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GOVERNOR
Gavin Newsom

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 place where a prosperous and fulfiling 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 opportunities 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 can achieve a better life, regardless of where they start
out—is central to who we are as Californians. As elected representatives of the people, it's our job to make

the Cadlifornia Dream real once more.

Even in a time of economic growth and record employment, foo many Californians are experiencing the
squeeze of stfagnant 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 aft this new beginning—I 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 partnership 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 fearing 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 fime, 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 cost 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 CAPITOL ¢ SACRAMENTO, CALIFORNIA 95814 « (916) 445-2841
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INTRODUCTION

INTRODUCTION

oday, California’s economy is larger than all but four nations. In just eight years, the

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
recovery, continues to save and to address structural liabilities, prepares for uncertain
times ahead, and meets the challenges of today so that all Californians can count on @
measure of security and a real shot at opportunity. To achieve these goals, the Budget
is centered on making necessary investments for an effective government, promoting
affordability and opportunity, and supporting just and dignified treatment for all
Californians.

EFFECTIVE GOVERNMENT

To promote a more effective government that can withstand 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 state’s unfunded pension liabilities, pays off long-standing budgetary debts,
continues to build and strengthen the state’s Rainy Day Fund, and makes critical
investments to improve California’s emergency readiness, response, and recovery
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.

AFFORDABILITY 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 new “Working Families Tax Credit” to help
families—particularly those with young children—receive a bump in theirincome 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 ensure 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 addresses 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 excess 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
fo be the first in the nation to provide newborns with the opportunity to be cared for by
a parent or close relative for the first six months of the child’s life by expanding
California’s Paid Family Leave program; providing universal full-day, full-year preschool
for all income-eligible 4-year-olds and increased funding so all children in California can
aftend full-day kindergarten; and making investments in critical child care workforce
and facility infrastructure to improve quality, affordable child care.
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The Budget builds on these early years by providing an historic level of funding for K-12
schools—with the per-pupil expenditure now nearly $5,000 higher than just 7 years
ago—and greater investments to assist students with the greatest needs.

So that colleges 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 AND DIGNITY

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 iliness, and a criminal justice system that can do more to focus
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 significant 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 is currently experiencing
record low unemployment and has added hundreds of thousands of jolbs 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 Budget 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 policy options to address an
economic slowdown. By the time the budget year starts, the nation will have
experienced 10 straight years of economic expansion—matching the longest
economic expansion in modern history.

The Budget assumes moderate growth over the 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 nearly $70 billion revenue loss and a
$40 billion budget deficit over three years.
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Annual 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 BUDGETARY RESILIENCY AND PAYING DOWN UNFUNDED RETIREMENT
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 AND REVERSING DEFERRALS

The Budget includes $4 billion to eliminate budgetary debts and reverse the deferrals of
the past decades. Specifically, the Budget proposes:
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* $2.4 billion to pay off the state’s budgetary debts, including the elimination of all
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.

* $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 balance
the budget nine years ago. The state has been deferring this payment ever since;
this action eliminates this long-standing practice.

e $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, bringing 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 revenues 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 this reserve to $200 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 UNFUNDED RETIREMENT LIABILITIES

Building and maintaining the fiscal health of the state's retirement systems is crifical 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 California Public Employees'
Pension Reform Act of 2013 (PEPRA) that capped benefits, increased the retirement
age, and required employees to confribute 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.
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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

YThe state portion of the unfunded liability for teachers' pensions is $35.3 billion.

? 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—$1.8 billion in
2019-20—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 down this
liability will result in estimated savings of $7.4 billion over the next three decades.

EMERGENCY READINESS, RESPONSE AND RECOVERY

The state has faced unprecedented natural disasters over the past two years. 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. 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, builds up the state's firefighting
capabilities, and provides critical relief to communities struggling 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 backfilled.

The state must do more to help local governments and individuals be more
prepared for the next emergency. The Budget proposes $50 milion General Fund
one-time for local grants and to immediately begin a comprehensive, statewide
education campaign on disaster preparedness and safety. The Budget also includes
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$60 million General Fund one-time to jump-start upgrades to the 9211 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 fo changing fire conditions, the Budget includes $200 million General Fund to
augment CAL FIRE’s firefighting capabilities, adding 13 additional year-round

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 engines to support the state's critical mutual aid system.

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

PROVIDING SUPPORT FROM CRADLE TO CAREER
EARLY CHILDHOOD

The first five years of a child’s life are the foundation for the child's future. The Budget
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—the norm in most developed countries—leads to positive health and
educational 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 tfo 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. The Budget 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 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—including better
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alignment of existing worker protections and establishing non-retaliation protections for
all workers—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 working
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 o implement a
comprehensive, high-quality child care system in the state—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 build 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 experiences
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 competitive
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, including K-12 and higher education, is the largest share of the
state’s budget and the single greatest determinant of a strong workforce. The Budget
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.
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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
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The Local Conftrol Funding Formula will grow to $63 billion with a 3.46-percent
cost-of-living adjustment (COLA) proposed in the 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 enroliment 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 conftribution
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.
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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.

HIGHER EDUCATION

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 increased 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.

e University of Californiao—$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.

e California State University—$300 million ongoing General Fund for operational costs,
increased enroliment, 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.

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

ADDRESSING AFFORDABILITY

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 six. 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—reaching 400,000 additional families. This expanded "Working
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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 state’s tax policies in line with the new federal law
and remove administrative burdens for small businesses.

California is facing a housing crisis. 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 share of theirincome 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 affordability 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 overall 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 AND DIGNITY

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
address 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, one 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
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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 tfreatment, 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 a well-functioning correctional system is 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 maijor 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 enforcement 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
governments 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 fiscal 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
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paying debts and saving. The Budget makes strategic investments, mainly one-time,

to address affordability, 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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SUMMARY CHARTS

T his section provides various statewide budget charts and tables.
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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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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 -1 -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)
; Other
K 1&\,‘;‘?‘;22;”” ($11,972)
40.7% 8.4%

~— Natural Resources
($3,509)
2.4%

Health
($30,312)
21.0%

Correctionsand __—

Rehabilitation Human Services

($ 232#/82) ($9,990)
e 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 2737 1767 970 -35.4%

Account/Rainy Day Fund
Total $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!/
(Dollars in Millions)

Sales and Use Tax
/ ($27,424)
19.0%
Other
($459)
" 03%

— Corporation Tax

Personal Income__

Tax $13,125
(5100.547) Ml
. 0
\ Insurance Tax
($2,830)
2.0%

" Excludes $1,767 million transfer to Rainy Day Fund.
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SUMMARY CHARTS

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)

Human Services

($21,394) ‘

10.2%
Transportation ——
($14,866)
7.1%

Health
($43,434)
20.8%

($35,376)
16.9%
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Corrections and
Rehabilitation
($15,518)

7.4%

K-12 Education
($60,528)

Higher Education
($17,952)
8.6%

29%
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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%
High U T.
9 w%&zggs) ez Alcoholic Beverage
_

Taxes and Fees

0,
4.2% ‘ $389)
Motor Vehicle Fees/ | Corporation Tax 0.2%
($9,811) Insurance Tax—/ Cigarette Tax ($13'125)
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 is one 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 promotes 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 invests in each of these three
areas so that more children get the healthy start that prepares them and their families
for the years ahead:

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

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

CHILD CARE AND EARLY LEARNING

Access to high-quality, affordable child care and early learning programs is essential

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.

UNIVERSAL FuLL-DAY KINDERGARTEN

Attendance in kindergarten is beneficial to a child's long-term academic attainment.
Unfortunately, many California children—including foo many low-income kids and
English language learners—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 impediment 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 million one-time non-Proposition 98 General

Fund for the same purposes or to fund other activities that reduce barriers to providing
full-day kindergarten.

UNIVERSAL PRESCHOOL

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 a long-term plan to provide universal preschool in
California.

As a first step toward universal preschool, the Budget proposes increasing access to the
existing State Preschool program for all low-income four-year-olds.
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* 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.

* To ensure that otherwise 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 enrollment
in higher education to access the full-day program.

* 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
frained workforce is available, and to identify revenue options to support universal
access. The plan may include proposed changes to the transitional kindergarten
program given the overlap between that program and universal preschool.

IMPROVING ACCESS AND QUALITY OF SUBSIDIZED CHILD CARE IN CALIFORNIA

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 workforce to
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:

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

» 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
confract with a research and analysis entity to develop the road map to provide
universal preschool in California, as well as a long-term plan to improve access to and
quality 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
parents pursuing employment or higher education.

INCREASE CALWORKS GRANTS TO 50 PERCENT OF THE FEDERAL POVERTY LEVEL

The Budget proposes to increase CalWORKs grant levels by 13.1 percent, effective
October 1, 2019, which will bring monthly grant payments to 50 percent 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 thereafter) 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.

INCREASED SUPPORT FOR LOCAL CHILD SUPPORT AGENCIES

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 GRANT ACCESS AWARDS FOR STUDENT PARENTS

Although 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 due 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 Call
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.

EARLY CHILDHOOD HEALTH AND WELLNESS

Nearly one-third of the state’s population, and approximately 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 childhood 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 frauma in
children and adults and providing freatment 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 rates 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.

ADVERSE CHILDHOOD EXPERIENCES (ACES) AND DEVELOPMENTAL SCREENINGS

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, this
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
stakeholders 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 developmental
screenings for children. Developmental screenings assess a child’s educational, social,
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 INFANT HEALTH PROGRAMS

Home visiting services for children aged 0-3 that provide interventions 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 reduce 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 CalWORKs 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 by 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 Public 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 participation 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 development 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 income 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 fime. It helps children,
helps parents, 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—the norm in most developed countries—leads to positive 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 leave 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-traditional families—single
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parents or parents who do not give birth to their children—get less 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 affordability 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 budget 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 relative 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 evaluating 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—including alignment of existing worker protections and
non-retaliation protections—to increase the ability of all workers to access these
important benefits.

CHILD SAVINGS ACCOUNTS

Child Savings Accounts are accounts designated for 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 (hormally 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 development 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

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
education.

INVESTING IN EDUCATION

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
school 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
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PROPOSITION 98

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 from
state and local property taxes. Proposition 98 is designed 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 Test 2), 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 projected to be
operative for fiscal years 2017-18 and 2019-20 and Test 3 is projected 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, respectively,
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 minimum 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 levels noted above, total K-12
per-pupil expenditures from all sources are projected to be $16,857 in 2018-19 and
$17,160 in 2019-20—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.

Figure K12-02
K-12 Education Spending Per Pupil
$20,000

$18,000 $16,857 ———— $17,160

$15,635
$16,000 I

$14,000 -

$12,000

$10,000 A $11,207

$11,568 $12,003

$8,000 -
$6,000 -
$4,000 -

$2,000 A

$0 -
2017-18 2018-19 2019-20
B Proposition 98  OAll Funds

IMPROVING LONG-TERM FISCAL STABILITY FOR SCHOOLS

According to the Fiscal Crisis Management 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 years, down from a high of 188 school districts in 2011-12. While this
level of stability reflects the relative fiscal health of the state’s public K-12 education
system, significant fiscal challenges lie ahead for many local educational agencies.

Statewide K-12 enrollment continues to decline (Figure K12-03), which has the effect of
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 significant
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 liabilities in the California State Teachers’
Retirement System (CalSTRS) and the California Public Employees’ Retirement System
(CalPERS) have increased employer conftribution rates, which are scheduled to grow
through 2020-21. Salary increases and rising health 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 educational 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. To support this work
at the local level, the Budget includes several statewide investments to help local
educational agencies better balance revenues and costs.

CALSTRS EMPLOYER CONTRIBUTION RATE

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 and
community colleges), employees (teachers), and the state are each required to pay

34 GOVERNOR'S BUDGET SUMMARY — 2019-20



K-12 EDUCATION

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 2013-14 to
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. The remaining
$2.3 billion would be paid toward the employers’ long-term unfunded liability. Overall,
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 point. This investment will free up local dollars for investment in education,
or to match the state's commitment to pay down pension liabilities.

LocAL CONTROL FUNDING 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
practical 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 base grant for each local educational agency per unit of average daily
aftendance, 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 20-percent supplemental grant for English learners, students from low-income
families, and youth in foster care to reflect increased costs associated with
educating those students.

* An additional concentration grant of up to 22.5 percent of a local educational
agency's base grant, based on the number of English learners, students from
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 aftend 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 Proposition 98 General Fund increase for the LCFF,
which reflects a 3.46-percent cost-of-living adjustment (COLA), and brings total LCFF
funding fo $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 to 2019-20
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IMPROVING STUDENT OUTCOMES

It is a 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:

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

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

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

» 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 ACCOUNTABILITY SYSTEM

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 federally
controlled, based mostly on standar