“Special Fund for Economic Uncertainties” (SFEU). The Governor's proposed budget calls for an SFEU
balance of $2.3 billion. Including this fund, the Governor’s proposal would build state reserves to a total
of $15.8 billion in 2018-19.

One additional implication of the Governor's proposal is that the $3.5 billion supplemental transfer to

the BSA may not be readily available to help the state meet needs created by future developments,
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such as federal budget cuts. In order to access the BSA funds, the Governor would need to declare a
“budget emergency,” defined by Prop. 2 as a disaster or extreme peril, or insufficient resources to
maintain General Fund expenditures at the highest level of spending in the three most recent fiscal
years, adjusted for state population growth and the change in the cost of living. In contrast, an
additional transfer to the SFEU would leave the funds more readily available to help the state address
uncertainties. This is because funds in the SFEU can be accessed without the need to declare a budget

emergency.

Governor Proposes No Changes to the CalEITC

The California Earned Income Tax Credit (CalEITC) is a refundable state tax credit designed to boost
the incomes of low-earning workers and their families and help them afford basic expenses. The credit
was established by the 2015-16 budget agreement and was subsequently expanded as part of the
2017-18 budget deal.

Prior to this expansion, the CalEITC provided an average credit of more than $500 to around 370,000
families and individuals across the state. (Those with dependents received an average of more than
$800, while those without dependents received an average of just over $100.) Many more Californians

will likely benefit from the CalEITC this year due to the credit expansion.

The Governor's proposed budget makes no changes to the CalEITC. Consistent with prior years, the
Governor proposes maintaining the CalEITC “adjustment factor” at 85 percent for tax year 2018.
(California policymakers must specify the CalEITC adjustment factor in each year’s state budget. This
factor sets the state EITC at a percentage of the federal EITC, thereby determining the size of the state
credit available in the following year.) Additionally, the Administration projects that the CalEITC will
reduce state General Fund revenues by $343 million in 2017-18 and by $353 million in 2018-19.

The proposed budget also does not appear to include any funding to maintain community-based efforts
to promote the CalEITC in order to boost credit claims. The 2016-17 and 2017-18 budget agreements
each included $2 million for grants to community-based organizations and other local entities to
support efforts to raise awareness of the CalEITC. Education and outreach efforts are important
because evidence suggests that many families who were eligible for the credit missed out on it in recent

years.
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Increased Revenues Boost the Minimum Funding Level
for Schools and Community Colleges

Approved by voters in 1988, Proposition 98 constitutionally guarantees a minimum level of funding for
K-12 schools, community colleges, and the state preschool program. The Governor’s proposed budget
assumes a 2018-19 Prop. 98 funding level of $78.3 billion for K-14 education, $3.1 billion above the
revised 2017-18 minimum funding level. The Prop. 98 guarantee tends to reflect changes in state
General Fund revenues and growth in the economy, and estimates of 2017-18 General Fund revenue in
the proposed budget are higher than those in the 2017-18 budget agreement. As a result, the
Governor's proposed 2018-19 budget reflects a $75.2 billion Prop. 98 funding level for 2017-18, $688

million more than the level assumed in the 2017-18 budget agreement.

California’s school districts, charter schools, and county offices of education (COEs) provide instruction
to approximately 6.2 million students in grades kindergarten through 12. The Governor's proposed
budget increases funding for the state’s K-12 education funding formula - the Local Control Funding
Formula (LCFF) — providing sufficient dollars to reach the LCFF’s target funding level in 2018-19. The
proposed budget also pays off outstanding state obligations to school districts. Specifically, the

Governor's proposed budget:

® Increases funding by $2.9 billion to fully implement the LCFF. The LCFF provides school
districts, charter schools, and COEs a base grant per student, adjusted to reflect the number of
students at various grade levels, as well as additional grants for the costs of educating English
learners, students from low-income families, and foster youth. The Governor’s proposal to
increase LCFF funding is sufficient for all K-12 school districts to reach a target base grant in
2018-19 (all COEs reached their LCFF funding targets in 2014-15). As a result, all K-12 districts
would reach their LCFF targets two years earlier than the Governor initially estimated when the

Legislature enacted the LCFF.

e Allocates $1.8 billion in one-time funding to reduce mandate debt the state owes to
schools. Mandate debt reflects the cost of state-mandated services that school districts, charter

schools, and COEs provided in prior years, but for which they have not yet been reimbursed.

® Provides $212 million to support the Strong Workforce Program. The Governor’s proposed
budget provides $200 million to establish a K-12-specific component of the Strong Workforce
Program, which was established as part of the 2016-17 budget for the purpose of expanding
the availability of community college career technical education (CTE) and workforce
development programs. The Governor's proposal also provides $12 million to fund local

industry experts to provide technical support to K-12 districts that operate CTE programs.
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® Provides $133.5 million to fund cost-of-living adjustments (COLAs) for non-LCFF programs.
The Governor's proposed budget funds a 2.51 percent COLA for several categorical programs
that remain outside of the LCFF, including special education, child nutrition, and American
Indian Education Centers. The Governor proposes to use the increases in LCFF grants proposed
for school districts and charter schools to fund the COLA for non-LCFF programs. The
Governor's budget also provides $6.2 million to fund a 2.51 percent COLA for COEs.

® Allocates $100 million in one-time funding to increase and retain special education
teachers. The Governor's proposed budget includes $50 million for one-year, locally sponsored
programs to prepare and retain special education teachers and $50 million for one-time
competitive grants for K-12 school districts that create new, or expand existing, programs to

address the need for special education teachers.

® Provides $65.7 million in ongoing funding to implement a statewide system of support for
K-12 school districts. To help address low student achievement in school districts identified by
the state’s new accountability system, the Governor's proposed budget includes $59.2 million

for COEs and $6.5 million for the California Collaborative for Educational Excellence.

Governor Proposes New Funding Formula for California
Community Colleges

A portion of Proposition 98 funding supports California’s community colleges (CCCs), which help
prepare approximately 2.4 million full-time students to transfer to four-year institutions as well as obtain
training and skills for immediate employment. The Governor’s budget proposes a new funding formula
for CCC general-purpose apportionments and also calls for establishing a fully online community

college. Specifically, the proposed budget:

® Provides $175 million for a new general-purpose apportionment funding formula. The
Governor's proposal would allocate apportionments through three grants: a base grant, a
supplemental grant, and a student success incentive grant. Each CCC district would receive a
base grant based on a per-Full-Time Equivalent Student (FTES) funding rate that, similar to the
current funding formula, would be applied to all districts. Each CCC district would also receive a
supplemental grant based on the number of low-income students it enrolls as determined by
two factors: students who receive a College Promise Grant fee waiver (formerly known as the
Board of Governors Waiver) and students who receive a Pell grant. Each CCC district would
also receive a student success incentive grant based on the number of students who “meet the
following metrics: 1) the number of degrees and certificates granted and 2) the number of
students who complete a degree or certificate in 3 years or less.” The student success incentive

grant would also include additional funds for each Associate Degree for Transfer granted by the
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college. Under the new formula, funding for all CCC districts during the first year of
implementation would be held harmless to the level of funding that the district received in
2017-18. The Governor's proposal also assumes that approximately 50 percent of
apportionment funding would be allocated initially as the base grant, 25 percent as part of the

supplemental grant, and 25 percent as part of the student success incentive grant.

® Includes $161.2 million to provide a 2.51 percent cost-of-living adjustment (COLA) for

apportionments.

® Allocates $120 million to establish a fully online community college. The proposed budget
would allocate $100 million in one-time funding to set up the new online college and provide
$20 million in ongoing funding. The Governor’s Budget Summary asserts that the online college
“will not impact traditional community colleges’ enroliment because its enrollment base will be

working adults that are not currently accessing higher education.”

® Provides $46 million to support implementation of the California College Promise. Under
the proposed spending plan, CCCs could use this funding to support last year’s enactment of
Assembly Bill 19 — the California College Promise — which allows CCCs to waive some or all of
the $46 per unit fee for all first-time California resident CCC students enrolled in 12 units or
more per semester during their first year. The Governor’s budget proposal would also allow

funding to be used for other purposes to “advance specific student success goals.”

® Reduces enrollment growth funding by $13.7 million over the three-year budget window.
The proposed budget increases funding available for enrollment growth by $60 million in 2018-
19, but reduces funding by $73.7 million to reflect unused enrollment growth funding in 2016-
17.

The Governor's proposed budget also provides CCCs with $264.3 million in one-time funding for
deferred maintenance and an additional $32.9 million to fund a new Student Success Completion Grant,
consolidating funding for the Full-Time Student Success Grant and the Community College Completion
Grant and basing the new grant on the number of units a qualifying student takes each semester or

each year.

Budget Proposal Includes Modest Funding Increases for
CSU and UC

California supports two public four-year higher education institutions: the California State University
(CSU) and the University of California (UC). The CSU provides undergraduate and graduate education to
roughly 479,000 students on 23 campuses, and the UC provides undergraduate, graduate, and

professional education to about 273,000 students on 10 campuses.
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The Governor's proposed 2018-19 budget includes modest increases in General Fund spending for the
CSU and the UC, with the expectation that these institutions will implement certain improvements.

Specifically, the proposed spending plan:

® Increases funding for the CSU by $92.1 million. The Administration expects the CSU to use
these funds to improve the graduation rates of two-year transfer students and four-year

graduation rates, as outlined in the CSU Graduation Initiative 2025.

® Increases funding for the UC by $92.1 million. The Administration’s proposal increases
funding for “base growth” by 3 percent. In addition, $50 million in funding from the 2017-18
budget package is contingent on the University providing evidence of meeting several budget

and enrollment expectations by May 1, 2018.

® Provides $7.9 million to reverse a scheduled decrease in Cal Grant tuition awards for
private nonprofit institutions. The spending plan proposes to maintain the maximum award for
new students attending private nonprofits accredited by the Western Association of Schools
and Colleges at $9,084. The Governor's proposal requires these institutions to admit at least
2,500 students in 2019-20 who have earned an Associate Degree for Transfer from the

California community colleges and are guaranteed junior status, and 3,000 such students in
2020-21.

® Does not relect funding to cover increased Cal Grant costs that would result from potential
tuition increases at the CSU and the UC. The Governor's budget summary notes that both the
CSU and the UC have indicated that they may present tuition increases to their governing
bodies, which would require increased funding for Cal Grants. For 2018-19, the CSU is
considering a 4 percent tuition increase, and the UC is considering a 2.5 percent tuition

increase.

Administration Proposes “Inclusive” Competitive Grant
Program for Child Care and Preschool Providers

California’s child care and development system allows parents with low and moderate incomes to find
jobs and remain employed while caring for and preparing children for school. State policymakers
dramatically cut funding for these programs during and after the Great Recession, which hampered
families’ access to safe and reliable early care and education. Even as the state’s economy continues to
grow and revenues increase faster than earlier forecasted, funding for the child care and development
system in the current 2017-18 fiscal year remains more than $500 million below the pre-recession level,

after adjusting for inflation.
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The 2018-19 budget proposal creates a new competitive grant program with one-time funding of
$167.2 million ($125 million Proposition 98, $42.2 million federal TANF funds). The stated goal of the
Inclusive Early Education Expansion Program is to “increase the availability of inclusive early education
and care for children aged 0 to 5 years old” in order to boost school readiness and improve academic
outcomes for children from low-income families and children with exceptional needs. The grants are to

be targeted to areas with low incomes and low access to care. In addition, the budget proposal:

® Provides $47.7 million to increase the Standard Reimbursement Rate by 2.8 percent. For
providers that contract directly with the state, the proposal increases rates effective July 1, 2018
($31.6 million Prop. 98 General Fund, $16.1 million non-Prop. 98 General Fund).

® Provides $13.3 million General Fund to make permanent a hold harmless provision for
voucher-based child care providers. Families can access subsidized care by using a voucher to
select a child care provider of their choice. The value of these vouchers is based on the state’s
Regional Market Rate Survey, which is conducted on a periodic basis. The 2017-18 budget
package updated the payment rate for these child care providers using the most recent survey
and included a hold harmless provision to ensure that providers would not see a decrease in
payment rates. The hold harmless provision in the 2017-18 budget was temporary, and the

proposed 2018-19 budget makes this hold harmless provision permanent.

® Provides $8.5 million Prop. 98 General Fund to increase the number of slots in the state
preschool program. The proposed budget adds 2,959 full-day state preschool slots for Local
Education Agencies beginning on April 1, 2018, as stipulated in a multiyear plan included in the
2016-17 budget agreement.

Proposed Budget Emphasizes the Uncertainty Over the
Fate of Medicaid and the Federal Affordable Care Act

Last year, congressional leaders made multiple attempts to repeal the Affordable Care Act (ACA) and
substantially reduce federal funding for Medicaid, which provides health coverage to tens of millions of
Americans with low incomes, including more than 13 million in California. (Medi-Cal is California’s
Medicaid program.) While these efforts failed, the federal government has pursued other changes that
threaten to destabilize insurance markets and reduce the number of people with health coverage. For
example, the Republican-backed tax bill — which President Trump signed into law last month — repealed
the financial penalty (effective in 2019) for people who fail to opt in for health coverage. This change is
expected to both reduce the number of people with health insurance and drive up premiums for those
who continue to purchase coverage on the individual market. In addition, President Trump has used his

executive authority to advance a number of policies designed to weaken the ACA.
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The Governor's budget summary acknowledges the uncertainty surrounding these potential federal
policy changes, including whether they would “ultimately be approved or when they would take effect.”
As a result, the Governor's proposals assumes that current federal and state health policies will remain

in place.

In addition, the Governor's proposed budget:

® Projects total Medi-Cal enrollment of 13.5 million in 2018-19. This is up from 7.9 million in
2012-13, an increase that is due primarily to California’s full implementation of federal health

care reform.

® Projects total Medi-Cal spending of $101.5 billion in 2018-19, which is comprised primarily
of federal dollars. Federal support for Medi-Cal is projected to be $67.1 billion in 2018-19,
roughly two-thirds of total funding for the program. State General Fund support for Medi-Cal is
projected to be $21.6 billion in the upcoming fiscal year, with other non-federal funds providing

the remaining $12.8 billion.

¢ Estimates that the state’s share of cost for the “optional” Medi-Cal expansion will be $1.6
billion in 2018-19, substantially lower than the projected federal share ($21.3 billion). In
January 2014, California — as allowed by the ACA — expanded Medi-Cal eligibility to certain low-
income adults who previously did not qualify for the program. For the first three years, the
federal government paid 100 percent of the costs for these new Medi-Cal enrollees, who are
projected to number 3.9 million in 2018-19. California began to pay a small portion of the cost
in 2017, with the state’s share set to gradually increase to 10 percent in 2020 and beyond under

current federal law.

® Estimates that Proposition 56 (2016) will raise $1.3 billion in tobacco tax revenues during

2018-19, with most of these funds allocated to Medi-Cal. Approved by voters in 2016, Prop.
56 increased the state’s excise tax on cigarettes by $2 per pack effective April 1, 2017. The
measure also triggered an equivalent increase in the excise tax on other tobacco products and -
for the first time — applied the state excise tax to electronic cigarettes that contain nicotine.
Prop. 56 requires that the majority of the revenues raised by the measure go to Medi-Cal. The
Administration projects that Medi-Cal will receive $850.9 billion from this new funding source in
2018-19, with these dollars proposed to be allocated as follows:

- $649.9 million for supplemental payments and rate increases for Medi-Cal providers;

- $169.4 million “to support new growth in Medi-Cal compared to the 2016 Budget Act”;

and

- $31.6 million to boost funding for certain home health providers.
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Governor Highlights Uncertainty of Federal Funding for
the Children’s Health Insurance Program (CHIP)

CHIP is a joint federal-state program that supports health insurance for almost 9 million children
throughout the US during the course of a year, including over 2 million in California. In California, CHIP-
eligible children from families with incomes up to 266 percent of the federal poverty line (FPL) — $65,436
for a family of four — receive health care services through Medi-Cal. (These children previously would
have been enrolled in the Healthy Families Program, which was eliminated in 2013). Through separate,
smaller programs, CHIP also supports health care services for certain children whose families earn up to
322 percent of the FPL in San Francisco, San Mateo, and Santa Clara counties, as well as for pregnant

women in families with incomes up to the same level.

Since late 2015, the federal government has paid 88 percent of CHIP costs in California, with the state
covering the remaining 12 percent. Previously, the federal share was set at 65 percent. Last year, with
the program authorized only through September 2017, the Governor assumed that Congress would
reauthorize CHIP at the 65 percent level effective October 1, 2017. However, Congress failed to
allocate long-term federal funding for CHIP and has only managed to approve temporary funding that
expires in March 2018. The short-term extension funded CHIP at 88 percent, and the Governor expects
about $150 million General Fund savings to be reflected in the May Revision. These savings are not
reflected in the January proposal because the funding extension occurred after the budget was

finalized.

The Governor's proposed 2018-19 budget still assumes that Congress will eventually renew CHIP
funding, at the lower 65 percent level. If Congress does not reauthorize CHIP, however, the Affordable
Care Act requires California to continue coverage for those children receiving care through Medi-Cal,
with a 50 percent federal share. On a conference call with stakeholders, Administration officials did not
confirm that the state would continue to cover the 32,000 children and pregnant women who do not
qualify for federally funded Medi-Cal.

Governor Proposes One-Time Increase to CalWORKSs
Single Allocation, Provides Funds to New Home Visiting
Pilot

The California Work Opportunity and Responsibility to Kids (CalWORKSs) program provides modest cash
assistance for 860,000 low-income children while helping parents overcome barriers to employment and
find jobs. CalWORKSs is the state’s version of the federal Temporary Assistance for Needy Families

(TANF) program. Counties receive most of their funding to support CalWORKSs activities (including
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employment services and certain child care services) through the “CalWORKs single allocation,” which

has historically been budgeted based on projected caseload.

Last year, in response to the continued decline in the CalWORKSs caseload, the 2017-18 budget
agreement reduced the single allocation by about $140 million and required the Administration and the
counties to devise a new budgeting methodology to “address the cyclical nature of the caseload
changes and impacts to county services.” The Governor's 2018-19 proposed budget includes a one-
time increase in the single allocation of $187 million until the revised methodology is adopted; this is an
11 percent increase relative to the 2017-18 allocation of $1.7 billion. Additionally, with the state
minimum wage scheduled to increase from $11 to $12 on January 1, 2019 for large businesses,
CalWORKs spending is expected to decrease by $1.2 million General Fund as more families earn an

income that is above the eligibility limit (but still far below the level needed to make ends meet).

At their current levels, CalWORKSs grants fail to lift most families out of “deep poverty,” which is defined
as having an income that is below half of the federal poverty line ($10,210 for a family of three in 2017).

The Governor does not propose any increase to CalWORKSs grant levels or time limits, even though this

would be necessary to fully restore cuts that state policymakers made to the program during and after

the Great Recession.

The Governor's proposal does allocate a total of $158.5 million in one-time TANF funds through 2021
for a new voluntary home visiting pilot program, with $26.7 million in the first year. Evidence-based
home visiting programs offer resources and parenting skills development to new and expecting parents,
particularly those who are at-risk. The proposed initiative would apply existing models currently in place
in the state to serve first-time CalWORKSs parents with the aim of encouraging healthy development of
low-income children, promoting healthy parenting, and preparing parents for work. On a conference
call with stakeholders, Administration officials indicated an implementation target date of January 2019

for the pilot program.

Governor Projects a Federal Increase for SSI/SSP Grants in
2018-19, but Does Not Provide a State Increase

Supplemental Security Income/State Supplementary Payment (SSI/SSP) grants help well over 1 million
low-income seniors and people with disabilities to pay for housing, food, and other basic necessities.
Grants are funded with both federal (SSI) and state (SSP) dollars. State policymakers made deep cuts to
the SSP portion of these grants in order to help close budget shortfalls that emerged following the
onset of the Great Recession in 2007. The SSP portions for couples and for individuals were reduced to

federal minimums in 2009 and 2011, respectively. Moreover, the annual statutory state cost-of-living
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adjustment (COLA) for SSI/SSP grants was eliminated beginning in 2010-11, after having been

suspended for several years.

California took a modest step toward reinvesting in SSI/SSP by funding a 2.76 percent COLA for the
SSP portion of the grant in the 2016-17 fiscal year. This boosted the monthly SSP grant to $160.72 for
individuals (an increase of $4.32) and to $407.14 for couples (an increase of $10.94). However, SSP
grants were not further increased in 2017-18, and these grants would continue to remain frozen at the

current levels under the Governor's proposed 2018-19 budget.

The Administration does project that the federal government will increase the SSI portion of the grant

by 2.6 percent effective January 1, 2019. As a result of this projected federal increase:

® The maximum monthly combined SSI/SSP grant for individuals who live independently
would increase from the current level of $910.72 to $930.72 on January 1, 2019. This
projected 2019 grant level equals 92.6 percent of the current federal poverty guideline for an
individual ($1,005 per month).

® The maximum monthly combined SSI/SSP grant for couples who live independently would
increase from the current level of $1,532.14 to $1,562.14 on January 1, 2019. This
projected 2019 grant level equals 115.5 percent of the current poverty guideline for a couple
($1,353 per month).

Proposed Budget Highlights Impact of Proposition 57,
Which Provides New Tools for Reducing Incarceration

Currently, about 130,000 people who have been convicted of a felony offense are serving their
sentences at the state level — down from a peak of around 173,600 in 2007. Most of the individuals who
are currently incarcerated — nearly 114,300 — are housed in state prisons designed to hold slightly more
than 85,000 people. This level of overcrowding is equal to 134.3 percent of the prison system’s “design
capacity,” which is below the prison population cap — 137.5 percent of design capacity — established by
a 2009 federal court order. (In other words, the state is in compliance with the court order.) In addition,
California houses nearly 15,700 individuals in facilities that are not subject to the court-ordered cap,
including fire camps, in-state “contract beds,” out-of-state prisons, and community-based facilities that

provide rehabilitative services.

The sizeable drop in incarceration has resulted largely from a series of policy changes adopted by state

policymakers and the voters in the wake of the federal court order. The most recent reform was
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Proposition 57, a 2016 ballot measure that provided state officials with new tools to address ongoing

overcrowding in state prisons. Prop. 57:

® Gave the California Department of Corrections and Rehabilitation (CDCR) broad authority to

award sentencing credits to reduce the amount of time that people spend in prison.

® Requires parole consideration hearings for state prisoners who have been convicted of a

nonviolent felony and have completed the full term for their primary offense.

® Requires juvenile court judges to decide whether a youth accused of a crime should be tried in

adult court.

With the implementation of Prop. 57, the average daily number of incarcerated adults is projected to
drop from just over 130,300 in 2017-18 to about 127,400 in 2018-19 (a 2.2 percent decline), according
to Administration estimates. Moreover, the Administration anticipates that by freeing up space in state
prisons, Prop. 57 — along with other recent criminal justice reforms — will allow the state to end the use
of one of two remaining out-of-state prison facilities by the end of the current fiscal year (June 30), and
to end the use of the other facility by the fall of 2019. Currently, more than 4,200 Californians are
housed in facilities in Arizona and Mississippi because there is no room for them in state prisons given

the court-imposed prison population cap.

In addition, the Governor’s proposed 2018-19 budget includes:

® Overall General Fund support of $11.7 billion for the CDCR, up slightly from $11.5 billion in the
current fiscal year (2017-18). Spending on state corrections now makes up roughly 9 percent of

total General Fund expenditures, down from 11.4 percent of total General Fund spending in
2011-12.

® $131.1 million General Fund to address failing roofs and mold in various facilities, aging

communications equipment, and outdated medical transport vehicles.

® $26.6 million General Fund to establish a firefighter training program for formerly incarcerated

adults.

® $20.1 million General Fund to “address mental health treatment bed capacity issues” as well as

to “monitor health care data reporting and patient referrals.”

® $9.2 million General Fund to expand rehabilitative programming activities for incarcerated

adults, including both career technical education and self-improvement programs.

® $3.8 million General Fund for certain changes related to juvenile justice, including increasing to
age 25 both the “"ward age” for juvenile court commitments (up from age 23) and the “age of

confinement” for superior court commitments (up from age 21). These changes are intended to
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allow youth involved with the juvenile justice system to benefit from rehabilitative activities
designed for their age group as well as to “be more successful upon release,” according to the

Governor's budget summary.

Finally, the Administration estimates that Prop. 47 will generate net state savings of $64.4 million in
2017-18, with ongoing annual savings expected to be approximately $69 million. Approved by
California voters in 2014, Prop. 47 reduced penalties for certain nonviolent drug and property crimes
from felonies to misdemeanors and generally allowed people who were serving a felony sentence for
these crimes at the time of Prop. 47's passage to petition the court to have their sentence reduced to a
misdemeanor term. The annual state savings from Prop. 47 are required to be allocated as follows: 65
percent to mental health and drug treatment programs, 25 percent to K-12 public school programs for

at-risk youth, and 10 percent to trauma recovery services for crime victims.

Governor’s Budget Maintains Additional Resources to
Address Impact of Federal Actions on Immigration

The Administration notes that more than half of all children born in California have at least one foreign-
born parent and that immigrants have been critical to California’s labor force and economic growth
throughout the state’s history. Given the prominence of immigrants in California’s population and the
state’s economy, recent and ongoing federal actions to limit immigration and aggressively enforce
immigration laws particularly impact California. These issues have been an area of particular tension

between the Trump Administration and California’s state and local governments.

The Governor's proposed budget continues an expansion of state resources included in last year's
budget to address federal actions that affect California’s immigrant residents. The proposed 2018-19
budget includes $45 million General Fund dedicated to legal services for people seeking help with
securing legal immigration status, defense against deportation, and other immigration services, as well
as $3 million to assist undocumented immigrants who are unaccompanied minors, both through the
Department of Social Services. The Governor's budget also maintains increased funding for the
Attorney General’s office to address federal actions and proposes to make this increased funding

permanent.

Budget Proposal Reflects New Funding For
Transportation Approved in 2017

Last year, the Governor and Legislature passed the Road Repair and Accountability Act of 2017 (Senate

Bill 1), a 10-year, $55 billion transportation package. SB 1 funds improvements in state and local

1107 9th Street, Suite 310, Sacramento, California 95814 916.444.0500 calbudgetcenter.org | 15



CALIFORNIA BUDGET & POLICY CENTER |

transportation infrastructure by increasing the state gas tax for the first time since 1994 (raising it to its
inflation-adjusted level relative to 1994) and through a series of other fuel taxes, vehicle fees, and other
transportation-related fees. The Governor’s proposed 2018-19 budget includes $4.6 billion in funding

provided by SB 1, split evenly between state and local transportation projects.

Administration’s Housing Proposals Implement the 2017
Legislative Housing Package

The Governor's proposed budget includes several references to California’s high housing costs and
their implications for families and individuals as well as the economy. The Governor notes the large
percentage of Californians paying more than half of their incomes toward housing, the negative impact
of high housing costs on job growth and inflation, and the significant gap between housing production
and demand. To begin to address California’s housing affordability crisis, last year the Legislature
passed, and the Governor signed, a comprehensive package of housing legislation. These bills included
multiple strategies to improve housing affordability, including directly financing affordable housing
production, facilitating private-market housing production, and increasing local accountability for

accommodating a fair share of new housing development.

The housing proposals in the Governor’s budget reflect implementation of components of the

legislative housing package. Specifically, the Governor's proposed budget:

® Allocates $245 million from the real estate transaction fee established by Senate Bill 2 for
affordable housing and homelessness programs. Funds from this new fee, which are expected
to total $258 million annually, must be primarily targeted to homelessness services and local
government capacity building for housing planning in this first year of implementation (with

funds in future years largely dedicated to affordable housing development).

® Provides $3 million General Fund to the Department of Housing and Community

Development to implement various changes included in the housing package.

® Anticipates voter approval of the $4 billion housing bond that will be placed on the
November 2018 ballot as another component of the legislative housing package, while
allocating $277 million of new housing bond funds toward the Multifamily Housing
Program. This program supports development, rehabilitation, and preservation of rental

housing affordable to lower-income households.
These proposals, combined with continuation of existing programs, loans, and tax credits administered

through various state departments and agencies, bring the total proposed state funding for affordable

housing and homelessness to $4.37 billion.
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Governor Proposes Extending and Expanding the
California Competes Tax Credit Program

California Competes provides income tax credits to certain businesses in order to encourage companies
to move to, stay in, or expand in California. The program was established in 2013, together with two
other economic development programs, as a replacement for the state’s Enterprise Zone programs.

Under current law, California Competes will expire in 2017-18.

The Administration proposes extending California Competes for five years and making $180 million in
credits available to qualifying businesses in each of those years. The proposed budget also provides $20
million annually to assist small businesses and “reconstitutes” $50 million per year to encourage

businesses to hire people facing barriers to work, such as parolees, CalWORKSs parents, and veterans.

A recent Legislative Analyst’'s Office (LAO) report recommended that the Legislature end California
Competes based on a preliminary evaluation of the program. Specifically, the LAO found that while the
“executive branch has made a good faith effort to implement California Competes,” the program
produced “windfall benefits” to businesses in some cases without any increase in overall state economic
activity. Additionally, the LAO noted that it is difficult to assess the effectiveness of targeted tax

incentives and suggested that “broad-based tax relief” for all businesses would be preferable.
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