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GOVERNOR
Gavin Newsom

January 10, 2025

Dear Members of the California Legislature,

With foresight and fortitude, California has weathered extraordinary global and domestic turmoil over the past
six years to produce balanced budgets that protect our most vulnerable citizens, strengthen opportunities for
working people, and expand the state’s ecosystem of innovation and creativity. We have worked together to
bring stability fo California despite the economic shock of the pandemic, a severe decline in the stock
market, and delayed fax filings imposed by the IRS, all exacerbating swings in revenues and uncertainty that
are a hallmark of California’s volatile tax system. We have brought stability to the budget without imposing
any broad-based tax increases, while paying down long-term debt, storing away budget reserves, and

returning $18 billion in tax refunds.

Current and past members of the Legislature should feel proud of the work we've done to use government
resources wisely, save for the future, and protect the prosperity of ordinary Californians. But we cannot rest on
this progress. The budget | present to you today builds on a framework that balanced the books over two
years instead of just one—an unprecedented effort fo address the budget shortfall we faced. This has
provided us with a clear-eyed view of the near future and made our task easier this year. However, work
remains to ensure California’s finances remain in order in the years to come. In the months ahead, California is
facing a new federal administration that has expressed unalloyed and uninformed hostility toward the state,
threatening the funding of essential services for political stunts. Continued global instability and the prospect
of another downturn in the financial markets, as well as additional pressure on state expenditures for health

care and other programs, are warning signs to remain vigilant and prudent.

It's my mission in the remaining years to build on California’s success and protect the economic foundation
we've created. We have expanded and improved our education system, from adding fransitional
kindergarten to building an apprenticeship program for hundreds of thousands of new workers in good-paying
jobs. We have built a healthier and cleaner California by nurturing a green economy that manufactures and
invents EVs, hybrids, and new ways to power our state without burning carbon. We have slimmed down
government, cut red tape, and transformed vital services such as the DMV, now praised for its efficiency and
innovation. And we have worked with urgency to bring down costs for all Californians, including passing

nearly four dozen CEQA reforms to build more housing, faster.




As with every year, this January budget reflects a point-in-time assessment of the state’s finances and the
priorities of my Administration. We will continue to assess the state’s ongoing fiscal position and include
appropriate adjustments in the May Revision. Our work is just beginning. | look forward to working with new
and returning members of the Legislature on a final 2025-26 budget that assures California a strong economic

future well into the 21st century.

With respect,

/s/ Gavin Newsom

Gavin Newsom

STATE CAPITOL « SACRAMENTO, CALIFORNIA 95814 « (916) 445-2841
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INTRODUCTION

INTRODUCTION

alifornia begins 2025 in a stronger fiscal position than it has in recent years. The

combination of extreme revenue volatility and an unprecedented federal tax
filing delay contributed to significant budget shortfalls over the past two years. Last
year, the Governor proposed a multi-year approach that closed not only the estimated
shortfall for the 2024-25 fiscal year, but for the 2025-26 fiscal year as well. While passage
of this budget framework represents significant progress, the state’s current fiscal
outlook underscores the need for continued vigilance to strengthen budget resiliency
and fiscal stability even further.

As such, the state’s ongoing commitments must continue to be examined over the
coming months and necessary adjustments will be proposed at the May Revision, when
a clearer view of state’s finances emerges. Meanwhile, this Governor’s Budget further
supports vital initiatives that improve the lives of millions of Californians—in education
and health care, as well as housing and homelessness—while enhancing economic
development and supporting public safety. For example, through implementation of
the Master Plan for Career Education, this Budget makes it easier for Californians to
receive college credit for their real-world experience and creates more pathways to
fulfilling careers in California. The Budget also reflects full implementation of universal
transitional kindergarten, increased funding for universal school meals, and
implementation grants will be fully disbursed in 2025-26 to support the community
school model at more than 2,000 public schools. Also, since 2021, through California
Jobs First, the state has leveraged federal and private funds, investing in 13 regions
across the state to create quality jobs and bolster resilience to climate and global
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INTRODUCTION

challenges. And the Budget recognizes the importance of keeping Californians safe by
maintaining an investment of approximately $1.6 billion since 2022-23—including
$283.6 million in 2025-26—to support state and local public safety efforts.

OUTLOOK AND RISKS

The economy has generally performed better than projected in the 2024 Budget Act,
leading to an upgrade to the forecast in the near term and modest upward revisions in
the long term. The stronger-than-anticipated performance of the economy, stock
market, and cash receipts, combined with an improved economic outlook, have all
contributed to the upgraded revenue forecast, with General Fund revenues before
accounting for fransfers and tax policy proposals projected to be higher by
approximately $16.5 billion in the three-year budget window.

California’s budget is largely dependent on personal income tax, a volatile source of
revenue that adds risk to the forecast. Capital gains realizations as a share of personal
income reached a record high of 11.6 percent in 2021, exceeding 2007's pre-Recession
peak of 8.4 percent and more than a full percentage point higher than 2000’s previous
record of 10.4 percent. As shown in the figure below, capital gains realizations reverted
to 5.2 percent of personal income in 2022 following its 2021 peak and are forecast to
decline to 4.5 percent in 2023. This represents a peak-to-trough decline of 59 percent
from 2021 to 2023. The Budget projects capital gains realizations to reach 5.6 percent of
personal income in 2025 before gradually moderating to 5 percent of personal income
by 2030.

The amount of General Fund capital gains revenue can vary greatly over time and
from year to year. For instance, capital gains contributed $14.4 billion to the General
Fund in 2019, increased significantly to $36 billion in 2021—the highest amount
ever—and are estimated to decrease to $14 billion for 2023.

While the Budget forecast does not reflect a recession, it does recognize several risk
factors that could negatively affect the economy and state revenues. These factors
include stock market and asset price volatility and declines—particularly those
affecting high-income earners—as well as geopolitical instability. And although the
Budget is balanced and provides for significant reserves in the coming fiscal year, it
anticipates shortfalls in subsequent fiscal years that are driven by expenditures
exceeding revenues. The state has made progress in reducing these shortfalls; however,
additional decisions may be necessary at the May Revision to maintain a balanced
budget, not only in the coming year, but also on an ongoing basis.
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Capital Gains Realizations as a Share of Personal Income
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Source: California Department of Finance, 2025-26 Governor's Budget Forecast.

An additional risk in 2025 comes from stated policy changes by the incoming federal
administration that could negatively impact California’s economy—especially in the
areas of infernational tfrade and immigration, as well as in health care. Immigration
policies and tariffs of the scale and scope proposed would be highly inflationary and
result in labor shortages and higher prices of internationally fraded goods, which would
subsequently constrain economic output. Higher inflation would in turn lead the Federal
Reserve to engage in more restrictive monetary policy, further dampening economic
and revenue growth. Potential federal actions create substantial fiscal uncertainty for
California particularly given the federal-state funding relationship in major health care
programs such as Medi-Cal and the health insurance exchange.

RESERVES

Since the passage of Proposition 2 in 2014, the state has built historic levels of reserves
that have served as a buffer to volatility in the state’s revenue structure. The Budget
Stabilization Account (BSA), also known as the Rainy Day Fund, receives 1.5 percent of
General Fund tax revenue as well as a portion of General Fund revenues derived from
capital gains, recognizing that revenue from taxes on capital gains can substantially
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compound revenue volatility. To provide for a balanced budget over two fiscal years,
the 2024 Budget Act assumed withdrawals from the BSA of approximately $5.1 billion in
2024-25 and $7.1 billion in 2025-26. Spreading the allowable withdrawal for 2024-25 over
two years enabled the state to take a more balanced approach to addressing last
year's budget shortfall while prudently managing the use of the reserve. The Governor's
Budget maintains the planned withdrawal of approximately $7.1 billion from the BSA.

Accounting for withdrawals, the Budget reflects total reserve balances of
approximately $17 billion at the end of 2025-26. This includes $10.9 billion in the BSA,
$4.5 billion in the Special Fund for Economic Uncertainties (SFEU), and $1.5 billion in the
Public School System Stabilization Account.

ADDRESSING REVENUE VOLATILITY AND INCREASING BUDGET RESILIENCY

As discussed, the current deposit requirements for the BSA were established in
recognition of the volatility in capital gains revenue and to allow the state to set aside
funds during stock market upswings to mitigate the impact of revenue declines during
downturns. Since that time, however, the state has effectively been constrained in its
ability to set even more revenue aside during upswings. This is because of the
intferaction between Proposition 2's cap on mandatory deposits of 10 percent of
General Fund revenues and Proposition 4's (passed in 1979) State Appropriations Limit.

Under current law, a deposit intfo a state savings account is effectively counted as an
expenditure and is therefore not exempt from the State Appropriations Limit. In recent
years, strong growth in state revenues has outpaced the growth in the constitutional
calculation that sets the appropriations limit. Unintentionally but effectively, this created
a cap on how much the state could set aside in reserve accounts during the state’s
recent revenue surpluses. This impeded the state’s ability to make additional deposits
that would have created even greater budget resiliency by building the state’s reserves
to alevel sufficient to address the revenue correction that the state experienced.

To remove the cap on deposits to the Rainy Day Fund and increase budget resiliency,
the Budget proposes statutory changes to allow the state to save even more during
economic upswings, enhancing the state’s ability to protect vital programs and services
during future downturns. Specifically, the Budget proposes to increase the mandatory
deposit level in the BSA from the current 10 percent to 20 percent of General Fund
revenues and exempt deposits info the BSA from the State Appropriations Limit.

The state has taken steps in recent budgets to manage the revenue swings since the
COVID-19 Pandemic, including reductions, deferrals, and delays to important
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programs. The experience of recent years has demonstrated the need for additional
reforms to enable the state to smooth out its revenue by increasing reserves during
fiscal upturns. This will better position the state to weather future revenue volatility and
protect the essential programs and services upon which Californians rely.
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SUMMARY CHARTS

SUMMARY CHARTS

T his section provides various statewide budget charts and tables.
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SUMMARY CHARTS

2025-26 Governor's Budget
General Fund Budget Summary
(Dollars in Millions)

2024-25 2025-26

Prior Year Balance $35,877 $26,299
Revenues and Transfers $222,473 $225,095
Total Resources Available $258,350 $251,394
Non-Proposition 98 Expenditures $146,998 $144,290
Proposition 98 Expenditures $85,053 $84,602
Total Expenditures $232,051 $228,892
Fund Balance $26,299 $22,502
Reserve for Liguidation of Encumbrances $18.,001 $18,001
Special Fund for Economic Uncertainties $8,298 $4,501
Public School System Stabilization Account $1,157 $1,533

Safety Net Reserve -
Budget Stabilization Account/Rainy Day Fund $18,045 $10,945

Note: Numbers may not add due to rounding.
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General Fund Expenditures by Agency
(Dollars in Millions)

Dollar
Change from
2024-25 2025-26 2024-25
Legislative, Judicial, Executive $10,862 $8,198 -$2,664
Business, Consumer Services & Housing 3,951 517 -3,434
Transportation 721 754 33
Natural Resources 8.164 5,426 -2,738
Environmental Protection 594 137 -457
Health and Human Services 76,248 83,385 7,137
Corrections and Rehabilitation 14,044 13,637 -407
K-12 Education 84,135 83,087 -1,048
Higher Education 23,064 23,324 260
Labor and Workforce Development 1,121 963 -158
Government Operations 3.778 3,590 -188
General Government:
Non-Agency Departments 2,413 1,303 -1,110
Tax Relief/Local Government 653 556 -97
Statewide Expenditures 2,303 4,016 1,713
Total $232,051 $228,892 -$3,159
Note: Numbers may not add due to rounding.
2025-26
General Fund Expenditures
(Dollars in Millions)
K-12 Education /- H'gh(e;zg%ﬁfﬂon
($83,087) 10.2%
36.3%
Other
———  ($20.033)
Corrections and
Rehabilitation

\_Noturol Resources

($5,426)
2.4%

($13,637)
6.0% \

Human Services Health
($23.883) ($59.502)
10.4% 26.0%
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General Fund Revenue Sources
(Dollars in Millions)

Change from 2024-25

Dollar Percent
2024-25 2025-26 e Chonge
Personal Income Tax $121,106 $133,685 $12,579 10.4%
Sales and Use Tax 34,110 35,121 1,011 3.0%
Corporation Tax 43,199 37,697 -5,502 -12.7%
Insurance Tax 4,064 4,341 277 6.8%
Alcoholic Beverage Taxes and Fees 423 428 5 1.2%
Cigarette Tax 37 35 -2 -5.4%
Motor Vehicle Fees 46 46 0 0.0%
Other 14,631 6,642 -7,989 -54.6%
Subtotal $217,616 $217,995 $379 0.2%
Transfer from the Budget Stabilization 4,857 7,100 2,243 46.2%
Account/Rainy Day Fund
Total $222,473 $225,095 $2,622 1.2%
Note: Numbers may not add due to rounding.
2025-26

General Fund Revenues and Transfers'/
(Dollars in Millions)

Sales and Use Tax

($35.121)
16.1%
Other
($7.151)
Personal Income Tax 3.3%
($133,685)
61.3%

Corporation Tax
($37.697)
17.3%

T Insurance Tax
($4,341)
2%

/ Excludes $7.1 billion transfer in from the Rainy Day Fund.
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2025-26 Total State Expenditures by Agency
(Dollars in Millions)

General Special Bond
Fund Funds Funds Totals

Legislative, Judicial, Executive $8,198 $4,968 $374 $13,541
Business, Consumer Services & Housing 517 1,338 538 2,392
Transportation 754 17,299 97 18,151
Natural Resources 5,426 2,749 2,466 10,640
Environmental Protection 137 4,308 369 4,814
Health and Human Services 83,385 43,294 437 127,115
Corrections and Rehabilitation 13,637 3,964 - 17,601
K-12 Education 83,087 104 1,513 84,704
Higher Education 23,324 105 566 23,995
Labor and Workforce Development 963 1,157 - 2,119
Government Operations 3,590 175 12 3,778
General Government:

Non-Agency Departments 1,303 2,069 171 3.543

Tax Relief/Local Government 556 3.634 - 4,191

Statewide Expenditures 4,016 1,670 1 5,686
Total $228,892 $86,834 $6,543 $322,269
Note: Numbers may not add due to rounding.

2025-26

Total State Expenditures

(Including Selected Bond Funds)
(Dollars in Millions)

Health

($88,176)
27 .4% .
Human Services
/ ($38,940)
12.1%
Transportation
18,151 _
# 586%5 ! __ Corrections and

Rehabilitation

($17.601)
5.5%
Other
($50,703)
15.7%
K-12 Education
($84,704)
Higher Education _/ 26.3%
($23,995)
7.4%
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2025-26 Revenue Sources
(Dollars in Millions)

General Special Change From

Fund Funds Total 2024-25
Personal Income Tax $133,685 $3,586 $137,271 $12,933
Sales and Use Tax 35,121 15,994 51,115 1,403
Corporation Tax 37,697 - 37,697 -5,502
Highway Users Taxes - 9,484 9,484 70
Insurance Tax 4,341 - 4,341 277
Alcoholic Beverage Taxes and Fees 428 - 428 S
Cigarette Tax 35 1,210 1,245 -42
Motor Vehicle Fees 46 12,632 12,678 351
Other 6,642 47,699 54,341 -3,597
Subtotal $217,995 $90,605 $308,600 $5,898
Transfer to/from the Budget 7,100 -7,100 - -
Stabilization Account/Rainy Day Fund
Total $225,095 $83,505 $308,600 $5,898
Note: Numbers may not add due to rounding.
2025-26

Total Revenues and Transfers
(Dollars in Millions)

Highway Users Taxes
($9,484)
3.1%

Personal Income Tax
($137,271)
44.5%

Motor Vehicle Fees

($12,678)
41% \
Insurance Tax /

wﬁ'i’;” Sales and Use Tax
a7 ($51,115)
16.6%
Cigarette Tax
($1,245)
0.4%

/

Corporation Tax

($37.697) .
12.2% Alcoholic Beverdge Other
Taxes and Fees
($428) ($54.341)
0.1% 17.6%
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TK-12 EDUCATION

TK-12 EDUCATION

alifornia provides academic instruction and support services to nearly six million

students in transitional kindergarten (TK) through grade 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 nearly 1,300 charter schools provide
instruction in English, mathematics, history-social science, science, and other core
competencies to provide students with the skills they will need upon graduation to enter
the workforce and pursue higher education.

CALIFORNIA FOR ALL KIDS

The 2025-26 school year represents an important milestone for the California for All Kids
plan—the Administration’s TK-12 whole child framework is designed to close opportunity
gaps by accelerating learning and holistically supporting student needs. The

Governor's Budget achieves full implementation of universal transitional kindergarten
and universal before, after, and summer school for TK-6th grade students—investments
that are critical to improving access to instruction and increasing student engagement
and supports.

Additionally, for the first time, the following key achievements are realized in the 2025-26
school year:

* Cadlifornia schools will serve nearly 1 billion meals through the universal school meals
program.

GOVERNOR'S BUDGET SUMMARY — 2025-26 13
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» All kindergarten through second grade students will be screened for risk of reading
difficulties, increasing early identification and support.

* Implementation grants to local educational agencies (LEAs) for the California
Community Schools Partnership Program will be fully disbursed, supporting the
community school model at more than 2,000 of the state’s public schools.
Community schools offer a uniqgue model to more efficiently and effectively provide
integrated educational, health, and mental health services to students with a wide
range of needs.

* All educators will have access to the Literacy Roadmap, which will provide
instructional planning guidance and strategies aligned with California’s English
Language Arts/English Language Development Framework, to improve literacy
instruction throughout the state.

e Beginning January 1, 2025, all LEAs may apply to participate in the Children and
Youth Behavioral Health Initiative Fee Schedule Program, which provides a new
mechanism for reimbursement from Medi-Cal managed care plans, commercial
health plans, and disability insurers for behavioral health services provided by
schools and their community-based partners, to students under the age of 26.

Beyond transforming the state’s model of public education, the Administration also
protects core programs in the Budget, providing increased ongoing funding for the
Local Control Funding Formula (LCFF), special education, and nutrition programs. By
reaffirming the Administration’s commitment to core programs and supports, the
Budget maintains fiscal predictability for students, families, and LEAs.

PROPOSITION 98

Proposition 98 is a voter-approved constitutional amendment that guarantees minimum
funding levels for TK-12 schools and community colleges (collectively referred to as
TK-14 schools). The Guarantee, which went into effect in the 1988-89 fiscal year,
determines state funding levels for schools according to multiple factors including the
level of funding in 1986-87, General Fund revenues, per capita personal income, and
school attendance. The LCFF is the primary mechanism for distributing these funds to
support all students attending TK-12 public schools in California.

The revised estimates of General Fund revenues result in notable adjustments to the
Proposition 98 Guarantee. The Guarantee for TK-12 schools and community colleges is
calculated to be $98.5 billion in 2023-24, $119.2 billion in 2024-25, and $118.9 billion
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in 2025-26. These revised Proposition 98 levels represent an increase of approximately
$7.5 billion over the three-year period relative to the 2024 Budget Act. Due to the
inherent risk in revenue projections, the Budget proposes to appropriate the Guarantee
at $117.6 billion, instead of the currently calculated level of $119.2 billion in 2024-25. This
is intended to mitigate the risk of potentially appropriating more resources to the
Guarantee than are ultimately available in the final calculation for 2024-25. Potential
adjustments will be evaluated at the May Revision and will not be final until the
certification of the 2024-25 Guarantee level.

The Guarantee is in a Test 2 for 2023-24 (although suspended at $98.5 billion) and
continues to be in a Test 1 for 2024-25 and 2025-26. This means that the funding level of
the Guarantee for 2024-25 and 2025-26 is equal to roughly 40 percent of General Fund
revenues, plus local property tax revenues. Pursuant to the Proposition 98 formula, this
percentage of General Fund revenues is not reduced to reflect enrollment adjustments,
which further increases per pupil funding. The Proposition 98 minimum Guarantee is
“rebenched” to reflect the continued implementation of universal transitional
kindergarten. The resulting Test 1 percentage is then “rebenched” to increase the
percentage of General Fund revenues due to the Guarantee, from 39.2 percent to
39.6 percent.

The Budget includes total funding of $137.1 billion ($83.3 billion General Fund and
$53.8 billion other funds) for all TK-12 education programs. TK-12 per-pupil funding totals
$18,9218 Proposition 98 General Fund and $24,764 per pupil when accounting for all
funding sources.
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Proposition 98 Funding
2025-26 Governor's Budget
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PROPOSITION 98 RAINY DAY FUND

The 2024 Budget Act projected a total balance of $1.1 billion in the Public School
System Stabilization Account (PSSSA), or Proposition 98 Rainy Day Fund, reflecting a
discretionary payment of the same amount into the fund in 2024-25. The Budget reflects
arevised 2024-25 payment of roughly $1.2 billion, which is a mandatory payment that
replaces the discretionary payment, and an additional mandatory payment of

$376 million in 2025-26 into the PSSSA for a revised balance of $1.5 billion at the end of
2025-26. There are no changes to the mandatory withdrawal of $8.4 billion in 2023-24.

Under current law, there is a cap of 10 percent on school district reserves in fiscal years
immediately succeeding those in which the balance in the PSSSA is equal to or greater
than 3 percent of the total TK-12 share of the Proposition 98 Guarantee. The balance of
$1.2 billion in 2024-25 does noft trigger school district reserve caps in 2025-26.
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LOoCAL CONTROL FUNDING FORMULA

The Budget includes an LCFF cost-of-living adjustment of 2.43 percent. When combined
with population growth adjustments, this will result in an increase of roughly $2.5 billion in
discretionary funds for LEAs.

Budgetary deferrals of $246.6 million for TK-12 education are fully repaid in 2025-26.
However, to fully fund the LCFF and to maintain the level of past year principal
apportionments, the Budget proposes using available reappropriation and reversion
funding totaling $25.9 million to support ongoing LCFF costs in 2023-24 and deferring
LCFF funding totaling $35.1 million from 2023-24 to 2024-25. This one-time deferral is fully
repaid in 2024-25.

UNIVERSAL TRANSITIONAL KINDERGARTEN

In the 2024-25 school year, the Budget provides a total of $1.5 billion ongoing
Proposition 98 General Fund to support expanded eligibility for transitional kindergarten,
shifting age eligibility from all children turning five years old between September 2 and
April 2 to all children turning five between September 2 and June 2 (roughly 39,000
additional children). The Budget also provides an additional $516.7 million ongoing
Proposition 98 General Fund to support the third year of adding one additional
certificated or classified staff person to every transitional kindergarten class.

Further, in the 2025-26 school year, the Budget provides a fotal of $2.4 billion ongoing
Proposition 98 General Fund (inclusive of all prior years' investments) to support the full
implementation of universal transitional kindergarten, so that all children who turn four
years old by September 1 of the school year can enroll in transitional kindergarten
(providing access to roughly 60,000 additional children). The Budget also provides an
additional $1.5 billion ongoing Proposition 98 General Fund to support further lowering
the average student-to-adult ratio from 12:1 to 10:1 in every transitional kindergarten
classroom.

BEFORE SCHOOL, AFTER SCHOOL, AND SUMMER SCHOOL

The Expanded Learning Opportunities Program is a multi-year investment plan to
implement before, after, and summer school instruction and enrichment for students in
grades TK-6, with a focus on LEAs with the highest concentrations of low-income
students, English learners, and youth in foster care, otherwise known as unduplicated
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pupils. At the release of the 2021 Budget Act, the state projected that full fiscal
implementation of the program would take place in 2025-26.

The Budget proposes to move forward with the full implementation of the program by
increasing the number of LEAs with TK-6th grade that offer universal access to students,
from those with an unduplicated pupil percentage of 75 percent to those with

55 percent unduplicated students. The Budget includes $435 million ongoing Proposition
98 General Fund to cover the cost of full implementation, increasing the total ongoing
program funding to $4.4 billion Proposition 98 General Fund. This funding includes
ongoing support to LEAs with less than 55 percent unduplicated pupils to provide
access to all unduplicated pupils.

MASTER PLAN FOR CAREER EDUCATION: TK-12 EDUCATION

As discussed in the Higher Education Chapter, in alignment with the Master Plan for
Career Education, the Administration is engaged in cross-agency collaboration to
strengthen planning and coordination across state and regional education and
workforce initiatives, make it easier for Californians to receive college credit both in
high school and in recognition of their real-world experience, and create more
pathways to in-demand careers in California.

Building upon recent state investments in dual enrollment and college and career
pathways, and to augment funds provided to LEAs for career technical education
through the LCFF and other career technical education programs, the Budget proposes
including dual enrollment and pathways programs as allowable expenditures for funds
allocated through the $1.8 billion Student Support and Discretionary Block Grant (see
below). The Budget also includes an increase of $3 million ongoing Proposition 98
General Fund to support the California College Guidance Initiative and the
Cradle-to-Career Data System.

Additionally, to reduce the administrative burden for LEAs offering career technical
education programs, the Budget proposes to direct the Department of Education to
examine the feasibility of streamlining applications for TK-12 career technical education
programs into a single consolidated application, rather than administering each
program through a separate application process.
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LITERACY INSTRUCTION

California’s research-based English Language Arts/English Language Development
(ELA/ELD) Framework is the state’s foundational document to guide literacy instruction.
It emphasizes foundational skills (print concepts/alphabetics, phonological/phonemic
awareness, phonics and word recognition, and reading fluency), listening, speaking,
writing, and comprehension, along with the vocabulary development and background
knowledge needed to develop literacy for multilingual learners.

Over the past six years, the State has made many high-leverage investments in
evidence-based literacy and professional learning to support the implementation of the
ELA/ELD Framework. To provide LEAs with instructional materials that reflect current
research; to support current and future educators to implement the ELA/ELD
Framework, the state’s Literacy Roadmap, and the state’s English Learner Roadmap;
and to support LEAS to provide evidence-based literacy instruction to diverse learners,
the Budget proposes the following:

¢ $500 million one-time Proposition 98 General Fund for TK-12 Literacy and
Mathematics Coaches, which builds upon and expands the existing Literacy
Coaches and Reading Specialists Grant Program and includes a new opportunity to
support mathematics coaches in addition to literacy coaches. Using evidence-
based practices, this program funds high-poverty schools to train and hire literacy
and reading specialists, and now mathematics coaches, to support educators in
developing their practices and to design interventions for students with the greatest
need, including one-on-one and small group tutoring. This new funding would
augment a total of $500 million provided for Literacy Coaches in the 2022 and 2023
Budget Acts.

¢  $40 million one-time Proposition 98 General Fund in 2025-26 to support necessary
costs, including purchasing screening materials and training for educators, to
administer literacy screenings. The 2023 Budget required LEAS to begin screening
students in kindergarten through second grade for risk of reading difficulties,
including dyslexia, by the 2025-26 school year. The 2024 Budget Act included
$25 million one-time Proposition 98 General Fund for this purpose.

e $5 million Proposition 98 General Fund annually through the 2029-30 fiscal year to
launch a Literacy Network within the Statewide System of Support to serve as a
clearinghouse for state-developed literacy resources, elevate high performing
districts and best practices, and provide support to select LEAs facing persistent
performance challenges.
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Additionally, the Budget directs the Instructional Quality Commission to initiate a
follow-up adoption for ELA/ELD instructional materials. The Budget also includes
$300,000 one-time non-Proposition 98 General Fund in 2024-25 for the Instructional
Quality Commission to develop a curriculum guide and resources in personal finance
pursuant to the requirements of Chapter 37, Statutes of 2024 (AB 2927).

Finally, $1.8 billion for the Student Support and Discretionary Block Grant (see below)
which can fund professional development for teachers on the ELA/ELD Framework and
the Literacy Roadmap.

TEACHER PREPARATION AND PROFESSIONAL DEVELOPMENT

Preparing, training, and recruiting a diverse, expert workforce of administrative,
credentialed, and classified staff to work in public TK-12 schools continues to be critical
to the success of the entire system. But staffing shortages persist and make it imperative
that barriers to teaching are removed for qualified teacher candidates, and that
existing feachers are provided with the training they need to be successful. To this end,
the Budget includes several proposals intended to support teachers and improve
access to the educator pipeline. This includes $150 million one-time Proposition 98
General Fund to provide financial assistance for teacher candidates through the new
Teacher Recruitment Incentive Grant Program, and an additional $100 million one-time
Proposition 98 General Fund to extend the timeline of the existing National Board
Certification Incentive Program to support National Board Certified teachers to teach
and mentor other instructional staff in high poverty schools.

STUDENT SUPPORT AND PROFESSIONAL DEVELOPMENT
DISCRETIONARY BLOCK GRANT

In addition to the 2.43-percent cost-of-living adjustment provided to the LCFF and many
other TK-12 education programs, the Budget includes $1.8 billion one-time Proposition
98 General Fund for a discretionary block grant. These funds will provide LEAs with
additional fiscal support to address rising costs, as well as fund statewide priorities
including: (1) professional development for teachers on the ELA/ELD Framework and
the Literacy Roadmap, with a focus on strategies to support literacy for English learners;
(2) professional development for teachers on the Mathematics Framework; (3) teacher
recruitment and retention strategies; and (4) career pathways and dual enrollment
expansion efforts consistent with the Master Plan for Career Education.
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SCHOOL FACILITY PROGRAM

The recently approved Kindergarten through Grade 12 Schools and Local Community
College Public Education Facilities Modernization, Repair, and Safety Bond Act of 2024
(Proposition 2) authorizes a total of $8.5 billion in state General Obligation bonds for K-12
schools to be allocated through the School Facility Program, with programmatic
changes that took place as of October 31, 2024. These funds are allocated across
several key areas:

$4 billion for modernization projects,

$3.3 billion for new construction,

$600 million for charter schools, and

$600 million for career technical education projects.

Proposition 2 also supports the replacement of school buildings that are at least

75 years old and authorizes funding for school districts with specific needs, such as small
school districts and those located in military installations. Additionally, the bond includes
programmatic changes for energy-efficient components in new construction and
modernization projects, as well as the construction or retrofit of tfransitional kindergarten
classrooms.

Proposition 2 includes additional programmatic changes that emphasize health and
safety components of school facilities. For example, the bond authorizes funding for
testing and remediation of lead in water at school sites. Furthermore, it allows the State
Allocation Board to provide assistance for purposes of procuring interim housing for
school districts and county offices of education impacted by a natural disaster for
which the Governor has declared a state of emergency.

OTHER TK-12 RELATED ISSUES

SIGNIFICANT BUDGET ADJUSTMENTS

* Learning Recovery Emergency Block Grant—$378.6 million one-time Proposition 98
General Fund to support the Learning Recovery Emergency Block Grant. This block
grant supports LEAs in establishing learning recovery initiatives through the 2027-28
school year.
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Cost-of-Living Adjustments—$204 million ongoing Proposition 98 General Fund to
reflect a 2.43-percent cost-of-living adjustment for specified categorical programs
and the LCFF Equity Multiplier. The specified categorical programs include Special
Education, Child Nutrition, State Preschool, Youth in Foster Care, Mandates Block
Grant, Adults in Correctional Facilities Program, Charter School Facility Grant
Program, American Indian Education Centers, and the American Indian Early
Childhood Education Program.

Kitchen Infrastructure and Training—$150 million one-time Proposition 98 General
Fund for specialized kitchen equipment, infrastructure, and training to support
schools in providing more freshly prepared meals made with locally grown
ingredients.

Local Property Tax Adjustments—3$125 million in additional Proposition 98 Generall
Fund for school districts and county offices of education in 2024-25, and a decrease
of $1.5 billion ongoing Proposition 98 General Fund for school districts and county
offices of education in 2025-26, resulting from increased offsetting property taxes.

Nutrition—$106.3 million in additional ongoing Proposition 98 General Fund to fully
fund the universal school meals program in 2025-26.

County Offices of Education—$12.2 million ongoing Proposition 98 General Fund to
reflect ADA changes applicable to the county office of education LCFF, and a
2.43-percent cost-of-living adjustment.

English Language Proficiency Screener for Transitional Kindergarten Students—
$10 million one-time Proposition 98 General Fund for the statewide use of English
language proficiency screeners to support multilingual learnings in transitional
kindergarten.

TK-12 High Speed Network—$3.5 million in additional ongoing Proposition 98 General
Fund to support the K-12 High Speed Network program.

Individualized Education Program (IEP) Template and Translation Digitization—
$2 million one-time Proposition 98 General Fund to support the digitization of the IEP
template and franslate the template into multiple languages.

Homeless Education Technical Assistance Centers—$1.5 million in additional
ongoing Proposition 98 General Fund to maintain support for Homeless Education
Technical Assistance Centers that were first established through the American
Rescue Plan Act's Homeless Children and Youth Program. This funding would
confinue the momentum in increasing homeless youth identification, which is
essential to providing the necessary support to improve outcomes.
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e Curriculum Framework, Standards, and Instructional Materials Process—$1 million
one-fime Proposition 98 General Fund to evaluate the state’s process for developing
and adopting standards, curriculum frameworks, and instructional materials and
make recommendations to streamline and improve the process.
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HIGHER EDUCATION

he Governor's Budget reflects the fourth year of the multi-year compacts with the

University of California (UC) and the California State University (CSU), and of a
multi-year roadmap with the California Community Colleges (CCCs), that focus on
shared priorities benefitting students. The Administration remains committed to the
shared goals of increasing access to the UC and CSU, improving student success while
advancing equity, increasing the affordability of higher education, increasing
intersegmental collaboration, and supporting workforce preparedness and
high-demand career pipelines.

The Budget proposes total funding of $45.1 billion ($28.5 bilion General Fund and local
property tax and $16.6 billion other funds) for the three higher education segments and
the California Student Aid Commission. The figure on Higher Education Expenditures
displays additional detail about funding for higher education.
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Higher Education Expenditures
(Dollars in Millions)

Change from

2024-25
2023-24 2024-25 2025-26 Dollars Percent

University of California

Ongoing General Fund 4,717.3 4,984.6 4,984.6 $0.0 0.0%

One-Time General Fund 143.0 4.0 - -$4.0

Total Funds "/ $10,6029  $10947.4  $11,162.5 $215.1 1.9%
California State University

Ongoing General Fund 5,391.2 5,600.7 5,642.7 $42.0 0.7%

One-Time General Fund 35.5 5.0 0.3 -$4.7

Total Funds "/ $8,807.8 $9,158.5  $9,359.8 $201.3 2.2%
California Community Colleges

General Fund & Property Taxes * 12,303.4 13,938.0 14,789.1 $851.1 6.1%

Total Funds ¥ $21,3362  $21,524.3  $21,160.6 -$363.7 -1.7%
California Student Aid Commission

General Fund /¥ 2,875.5 3,135.3 2,802.3 -$333.0 -10.6%

Total Funds $3,304.0 $3,557.3 $3,222.7 -$334.6 -9.4%
General Fund $24,829.8 $27,660.3 $28,393.9 $733.7 2.7%
Total Funds $44,050.9 $45,187.5 $44,905.5 -$282.0 -0.6%

'/ These totals include tuition and fee revenues and other funds the universities report as discretionary.

2 General Fund expenditures for the Cal Grant program are offset by reimbursements, including approximately $400 million in
federal Temporary Assistance for Needy Families (TANF) funds received through an agreement with the Department of Social
Services.

3/ Withdrawals from the Public School System Stablization Account are reflected in this row.

4/ Savings resulting from Section 4.05 and/or Section 4.12 of the 2024 Budget Act are currently recorded as an unallocated
statewide set-aside. As a result, this General Fund expenditure amount may reflect overstated expenditures.

Additionally, the Budget includes more than $100 million in new investments across state
agencies to work towards implementation of key priorities contained in the new Master
Plan for Career Education.

MASTER PLAN FOR CAREER EDUCATION

In August 2023, the Governor called for a new Master Plan for Career Education
through the Freedom to Succeed Executive Order. The Governor urged state agencies
and institutions of higher education to increase equitable access to well-paid jobs by
creating and strengthening education and training pathways that are responsive to the
emerging needs of the economy and specific to labor sectors, geographic regions,
and individuals’ existing and needed skills and experience. These pathways must be
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designed so all Californians—whether young people just starting their first job searches
or experienced workers seeking hew careers—can find opportunities for high-paying
and fulfilling career paths, both those that do and do not require college degrees. By
building these talent pipelines, the state can spur economic growth in strategic sectors
such as education, health care, and climate.

The purposes of the Master Plan are to align state education and workforce
development programs with the needs of the future economy, better coordinate and
streamline those programs regionally and across state agencies, and ensure that the
state’s students and adult learners have affordable access to needed educational and
career development opportunities over the course of their working lives.

The following new investments are proposed to implement key provisions of the Plan,
with additional phases of implementation to be considered in future fiscal years:

* $100 million one-time Proposition 98 General Fund for the CCCs to expand Credit for
Prior Learning and begin building the infrastructure for the state’s first “Career
Passport.” The Career Passport system will allow students to create formal
documentation of their marketable skills and abilities developed through work,
classes, apprenticeships, internships, or other experiences both inside and outside
the classroom, with the intent of scaling the system in future years to be applicable
at both the secondary and higher education levels. Additionally, the Career
Passport Initiative will provide students with a state-validated transcript for skills
earned from educational or work experience, which can be used as a recruitment
tool for employment as well as ongoing education (see description in the California
Community Colleges section for more details).

e $5 million ongoing General Fund for the Government Operations Agency to
establish a state planning and coordinating body for TK-12 education, higher
education, and state economic and labor agencies, to improve forecasting of
needed skills and coordination of resources and initiatives across state government
in alignment with recommendations from the Master Plan for Career Education. See
the General Government and Statewide Issues Chapter for more details.

* $4 million one-time General Fund to support regional coordination for career
education and training. See the Labor and Workforce Development Chapter for
more details.

Additionally, the Budget proposes to streamline applications for TK-12 career technical
education categorical programs into a single consolidated application and include
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dual enroliment and pathways programs as allowable uses for funds allocated through
the $1.8 billion Student Support and Discretionary Block Grant. See the TK-12 Education
Chapter for more details.

UNIVERSITY OF CALIFORNIA

The University of California (UC) offers formal undergraduate and graduate education,
is the public segment authorized to independently award doctoral degrees and is
designated as the state’s primary academic agency for research. Its ten campuses
enroll nearly 294,000 students and the UC extension centers register an additional
500,000 participants in continuing education programs. In 2023-24, the UC awarded
more than 85,000 degrees, including over 62,000 undergraduate degrees.

In alignment with the 2024 Budget Act, the Budget maintains the planned deferral of
the 2025-26 Compact investment of $240.8 million, representing a five-percent base
increase in the fourth year of the Compact, to 2027-28. The Budget also maintains the
planned 2025-26 deferral of $31 million to offset revenue reductions associated with the
replacement of 902 nonresident undergraduate students enrolled at three campuses
with an equivalent number of California resident undergraduate students, from 2025-26
to 2027-28.

The UC may use interim financing structures or other internal borrowing to support UC
spending. The Administration continues to be committed to the Compact with the UC
and expects the segment to continue its efforts o meet the Compact goals. This
approach will enable the UC to continue its efforts to meet the Compact goals to
expand student access, equity, and affordability, and to create pathways to
high-demand career opportunities. The Administration will continue to monitor the UC's
actions foward meeting the Compact goals.

Finally, the Budget maintains efficiency reductions included in the 2024 Budget Act
infended to address ongoing statewide General Fund budget pressures. As a result, and
as indicated in the 2024 Budget Act, the UC should continue planning for a reduction of
7.95 percent in ongoing General Fund support, approximately $396.6 million, beginning
in the 2025-26 fiscal year.
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CALIFORNIA STATE UNIVERSITY

The California State University (CSU) provides undergraduate and graduate instruction
generally up to the master’s degree. Its 23 campuses enroll more than 454,000 students.
In 2023-24, the CSU awarded approximately 125,000 degrees. The CSU also provides
opportunities for residents to enroll in professional and continuing education programs.
The CSU strives to further fulfill its mission through the Graduation Initiative 2025, which
aims to increase four-year graduation rates, increase two-year transfer graduation
rates, and eliminate equity gaps. The CSU provides four-year education in some of the
most underserved regions of the state, including the Far North, the Central Valley, and
the Inland Empire.

The Administration maintains its commitment to the multi-year Compact Agreement,
and the CSU will receive $252.3 million ongoing General Fund, representing a
five-percent base increase in the fourth year of the Compact, though the 2025-26
amount is deferred to 2027-28. The Administration will continue to monitor the CSU’s
actions foward meeting the Compact goals.

Additionally, the Budget maintains statewide efficiency reductions included in the

2024 Budget Act infended to address ongoing statewide General Fund budget
pressures. As a result, and as indicated in the 2024 Budget Act, the CSU should continue
planning for a reduction of 7.95 percent in ongoing General Fund support,
approximately $375.2 million, beginning in the 2025-26 fiscal year.

SIGNIFICANT ONGOING BUDGET ADJUSTMENTS

* Capital Fellows Salary Increase—$1.3 million ongoing General Fund to support a
salary increase from $3,253 per month to $4,888 per month for the Capital Fellows,
who are employed through the CSU's Center for California Studies.

* Drug Testing Devices at Campuses—$345,000 ongoing General Fund to support the
costs of recently chaptered legislation that requires the CSU to provide drug test
devices, defined as test strips, stickers, straws, and other devices designed to detect
the presence of controlled substances in a drink, at no cost to students at every
on-campus health center.
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CALIFORNIA COMMUNITY COLLEGES

The California Community Colleges (CCCs) are the largest system of higher education
in the country, serving roughly one out of every four of the nation's community college
students, or approximately 2.1 million students. The CCCs provide basic skills, vocational,
and undergraduate transfer education with 73 districts, 116 campuses, and

78 educational centers. In 2023-24, the CCCs awarded over 139,000 certificates and
199,000 degrees and transferred over 97,000 students to four-year institutions.

The Budget reflects a continued focus on the CCC multi-year roadmap, which
prioritizes equity, student success, and enhancing the system'’s ability to prepare
students for California’s future.

SIGNIFICANT BUDGET ADJUSTMENTS

* CCC Apportionments—$230.4 million ongoing Proposition 98 General Fund to
provide a 2.43-percent cost-of-living adjustment (COLA) for Student Centered
Funding Formula apportionments and $30.4 million ongoing Proposition 98 General
Fund for 0.5 percent enrollment growth.

» Statewide Technology Transformation—$1648 million one-time Proposition 98 General
Fund for the completion of the Statewide Technology Transformation project. This
project will standardize and streamline data collection across the system and
achieve both efficiencies and benefits for the system as a whole. Some of the goals
of this project include automation of credit fransfers between institutions, enhancing
data security, cost savings relating to operational efficiencies, and the adoption of
a cloud-based common enterprise system that will unite college staff across the
system.

» Systemwide Common Data Platform—$162.5 million Proposition 98 General Fund,
$29 million of which is ongoing, for scaling of a common cloud data platform across
the community college system. This data platform will accomplish several goals for
the system that will provide direct benefits to student supports. Features such as
infegration of the Program Pathways Mapper Al, eTranscript California, the Mapping
Articulated Pathways platform, and CSU Transfer Planner are some of the key ways
that this investment will support the Career Education Master Plan.

* Expanded Credit for Prior Learning Policies and Career Passport—As mentioned
above, $100 milion one-time Proposition 98 General Fund, $7 million of which is
ongoing, to build upon existing credit for prior learning policies. The investment will
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be used to develop and beta-test an outcomes-based funding model that will
support community college districts in the integration of credit for prior learning into
the enrollment process, offering students the opportunity to receive course credit for
past experiences such as military service. A key component of this proposal will be
the development of a Career Passport—which is a resource that will provide
students with formalized documentation of their skills and experience as they enter
the workforce.

*« Community College Facilities—$51.5 million one-time Proposition 2 bond funds
allocated for critical infrastructure, facility modernization, and enroliment growth
projects for 28 community college facilities.

* Expansion of Rising Scholars Network—$30 million ongoing Proposition 98 General
Fund to expand the Rising Scholars Network, which provides college educational
opportunities to students who have been impacted by the criminal justice system,
with the goal of serving more students through the program.

* CCC Categorical Program COLA—$16.0 million ongoing Proposition 98 General Fund
to provide a 2.43-percent COLA for select categorical programs and the Adult
Education Program.

CALIFORNIA STUDENT AID COMMISSION

The Budget reflects a total financial aid expenditure of $3.1 billion in 2025-26, which is
expected to reach over 750,000 higher education students in the state. Of this total,
$2.6 billion will be allocated to support Cal Grant. Cal Grant is the state’s largest
financial aid program and is administered by the California Student Aid Commission.
This entitlement program provides financial aid awards to approximately 417,000
students who meet specified eligibility criteria and who attend one of the state’s
qualifying public, independent, or private institutions.

Students who demonstrate financial need, but do not meet all the criteria for
entitlement awards, may qualify for one of 16,000 proposed competitive Cal Grant
awards. The maijority of these awards cover the cost of tuition and fees and provide a
stipend to cover some living expenses, such as housing, food, and fransportation.

The Budget provides $527.2 million for the Middle Class Scholarship, which is the state’s
second-largest scholarship program. In 2025-26, approximately 327,000 students are
expected to receive a Middle Class Scholarship award.
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The Budget also includes $50 million one-time General Fund to support the Golden
State Teacher Grant Program. The 2021 Budget Act allocated $500 million to the
Golden State Teacher Grant Program to be available over a five-year period to support
students enrolled in teacher preparation programs who commit to working in a
high-need school site after program completion. The initial allocation has been almost
fully expended; the new funds proposed in the Budget would provide grants to
applicants in the 2025-26 fiscal year.

COLLEGE OFTHE LAW, SAN FRANCISCO

College of the Law, San Francisco is affiliated with the UC system but is governed by its
own Board of Directors. Located in San Francisco, it primarily serves students seeking a
Juris Doctor degree but also offers programs leading to Master of Laws; Master of
Studies in Law; and Master of Science, Health Policy and Law degrees. In 2023-24,
College of the Law, San Francisco enrolled 1,166 full-time equivalent students. Of these,
1,107 were Juris Doctor students.

The Budget maintains statewide efficiency reductions included in the 2024 Budget Act
intended to address ongoing statewide General Fund budget pressures. As a result, and
as indicated in the 2024 Budget Act, the College of Law, San Francisco should contfinue
planning for a reduction of 7.95 percent in ongoing General Fund support,
approximately $1.8 million, beginning in the 2025-26 fiscal year.

SIGNIFICANT BUDGET ADJUSTMENTS

* McAllister Tower Second Phase—$10.1 million ongoing General Fund to support the
debt service associated with the second phase of the McAllister Tower renovation.

* Base Growth—$2.4 million ongoing General Fund to support operating costs. This
represents a 3-percent increase base augmentation.

CALIFORNIA STATE LIBRARY

The California State Library serves as the central reference and research library for the
Governor and the Legislature. The Library collects, preserves, generates, and
disseminates information, and provides critical assistance to libraries across the state.
The Library administers programs funded by state and federal funds to support local
and public library programs.
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SIGNIFICANT BUDGET ADJUSTMENT

* Information Technology Enterprise Security—$332,000 one-time General Fund in the
2025-26 fiscal year and $282,000 ongoing thereafter to support the State Library's
cybersecurity infrastructure. These funds would replace outdated hardware and
purchase renewable cloud-based security subscription services.
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CLIMATE CHANGE AND ENVIRONMENT

ver the past decade, Californians have experienced the destructive impact of

climate change, including devastating wildfires, record-breaking heat, historic
drought, hazardous flooding, and damaging sea level rise and coastal erosion. The
state continues to confront this challenge with scale and urgency by reducing carbon
pollution, building clean energy, protecting vulnerable communities from climate
impacts, and building resilience to future climate risks. Since 2021, California has
invested tens of billions in infrastructure and on-the-ground action that is protecting
residents from climate change and building an affordable and prosperous future for all
Californians.

The Governor's Budget proposes $2.7 billion for the first year of a multi-year expenditure
plan to implement the $10 billion Climate Bond (Proposition 4) authorized by voters in
November. This plan will accelerate projects and programs that build water and wildfire
resilience, with up to two-thirds of these investments delivering on California’s
nature-based solution climate targets, increasing the health of natural systems and their
ability to absorb more carbon than they release.

CLIMATE BOND

The Budget allocates Climate Bond resources to maintain momentum and build on
California’s climate progress. These investments are strategic and focused to deliver
projects that help to meet the state’s key climate targets and strategies.
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Implementation will be carried out in a fransparent way to maximize impact and
support historically underinvested communities.

Climate Bond Expenditure Plan
($ in Millions)

Bond Proposed Out- Pending

Investment Category Allocation  2025-26 Years  Allocation

Safe Drinking Water, Drought, Flood & Water Resilience $3,800 $1,074 $2.716 $10
Wildfire & Forest Resilience $1,500 $325 $1,086 $89
Coastal Resilience $1,200 $173 $1,027 $0
Extreme Heat Mitigation $450 $102 $348 $0
Biodiversity & Nature-Based Solutions $1,200 $286 $813 $101
Climate Smart Agriculture $300 $134 $106 $60
Outdoor Access $700 $286 $183 $231
Clean Air & Energy $850 $275 $252 $323

Total $10,000 $2,655 $6,531 S814

Allocations for some bond programs and projects have not yet been scheduled to a
specific fiscal year, and the Administration will engage with the Legislature on the
expenditure plan for these allocations as part of the annual budget process.

SAFE DRINKING WATER, DROUGHT, FLOOD, AND WATER RESILIENCE

California’s climate is warming and becoming more variable and extreme, which
reduces annual mountain snowpack, intensifies drought, and drives shorter, more
intense wet seasons that worsen flooding. Existing challenges like depleted
groundwater basins and aging infrastructure are compounded by climate change.
The proposed investments will protect communities and allow California to continue to
adaptively respond to unprecedented weather whiplash.

The Budget proposes the following water-related infrastructure investments from the
Climate Bond in 2025-26:

* Dam Safety and Climate Resilience—$231.5 million to the Dam Safety and Climate
Resilience Local Assistance Program for competitive grants for projects that support
dam safety and reservoir operations, such as funding for repairs, rehabilitation, and
enhancements.
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* Water Quality and Safe Drinking Water and Tribal Water Infrastructure—$183.2 million
for grants and loans that improve water quality and help provide clean, safe,
reliable drinking water, such as water quality monitoring and remediation of
perfluoroalkyl and polyfluoroalkyl substances, implementation of countywide
drought and water shortage contingency plans, prevention and treatment of
contaminated groundwater, consolidation or extension of water or wastewater
systems, and $11.1 million dedicated to tribal water infrastructure projects.

* Flood Management Projects—$173.1 million for flood control projects to evaluate,
repair, rehabilitate, reconstruct, expand, or replace levees, weirs, bypasses, and
facilities of the State Plan of Flood Control, as well as funding for the Flood Control
Subventions Program.

* Water Reuse and Recycling—$153.4 million for water reuse and recycling projects
that support freatment, storage, conveyance, or distribution facilities for potable
and nonpotable use, dedicated infrastructure to serve retrofit projects, and
multi-benefit projects that allow use of recycled water.

* Salton Sea Management Program—$148.2 million to implement the Salton Sea
Management Program 10-year Plan and deliver projects that reduce dust
emissions—benefitting air quality and public health—and restore environmental
habitat.

In addition to these investments, the Budget proposes $173.5 million to improve water
storage, replenish groundwater, improve conditions in streams and rivers, and complete
various water resilience projects and programs.

Recognizing the importance of expanding the state's capacity to operate, maintain,
and manage new dust suppression and habitat projects at the Salton Sea,

Chapter 771, Statutes of 2024 (SB 583) established the Salton Sea Conservancy. The
Climate Bond advances implementation of this new conservancy by providing funds for
its creation. To allow additional time for stakeholder and community input and
organizational processes, the Administration's proposal to establish the Salton Sea
Conservancy will be submitted in the spring.

WILDFIRE AND FOREST RESILIENCE

The ongoing impacts of climate change in California and the consequences of a
century-old legacy of fire suppression continue to create catastrophic wildfire risks that
threaten communities, landscapes, and their ecosystems across the state. Historic
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investments since 2021 have supported over 2,000 wildfire resilience and forest health
projects that are completed or underway, including fuel breaks around communities,
prescribed fire projects, and landscape-scale forest health projects. These projects are
demonstrating effective methods to protect communities, keep wildfires from growing
larger and more dangerous, and aid firefighters in combating wildfires.

The Budget builds on this work with investments from the Climate Bond in 2025-26 for the
following wildfire and forest resilience efforts:

* Forest Health Program—3$82.2 million for projects that improve forest health by
significantly reducing fuels, reintroducing beneficial fire, restoring degraded areas,
and conserving threatened forests.

* Regional Projects—$79.5 million for block grants to support landscape-scale,
multi-benefit projects developed by forest collaboratives in high-risk regions.

* Local Fire Prevention Grants—$59.1 million for the Wildfire Prevention Grants Program
to support local projects in and near fire-threatened communities, including fuels
reduction, wildfire prevention planning, and wildfire prevention education with an
emphasis on improving public health and safety.

* Resilient State-Owned Lands—$33.4 million to help restore health and resilience to
3.8 million acres of state-owned lands vulnerable to destructive wildfires, including
expansion of beneficial fire.

» State Conservancies-Watershed Improvement and Wildfire Resilience—$22.4 million
for various conservancies within the Natural Resources Agency for watershed
improvement, forest health, biomass utilization, chaparral and forest restoration, and
workforce development.

* Wildfire Mitigation—3$9.1 million for the Wildfire Mitigation Program, administered by
the Office of Emergency Services and the Department of Forestry and Fire
Protection, which offers financial assistance to vulnerable populations in
wildfire-prone areas throughout the state for cost-effective structure hardening and
retrofitting to create fire-resistant homes, as well as defensible space and
vegetation management activities.

In addition to these investments, the Budget proposes $39.3 million for various wildfire

and forest resilience projects and programs, including defensible space, home
hardening, reforestation, and wood utilization.
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COASTAL RESILIENCE

Climate change continues to impact California’s coast, generating sea level rise, storm
surge and flooding, coastal erosion, and habitat loss. These impacts threaten public
health and safety, critical infrastructure, communities and homes, tribal cultural
resources, public access, and the health of ecosystemes.

The Budget proposes the following investments from the Climate Bond in 2025-26 to
help protect coastal communities against these impacts, safeguard local economies,
conserve and restore biodiversity and natural areas, elevate tfribal knowledge, and
improve public access to the coast:

* Coastal Resilience—$30.8 million for projects to protect coastal lands, public access
facilities, and habitats, as well as an additional $20 million for projects that address
sea levelrise, flood management, and wetland restoration, consistent with the San
Francisco Bay Restoration Authority Act or the San Francisco Bay Area Conservancy
Program.

* Sea Level Rise Mitigation and Adaptation—$20.3 million for planning and
implementation of projects that help communities prepare for impacts of sea level
rise and coastal flooding, and $7.5 million for grants to increase resilience of coastal
ecosystems and protect marine wildlife.

« Dam Removal and Related Infrastructure—$8.5 million for removal of obsolete dams
and modifications to related infrastructure to increase habitat connectivity, build
climate resilience for culturally and economically important fisheries and improve
coastal sediment supply for beaches and shorelines.

In addition to these investments, the Budget proposes $85.92 million for various coastal
resilience and sea level rise adaptation projects, such as upgraded fish hatcheries for
Cenftral Valley Chinook Salmon.

EXTREME HEAT MITIGATION

Climate change intensifies heat waves across the state, threatening public health and
safety, economic stability, food and water security, critical infrastructure, and the
resilience of natural systems. In the last two years, California experienced temperatures
that shattered previous records, and the best available science projects this trend will
continue.
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The Budget proposes the following investments from the Climate Bond in 2025-26 to
build resilience to extreme heat across California, with a focus on those most vulnerable
to its impacts:

* Urban Greening Program—$46.8 million for greening communities through the
creation and expansion of green streets, parks, and schoolyards.

* Fairground Updates—$37.6 million to modify or upgrade fairgrounds to enhance
communities' emergency preparedness capabilities, particularly in response to
climate change.

* Extreme Heat and Community Resilience Program—$16.1 million to fund projects
that reduce the impacts of extreme heat, reduce urban heat island effect, and
build community resilience to exireme heat.

In addition fo these investments, the Budget proposes $1.5 million for various extreme
heat mitigation projects and programs.

BIODIVERSITY AND NATURE-BASED SOLUTIONS

California is driving on a world-leading nature-based solutions agenda, having set the
most ambitious and comprehensive nature-based solutions climate targets in the
nation. In addition to the investments listed below, many of those in the Wildfire and
Forest Resilience, Coastal Resilience, Extreme Heat Mitigation, and Climate Smart
Agriculture sections will contribute to delivering on these nature-based solutions climate
targets. California is also the first state to commit to supporting a global goal of
conserving 30 percent of natural lands and coastal waters by 2030 (30x30 strategy).

The Budget proposes the following investments from the Climate Bond in 2025-26 to
help meet the state’s carbon neutrality and climate adaptation goals through its
nature-based solutions climate targets and 30x30 strategy:

* Protect and Enhance Fish and Wildlife Resources—3$176 million for projects including,
but not limited to, land conservation acquisitions and easements, habitat
enhancement and restoration, floodplain reactivation and wetland restoration, and
wildlife connectivity.

» State Conservancies-Supporting Regional Action—$79.9 million for various
conservancies within the Natural Resources Agency to drive climate action through
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nature-based solutions, such as land conservation and habitat restoration and
enhancement, and to improve equitable access to nature.

* Tribal Nature-Based Solutions Program—$9.4 million for grants to California Native
American fribes for multi-benefit nature-based solutions projects including ancestral
land return, planning and implementation of habitat restoration projects, protecting
the state’s coast and oceans, and advancing wildfire resilience and cultural fire
across California.

In addition to these investments, the Budget proposes $20.7 million for various
biodiversity and nature-based solutions projects and programs.

CLIMATE SMART AGRICULTURE

California’s agricultural industry is where unrivaled innovation meets world-renowned
output. In the face of mounting climate change-driven challenges like drought and
extreme heat, California’s farmers contfinue to produce food that improves nutritional
outcomes in historically underserved communities and feeds households across the
state, throughout the country, and around the world. California agriculture is also on
the frontline of fighting climate change by fostering innovations in carbon
sequestration, emissions reduction, and ecosystem resilience.

The Budget proposes the following climate smart agriculture-related investments from
the Climate Bond in 2025-26:

» State Water Efficiency and Enhancement Program—$37.6 million for improving
irrigation systems on farms and ranches to save water and reduce emissions from

pumping.

* Healthy Soils Program—3$35.9 million for sequestering carbon and reducing emissions
through the implementation of soil health practices on farms and ranches.

* Invasive Species Projects—$19.9 million to fund invasive species projects and
activities recommended by the Invasive Species Council of California. The Council
provides interagency leadership and coordination to exclude or rapidly eradicate
invasive species from California.

In addition to these investments, the Budget proposes $40.6 million for various climate
smart agriculture projects and programs.
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OUTDOOR ACCESS

Getting outdoors and into nature is critical to people’s physical, mental, and social
well-being. Across California, parks, open spaces and natural areas provide these
experiences for millions of residents. Expanding outdoor access to all Californians is an
important part of building a California for All.

The Budget supports California’s Outdoors for All Strategy by expanding access in
communities with little outdoor space and supporting programs to connect residents
who lack access to the outdoors. These investments can also support implementation
of California’s nature-based solutions climate targets and 30x30 strategy.

The Budget proposes the following parks and outdoor access investments from the
Climate Bond in 2025-26:

» Statewide Park Program—3$190 million to create new parks and improve existing
parks in the state’'s most disadvantaged communities. The Statewide Park Program is
the largest park-related grant program in California’s history, creating and
enhancing community open spaces where they are needed most in the state.

* Deferred Maintenance Program—$84.4 million to help address deferred
maintenance projects throughout the State Park System. These projects will
enhance visitor experiences and increase access to California’s state parks.

* Reduction of Climate Impacts and Creation, Protection, and Expansion of Outdoor
Recreation—$11 million to enhance visitor access on and increase the resilience of
public lands by improving safety and accessibility of trails and facilities, increasing
interpretive information, and completing wildfire preparedness and mitigation
projects.

CLEAN AIR AND ENERGY

California is building the clean, reliable, affordable, and safe energy system of the
future to provide reliable power to the public and withstand extreme weather events
and the stresses they pose to the grid.

The Budget proposes the following clean energy investments from the Climate Bond in
2025-26 to provide resources at the scale necessary to meet California’s evolving
energy needs, reduce air pollution, and address times when climate-driven extreme
weather events stress the grid:
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* Development of Port Upgrades to Serve Offshore Wind Generation and Other

Purposes—$228.2 million for port upgrades, including construction and
improvements of publicly owned port facilities for manufacturing, assembly, staging,
and integration of components and vessels, to support the development of offshore
wind generation and other activities.

Demand-Side Grid Support Program—$50 million for load reduction and backup
generation efforts that support electric grid reliability during extreme weather
events.

OFFSETTING CURRENT EXPENDITURES

Given the significant investments made possible by the Climate Bond, the Budget
proposes shifting $273 million from prior General Fund obligations to Climate
Bond funding. These include:

Stewardship of State-Owned Land—$68 million General Fund

Water Recycling—$51 milion General Fund

Dam Safety—$47 milion General Fund

Watershed Climate Resilience—$32 million General Fund
Demand-Side Grid Support Program—3$18 million General Fund
Systemwide Flood Risk Reduction Program—3$15 million General Fund
Community Resilience and Heat Program—3$15 million General Fund
Deferred Maintenance—$14 million General Fund

Home Hardening—$13 million General Fund

In addition, the Budget proposes a $32 million shift of Greenhouse Gas Reduction Fund
for the Clean Energy Reliability Investment Plan to the Climate Bond to address a
projected shortfall within the Motor Vehicle Account.
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E 15 TRANSPORTATION FUEL BLEND

California continues to take bold steps to advance clean fuels and zero-emission
vehicles necessary to achieve carbon neutrality by 2045 and address California’s
significant air quality challenges.

Although California’s tfransportation sector is in the midst of a rapid transition away from
fossil fuels, California consumers are still reliant on fossil fuels to power the vehicles and
equipment that enable daily life and support the economy. In response to California
families experiencing gasoline price spikes, the Governor directed state agencies to
ensure that the state maintains a reliable and affordable supply of transportation fuels.
In line with this direction, the State Air Resources Board is accelerating the evaluation of,
and enabling changes to, California’s fuel specification requirements. Allowing an
increased blending of Ethanol from 10 percent (E10) to 15 percent (E15) is a potential
strategy to augment the existing gasoline supply and reduce gasoline prices.

The Budget proposes $2.3 million from special funds for the Board to evaluate, develop,
and implement the appropriate regulatory changes necessary to authorize the use of
E15 in California, upon submission to the California Environmental Policy Council of the
written summary and resulis of the peer review for the multimedia evaluation of E11-E15
gasoline-ethanol blends.

ENERGY AFFORDABILITY

The monumental state energy investments over the last few years have proven
instrumental in maintaining grid reliability during extreme weather conditions and
facilitating the rapid deployment of clean energy resources. However, affordability,
particularly electric bill affordability for customers in the largest electric utility territories in
the state, continues to be an ongoing challenge. This challenge is driven largely by the
cost of programs added over time, such as the outdated subsidy provided through the
legacy Net Energy Metering program, as well as a massive ramp up of investments in
utility wildfire mitigation measures. Those measures have been critical for reducing
wildfire ignition risk and improving the safety and reliability of the electric grid,
particularly in the wake of catastrophic wildfires that devastated communities
throughout California.

As the state works to decarbonize its economy with power provided by clean energy
resources, it is paramount that the Administration and Legislature partner to develop
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and act on a multi-faceted suite of actions this legislative year and going forward that,
only together, will yield meaningful electric bill cost savings for Californians.

CAP-AND-TRADE

Since its establishment in 2006 by Chapter 488, Statutes of 2006 (AB 32), California’s
cap-and-frade program is and remains globally recognized as a cost-effective tool
for reducing carbon pollution that has generated billions in proceeds to support
investment in innovative and pollution-reducing projects. California’s cap-and-frade
program was officially launched in 2012 and then reauthorized in 2017. The current
program aligns with reducing greenhouse gas emissions by at least 40 percent
below 1990 levels by 2030.

In 2022, Chapter 337, Statutes of 2022 (AB 1279) codified California’s world-leading
carbon neutrality target and requires direct greenhouse gas emission reductions of at
least 85 percent below 1990 levels by 2045. California’s cap-and-trade program is one
of several tools that are critical in achieving this goal. The Administration, in partnership
with the Legislature, will need to consider extending the cap-and-trade program
beyond 2030 to achieve carbon neutrality. Although the current cap-and-trade
program does not expire until 2030, considering extension sooner could provide greater
certainty and attract stable investment.

Key to any conversation around extension is the usage of the proceeds from the
cap-and-tfrade program. The Greenhouse Gas Reduction Fund must support
Californians as the state makes the transition to a clean economy by investing in
programs that deliver effective pollution reduction results, support clean transportation
and communities, and help address energy affordability.

TRANSPORTATION

As the largest contributor of California’s greenhouse gas emissions, the transportation
sector must align project delivery with climate considerations to reduce both emissions
and climate impacts. The Budget demonstrates a continued commitment to address
transportation-related climate issues.

Recent budgets have included $14.2 billion for transportation programs and projects
that align with the state’s climate goals. In alignment with the California State
Transportation Agency’s Climate Action Plan for Transportation Infrastructure, the
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Budget focuses on continued delivery of these critical investments in rail, transit, active
fransportation, and climate resiliency.

Additionally, the Budget proposes adding $25 million one-time General Fund in 2025-26
to the Clean California Program for a Community Cleanup and Employment Pathways
Grant Program. This funding will provide matching grants to communities with a Clean
California Community designation focused on both litter remediation and jobs
creation. This helps build on the state’s continued investments in litter removal and
related maintenance activities.
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HEALTH AND HUMAN SERVICES

he Health and Human Services Agency oversees departments and state entities

that provide health and social services to the most vulnerable and at-risk
Californians while providing public health services to Californians. The Governor's
Budget includes $296.1 billion ($83.7 billion General Fund) for all health and human
services programs in 2025-26.

DEPARTMENT OF HEALTH CARE SERVICES

Medi-Cal, California’s Medicaid program, is administered by the Department of Health
Care Services (DHCS). Medi-Cal is a public health care coverage program that
provides comprehensive health care services at no or low cost for low-income
individuals. The Department also administers programs for special populations and
several other non-Medi-Cal programs, as well as county-operated community mental
health and substance use disorder programs. The Medi-Cal budget includes

$174.6 billion ($37.6 bilion General Fund) in 2024-25 and $188.1 billion ($42.1 billion
General Fund) in 2025-26. Medi-Cal is projected to cover approximately 15 million
Californians in 2024-25 and 14.5 million in 2025-26—more than one-third of the state’s
population.
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MANAGED CARE ORGANIZATION TAX AND PROVIDER PAYMENT INCREASES

Proposition 35, approved by the voters in November 2024, requires DHCS to seek federal
renewal and reauthorization of the Managed Care Organization (MCO) Tax added by
Chapter 13, Statutes of 2023 (AB 119) to permanently continue the tax. Proposition 35
specifies permissible uses of tax revenues starting with the 2025 tax year, for which DHCS
must consult with a stakeholder advisory committee to develop and implement. The
Budget reflects MCO Tax revenue of $7.9 billion in 2024-25, $4.4 billion in 2025-26, and
$3.3 billion in 2026-27 to support the Medi-Cal program. Compared to the 2024 Budget
Act, this is an increase of $1 billion in 2024-25 and decreases of $2.2 billion in 2025-26
and $1.8 billion in 2026-27. The amendments to the MCO Tax pursuant to Chapters 6
and 39, Statutes of 2024 (SB 136 and AB 160) were approved by the federal
government in late December 2024. The Budget includes the net benefit of funding
associated with the MCO Tax amendments to entirely support the Medi-Cal program.

Given the passage of Proposition 35, the provider payment increases and investments
that were authorized in the 2024 Budget Act are inoperable as of January 1, 2025. The
Budget reflects Proposition 35 expenditures for calendar years 2025 and 2026, including
the provider rate increases for primary care, maternal care, and non-specialty mental
health services that were implemented in calendar year 2024. However, the final
spending plan is subject to consultation with the stakeholder advisory committee as
required by Proposition 35.

SIGNIFICANT BUDGET ADJUSTMENTS

* 2024-25 Budget—The Budget includes increased Medi-Cal expenditures of
approximately $2.8 billion General Fund in 2024-25 compared to the 2024 Budget
Act. This increase is driven primarily by higher overall enrollment due to continuing
unwinding flexibilities and higher-than-projected caseload and pharmacy costs,
offset by additional support from the MCO Tax.

* Year-Over-Year Comparison—The Budget projects Medi-Cal expenditures of
$42.1 billion General Fund in 2025-26, an increase of $4.5 bilion General Fund
compared to the revised 2024-25 expenditures. This increase is driven primarily by
reduced support for Medi-Cal from the MCO Tax as well as year-over-year growth in
program costs.

* Pharmacy Expenditures—Similar to other state Medicaid programs, California’s
Medi-Cal program has experienced a notable increase in overall pharmacy
expenditures. Compared to the 2024 Budget Act, the Budget includes an increase
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of $1.6 billion ($1.3 billion General Fund) in 2024-25 and a year-over-year increase of
$1.2 billion ($215.2 milion General Fund) in 2025-26 due to projected growth in
Medi-Cal pharmacy expenditures. In recent years, increased utilization of high-cost
anti-obesity drugs, also referred to as glucagon-like peptide-1 (GLP-1s), have
significantly contributed to rising pharmacy costs.

* Public Health Emergency Unwinding Flexibilities and Medi-Cal Caseload—The
Budget includes the continuation of eligibility redetermination flexibilities through
June 30, 2025, resulting in reduced Medi-Cal disenrollment and increased costs of
approximately $3 billion ($1.1 bilion General Fund) in 2024-25 compared to the
2024 Budget Act. The Budget reflects Medi-Cal caseload of 15 million in 2024-25, an
increase of approximately 450,000 compared to the 2024 Budget Act. Caseload is
anticipated to modestly decline in 2025-26 as unwinding flexibilities end; however,
the Budget projects an increase in Medi-Cal enrollees with higher average costs. In
addition, the implementation of several state and federal policies has led to
significant changes in the program in recent years, which has added complexity to
Medi-Cal caseload projections. Further variability is possible in the near future due to
potential changes in federal policy.

DEPARTMENT OF SOCIAL SERVICES

The Department of Social Services (DSS) serves, aids, and protects needy and
vulnerable children and adults in ways that strengthen and preserve families,
encourage personal responsibility, and foster independence. The Department’s

major programs include the California Work Opportunity and Responsibility to

Kids (CalWORKs), CalFresh, In-Home Supportive Services (IHSS), Supplemental Security
Income/State Supplementary Payment (SSI/SSP), Child Welfare and Adult Protective
Services, Community Care Licensing, Disability Determination Services, and Child Care
and Nutrition programs. The Budget includes $62.1 billion ($22.5 billion General Fund) for
DSS programs in 2025-26.

CALIFORNIA WORK OPPORTUNITY AND RESPONSIBILITY TO KIDS

The CalWORKs program, California’s version of the federal Temporary Assistance for
Needy Families (TANF) program, provides temporary cash assistance to low-income
families with children to meet basic needs. It also provides welfare-to-work services so
that families may become self-sufficient. Eligibility requirements and benefit levels are
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established by the state. Counties have flexibility in program design, services, and
funding to meet local needs.

The Budget assumes $9.5 billion in fotal TANF expenditures (state, local, and federal
funds) in 2025-26. This amount includes $6.4 billion for CalWORKs program expenditures
and $3.2 billion for other programs such as Child Welfare Services, Foster Care, the
Department of Developmental Services (DDS) programs, the California Statewide
Automated Welfare System, California Community Colleges Child Care and Education
Services, Cal Grants, and the Department of Child Support Services. The average
monthly CalWORKs caseload is estimated to be 361,834 families in 2025-26.

SIGNIFICANT UPDATES

* CalWORKs Work and Family Well-Being Pilot—In November 2024, California was
selected as one of five states to participate in a federal pilot program to test
alternative performance measures in the TANF program. The vision for California’s
pilot is to build upon a strong foundation of supportive and barrier removal services
to facilitate employment and well-being. The pilot will leverage the CalWORKs
Outcomes and Accountability Review (Cal-OAR) framework to measure successful
program outcomes more holistically. The Administration continues to assess further
opportunities to advance the vision of the pilot.

* Projected CalWORKs Grant Increase—An approximate 0.2-percent increase to
CalWORKs Maximum Aid Payment levels, with an estimated cost of $9.1 million, is
projected to begin October 1, 2025. A determination and update of the projected
grant increase will be made at the May Revision. These projected increased costs
would be funded entirely by the Child Poverty and Family Supplemental Support
Subaccount of the 1991 Local Revenue Fund and would be in addition to the
0.3-percent statutory increase in October 2024.

CHILD CARE AND DEVELOPMENT

DSS administers child care and development programs including CalWORKs Stages
One, Two, and Three; the Emergency Child Care Bridge Program; Alternative Payment
Programs; Migrant Child Care; General Child Care; Child Care for Children with Severe
Disabilities; and a variety of local supports for these programs, such as Resource and
Referral and Local Child Care Planning Councils, in addition to quality improvement
projects. Families can access child care subsidies through centers that contract directly
with DSS, local educational agencies, or vouchers from county welfare departments
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and Alternative Payment Programs. The Budget includes $7.1 billion ($4.6 billion General
Fund) for DSS administered child care and development programs.

The Budget maintains funding to continue the Cost of Care Plus Rate monthly payments
adopted for state-subsidized child care providers, consistent with requirements related
to the reimbursement floor established in the 2024 Budget Act. The Administration
continues to work fowards a single rate structure and utilization of an alternative
methodology for estimating the costs of care. As outlined in Chapter 73, Statues

of 2024, the Administration will provide the Legislature a timeline for transitioning to
reimbursement rates informed by the cost of care under the state’s alternative
methodology, rather than the current structure that is largely informed by private
market rates.

The current Memorandum of Understanding with Child Care Providers United-California
(CCPU) is set to expire on June 30, 2025. The state will continue to negotiate a successor
agreement with CCPU.

DEPARTMENT OF DEVELOPMENTAL SERVICES

The DDS provides individuals with intellectual and developmental disabilities a variety of
services that allow them to achieve their goals. The Budget includes $19 billion

($12.4 billion General Fund) and estimates that approximately 505,000 individuals will
receive services in 2025-26. This increase of nearly 40,000 from 2024-25 is largely
aftributed to post-COVID-19 Pandemic outreach to young children who are now aging
out of Early Start.

The state’s developmental services are designed to meet the needs and choices of
individuals at each stage of their lives, and support them in their home communities,
providing choices that are reflective of lifestyle, cultural and linguistic preferences. DDS
continues to work closely with regional centers, service providers, and the community
on numerous inifiatives to streamline and enhance developmental services and
supports statewide, including service provider rate reform, multiple information and
process standardization efforts, enhanced transparency, workforce development and
investment, and new Individual Program Plan templates and preparation tools.
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OTHER HEALTH AND HUMAN SERVICES ADJUSTMENTS

52

Behavioral Health Community-Based Organized Networks of Equitable Care and
Treatment (BH-CONNECT) Demonstration—In December 2024, the federal
government approved approximately $8 billion (state, local, and federal funds) for
the BH-CONNECT Demonstration effective January 1, 2025 through December 31,
2029. The funding will support activities and services administered by the DHCS, DSS,
and the Department of Health Care Access and Information. The Demonstratfion
includes statewide and county opt-in components to expand and strengthen the
behavioral health confinuum for Medi-Cal members living with significant behavioral
health conditions, with a focus on children and youth, individuals experiencing or at
risk of homelessness, and justice-involved individuals.

AIDS Drug Assistance Program (ADAP)—$8.5 million in 2025-26 and ongoing from the
AIDS Drug Assistance Program Special Fund for enhancements to ADAP and the
Pre-Exposure Prophylaxis Assistance Program, effective January 2025. The Budget
proposes to reimburse Medicare Part B premiums and out-of-pocket costs and
expand the employer-based health insurance premium payment program for ADAP
enrollees. Compared to revised 2024-25 expenditures, the Budget provides an
increase of $42.3 million total funds for the ADAP program in 2025-26.

Diaper Initiative—Up to $7.4 million General Fund in 2025-26 and $12.5 million
General Fund in 2026-27 for the Department of Health Care Access and Information
fo contract for the provision of a three-month supply of diapers at no cost to
California families with newborn babies via hospital systems to improve maternal
and newborn health outcomes.

Prescription Drug Affordability—Given the rising costs of pharmacy expenditures, the
Administration will continue to evaluate the key drivers of prescription drug cost
growth, including the impact of pharmacy benefit managers. Building on the goals
of the Office of Health Care Affordability and CalRx, the Administration is exploring
approaches to increase tfransparency in the pharmacy supply chain and improve
the affordability of prescription drugs in California.

Master Plan for Developmental Services—In March 2025, the Administration plans to
release the Master Plan for Developmental Services, which will be generated by
community recommendations for a more consumer-friendly and effective
experience for individuals and families receiving developmental services.
Workgroups of key stakeholders have been meeting to develop the plan, focusing
specifically on recommendations to support person-centered, data-driven, lifelong
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services from a stable workforce that emphasize quality, equity, and outcomes,
while improving regional center accountability.
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HOUSING AND HOMELESSNESS

HOUSING

The state has taken significant actions in recent years to address California's housing
shortfall. This includes investing billions of state and federal dollars in a variety of
affordable housing programs since 2019, enacting legislation to streamline the approval
of much-needed housing, and taking executive action to make excess state properties
available for housing development.

CREATING THE CALIFORNIA HOUSING AND HOMELESSNESS AGENCY

Over the past six years, California has made significant progress to address its housing
and homelessness crises by financing the construction of tens of thousands of new
affordable homes, providing technical assistance to cities and counties, and holding
accountable cities and counties that have created barriers to housing production—all
of which has helped unlock thousands of housing units. As a result, housing production
has increased significantly in the state from just over 70,000 homes per year before 2018
to over 115,000 in 2023. These efforts have yielded meaningful results and reflect the
Administration’s effort to coordinate an all-of-state government approach to
addressing housing and homelessness.
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Building on this momentum, the Administration is proposing to establish a new California
Housing and Homelessness Agency to create a more integrated and effective
administrative framework for addressing the state’s housing and homelessness
challenges. This new agency will strengthen California’s ability to plan, produce, and
preserve housing while enhancing the state’s homelessness response now and over the
long term by aligning housing initiatives with complementary policy areas—such as
transportation, health, climate, energy, and community planning. As a result, the
agency will foster greater coordination and strategic alignment across state
government.

More details will be provided in the spring through a Reorganization Plan submitted to
the Little Hoover Commission. See the General Government and Statewide Issues
Chapter for information on the proposed Consumer Protection Agency.

HOUSING PROPOSALS

The Administration is committed to working with the Legislature to advance policies that
reduce housing costs and enhance accountability for jurisdictions to meet their state
housing obligations. Additionally, the Administration is focused on policies to promote
efficient land use practices that infegrate housing and transportation, including
removing barriers to infill housing and supporting transit-oriented development, to help
achieve the state's housing and environmental goals while reducing costs for
communities across California.

Accordingly, the Administration puts forth the following policy principles:

* Reduce Costs—The state should help lower housing construction costs by
streamlining processes and removing unnecessary barriers to development,
including addressing delays in project approvals and permitting. Additionally, the
state should pursue policies to reduce costs associated with existing laws that hinder
housing production and increase costs and development risks.

* Enhanced Accountability—The state should strengthen mechanisms to ensure
jurisdictions meet their state housing obligations and comply with existing laws,
including the Housing Accountability Act and Permit Streamlining Act.

* Housing and Transportation—The state should advance policies that remove barriers
to infill housing near transit, including efforts to align long-term housing and
transportation planning, and further the ability to utilize housing as a mitigation
strategy for infrastructure projects.
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To further these principles, the Administration will propose policies to enhance the
Department of Housing and Community Development's (HCD) ability to recycle
funding, update housing programs to promote affordability, and expand existing
California Environmental Quality Act streamlining tools to accelerate infill housing
production.

HOMELESSNESS

Although recent federal data shows that the state has made progress on combating
homelessness, the issue remains a priority for the Administration. The Budget continues
to include $100 million General Fund for Encampment Resolution Fund grants as
committed to in the 2024-25 Budget. The Administration is open to working with the
Legislature on additional funding to continue to drive progress on this critical issue;
however, any future homelessness funding for local governments must incorporate
stronger accountability policies, including:

* Requiring local governments to have a compliant Housing Element and a local
encampment policy, consistent with state guidance, to be eligible for funding.

* Prioritizing funding for local governments with Pro-Housing Designations where
appropriate.

* Allowing the reallocation of funding from local governments that fail o meet
program requirements or show progress on key metrics to those that are acting
with the necessary urgency.

The Administration also continues to implement billions in homelessness funding
appropriated over the last several years and deployed in local communities across
California. Recent rounds of homeless funding included expanded reporting and
accountability requirements, such as monthly reporting of fiscal and outcome data to
evaluate grantees’ progress. The Administration will be increasing accountability efforts
around the implementation of these funds through a number of policies including:

* Additional Accountability on Existing Funds—HCD will increase scrutiny of local
governments' fiscal and outcome reporting through the Homeless Data Integration
System so that local grantees stay up to date on those reports and will take
remedial action as necessary. HCD will continue to enforce requirements that local
governments show progress on implementing activities funded by the Homeless
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Housing, Assistance, and Prevention Program (HHAP) before releasing additional
disbursements of funds.

In-Depth Local Reviews—Although the state plays a major role in setting policy and
providing resources to combat homelessness, much of the work ultimately falls on
local governments. To drive continued local progress, the state will partner with
select local governments to review their full suite of housing and homelessness
programs to identify best practices and address opportunities for growth.

Regional Convenings—To help local grantees continue to make progress against
homelessness, HCD will hold regional convenings with the various HHAP regions to:
o Strengthen data and reporting programs and policies,

o Improve the construction and implementation of regional Memoranda of
Understanding (MOUs), and

o Challenge each region to reach their goals to reduce homelessness.

Increased Enforcement—The Housing and Homelessness Accountability, Results, and
Partnership Unit will review HHAP Rounds 5 and é regional MOUs and plans to ensure
local governments are following through on the commitments they have made to
act regionally and in a coordinated manner across their spectrum of homelessness
programs.
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CRIMINAL JUSTICE AND JUDICIAL BRANCH

DEPARTMENT OF CORRECTIONS AND REHABILITATION

The California Department of Corrections and Rehabilitation (CDCR) incarcerates
people convicted of the most serious and violent felonies, supervises those released to
parole, and provides rehabilitation programs to help people reintegrate into the
community. The Department strives to facilitate the successful reintegration of the
individuals in its care back to their communities equipped with the tools to be drug-free,
healthy, and employable members of society by providing education, treatment, and
rehabilitative and restorative justice programs. The Budget proposes total funding of
$13.9 billion ($13.5 billion General Fund and $365.4 million other funds) for CDCR in
2025-26. Of this amount, $4.1 bilion General Fund is for health care programs, which
provide incarcerated individuals access to mental health, medical, and dental care
services.

While the adult incarcerated population was projected to decrease consistent with
recent trends, CDCR's fall projections indicate the adult incarcerated population will
rise because of the passage of Proposition 36 in November 2024. Fall projections
indicate that the average daily adult incarcerated population for 2024-25 is now
estimated to be 91,672, an increase of 0.9 percent since the spring 2024 projections,
and 93,278 in 2025-26, an increase of 1,606 incarcerated individuals. However, even
with the expected increase from Proposition 36, the population is still projected to
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continue its overall long-term downward trend because of prior public safety
realignment and credit earning changes, declining to 90,998 in 2027-28. By comparison,
on January 1, 2015, the CDCR adult incarcerated population was 134,433.

The parolee average daily population is projected to be 34,940 in 2024-25, declining
slightly to 34,671 in 2025-26. Proposition 36 is projected to slightly increase the parole
population, which is anticipated to remain relatively stable over the next few years,

falling to 33,756 by June 30, 2029.

PRISON CAPACITY

The adult prison population has steadily declined in recent years, which has allowed
CDCR to eliminate its reliance on contract prison capacity. CDCR terminated its final
remaining contract to house incarcerated persons out-of-state in June 2019, and its
final in-state contract community correctional facility in May 2021. In total, the
termination of these contracts has saved the state hundreds of millions of dollars in
annual expenditures.

CDCR closed the Deuel Vocational Institution (Tracy) in September 2021 and
simultaneously deactivated a facility at the California Correctional Institution
(Tehachapi) and a second facility at the California Training Facility (Soledad). In
addition, CDCR closed the California Correctional Center (Susanville) in June 2023.
CDCR also deactivated facilities within six prisons between January and October 2023.
These facilities were located within:

» California Rehabilitation Center (Norco),

» Cadlifornia Institution for Men (Chino),

* Cadlifornia Correctional Institution (Tehachapi),

* Pelican Bay State Prison (Crescent City),

* Cadlifornia Men's Colony (San Luis Obispo), and

* Folsom Women's Facility within Folsom State Prison.
CDCR terminated the lease of the California City Correctional Facility (California City),
its last privately-owned prison contract, in March 2024. CDCR deactivated 42 housing

units across 11 prisons, effective July 2024. CDCR closed Chuckawalla Valley State
Prison (Blythe) in November 2024. Combined, these closures and deactivations, along
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with administrative savings, result in ongoing annual savings of $200 million General
Fund.

In addition, as part of the efficiency reductions included in the 2024 Budget Act, the
Department deactivated one facility each at Wasco State Prison, North Kern State
Prison, Calipatria State Prison, and portions of two facilities at High Desert State Prison,
effective December 31, 2024. These deactivations will achieve $33.1 million General
Fund savings in 2024-25 and $65.5 million General Fund in 2025-26 and ongoing.

The Department provided the Legislature an assessment of its systemwide capacity in
November 2023, consistent with requirements included in the 2023 Budget Act,
evaluating its space needs from a variety of aspects, including the Department’s ability
to provide educational and rehabilitative programming, meet health care
requirements, enhance normalization, and account for specialized bed needs. The
factors affecting the appropriate operating capacity have changed over time. As the
state has made improvements in health care services, the provision of rehabilitative
programs, and the successful reentry of incarcerated individuals, the operational
capacity must be viewed through a new lens, focusing on the amount and types of
space needed to provide services and a more normalized living environment to
support the incarcerated population.

The Administration remains committed to meeting the needs of staff and the
incarcerated population while right-sizing California’s prison system as the prison
population declines, and to addressing space needs as the state fransforms the
carceral system to one more focused on rehabilitation.

THE CALIFORNIA MODEL

In spring 2023, the Administration announced a plan to transform San Quentin State
Prison into the San Quentin Rehabilitation Center, focused on providing every
incarcerated person access to rehabilitation and education programs, as well as the
opportunity to gain resources and skills to improve their outcomes upon reentering
society. A multi-disciplinary Advisory Council was tasked with drafting and presenting
recommendations to achieve cultural and transformational change within the prison
and help inform CDCR’s California Model. The Council made recommendations for the
new Educational and Vocational Center that is scheduled to complete construction in
January 2026.

The Budget proposes $7.8 million General Fund in 2025-26, and $13 million in 2026-27
and ongoing, for the San Quentin Rehabilitation Center to increase staffing, add and
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expand rehabilitative programs, provide professional development focused on
behavior change, tfrauma-informed care, and dynamic security to operate a new
campus that embodies the California Model, implementing a fransformational change
in a correctional environment.

The Department has also begun leveraging national and international best practices
to provide rehabilitative services to incarcerated individuals o reduce recidivism and
enhance public safety, address longstanding challenges to incarceration and prison
working conditions, and promote an environment free of toxic stress and supportive of
employee wellness. The Department has begun implementing California Model
initiatives statewide that are focused on the principles of dynamic security,
normalization, peer support specialists, and becoming a trauma-informed organization.
These initiatives will promote the health and well-being of those who work and live
within the prison environment.

To further normalization efforts, based on the goal of providing an environment within
prison as similar as possible to what someone would encounter upon release, CDCR
plans to offer increased levels of single-celled housing at San Quentin Rehabilitation
Center, California Correctional Women's Facility, and California Institution for Women.
Single-celled housing will directly enhance the well-being of the incarcerated
population by lessening the density housed within the prison and increasing access to
programming opportunities.

REHABILITATION AND REENTRY

Increasing access to rehabilitative and reentry programs is integral to improving
outcomes upon release from prison and reducing recidivism.

CDCR operates community correctional reentry centers that allow participants to serve
part of their terms of incarceration in the community. These programs provide a range
of rehabilitative services with the goal of helping individuals successfully reintegrate into
their communities following their release from prison.

The 2022 Budget Act included resources to expand community correctional reentry
centers. Those resources enabled CDCR to enter contracts for four new reentry
expansion facilities—located in Sacramento, San Bernardino, Ontario, and
Fresno—which will add a total of 439 additional Male Community Reentry Program
beds. These new sites are projected to be activated in 2025-26.
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CDCR also operates reentry programs for individuals released to parole supervision that
provide them access to services designed to help facilitate their tfransition back into
their communities. These programs include Day Reporting Centers, the Long-Term
Offender Reentry Recovery Program, and Specialized Treatment for Optimized
Programming. The Budget continues the Administration’s commitment to support the
long-term financial sustainability of reentry programs and adds $32 million General
Fund, growing to $42.9 million in 2029-30, to enable CDCR to increase contract rates
and provide annual adjustments for 14 parole reentry contracts.

Additionally, the Budget proposes $12.9 million one-time General Fund in 2025-26 and
2026-27 to continue the Returning Home Well (RHW) Program, originally funded in the
2022 Budget Act, for an additional two years. These funds will also enable CDCR to
provide important wraparound services to RHW participants. This program, initiated
during the COVID-19 Pandemic, provides transitional housing to individuals who would
otherwise be at risk of being unhoused at the time of their release. CDCR will provide a
report, by March 2026, on the outcomes of individuals who parficipate in the RHW
Program, including their housing status after completing the program.

SUPPORT FOR FACILITY AND INFRASTRUCTURE IMPROVEMENTS AND ONGOING
CDCR WORKLOAD

The Budget proposes resources to continue existing CDCR initiatives, make needed
infrastructure improvements, and address increased costs:

* Increased Food Costs—$37.1 million General Fund in 2025-26, and $32.1 million
General Fund in 2026-27 and ongoing, to accommodate increased food costs and
incorporate Californian-grown agricultural products into the daily menu for
incarcerated individuals as required by Chapter 576, Statues of 2022 (AB 778).

* Air Cooling Pilot Program—$23.6 million one-time General Fund in 2025-26, and
$45.4 million one-time General Fund in 2026-27, to initiate a pilot program at four
prisons to evaluate the effectiveness of various air cooling alternatives.

* Americans with Disabilities Act Facility Improvements—$23.1 million one-time
General Fund in 2025-26 to complete accessibility improvements at six institutions.

* Public Safety Radio Replacement—$19.8 million ongoing General Fund to replace
and update existing public safety radio and communications equipment to meet
operational and safety-related standards.
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ACHIEVING EFFICIENCIES WITHIN CDCR

The 2024 Budget Act included General Fund solutions and other CDCR reductions
totaling $750 million from 2022-23 to 2024-25. Of this amount, $392.1 million was
anticipated to be achieved through savings associated with various state operations
reductions, consistent with the statewide efficiency reductions.

The below describes CDCR’s plan to achieve state operations reductions totaling
$267.6 million in 2024-25, $185.8 million in 2025-26, and $193.6 million ongoing.

¢ Vacant Position Elimination—A reduction of $14.2 milion General Fund and
441.5 positions in 2024-25 and ongoing across various programs in conjunction with
the elimination of vacant positions.

The Budget includes several ongoing operational reductions:

* Housing Unit Deactivations—$33.1 million General Fund in 2024-25, and $65.5 million
General Fund in 2025-26 and ongoing, for deactivating various housing units at
Calipatria State Prison, High Desert State Prison, North Kern State Prison, and Wasco
State Prison.

e Third Watch Yard Standardization—$17.2 million General Fund in 2024-25, and
$25.2 million General Fund in 2025-26 and ongoing, to convert seven-day posts to
five-day posts at institutions, deactivating third watch yard time to standardize
five-day programming in the afternoon.

e Gatehouse Reductions—$11.8 million General Fund in 2024-25, and $15.4 million
General Fund in 2025-26 and ongoing, to reduce 93.9 positions and end the
practice of physically staffing public entrances to the property at most institutions.

* Cudlifornia Health Care Facility Correctional Treatment Center Bed Transition—
$7.4 million General Fund in 2025-26, and $15.3 million General Fund in 2026-27 and
ongoing, to transition 180 beds at the California Health Care Facility from the
Correctional Treatment Center level of care to Long Term Care to better align with
the needs of the patient population.

* Corcoran Restricted Housing to General Population Conversion—$5.3 million
General Fund in 2024-25, and $7 million General Fund in 2025-26 and ongoing, to
convert Restricted Housing Units to General Population at Corcoran State Prison.

e Pelican Bay State Prison Restricted Custody General Population to Enhanced
Outpatient Program Conversion—$854,000 General Fund in 2024-25, and $2 million
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General Fund in 2025-26 and ongoing, for the conversion of a Restricted Custody
General Population unit to an Enhanced Outpatient Program unit.

 Division of Adult Parole Operations Redistricting—$1.2 million General Fund in
2024-25, and $2.3 million in 2025-26 and ongoing, as part of the Division of Adult
Parole Operations’ redistricting plan, which will create efficiencies by aligning
staffing with caseloads within geographic areas.

The Budget proposes reductions associated with refining employee training and
eliminating non-essential activities and contracts:

* Training Refinements—$11 million General Fund in 2024-25, and $22 million General
Fund in 2025-26 and ongoing, related to the implementation of various nursing
training efficiencies; $347,000 ongoing associated with standardizing onboarding
requirements and training for registry staffing; and $285,000 ongoing to facilitate a
more efficient delivery of leadership training, resulting in fewer trainings held
throughout the year.

* Golden Legacy Contract Elimination—$5.9 million General Fund in 2024-25, and
$11.8 million General Fund in 2025-26 and ongoing, associated with phasing out a
confract for medical parole. Patients utilizing this contract may be eligible for
compassionate release pursuant to existing law, or returned to an institution
inpatient bed, if appropriate.

* Elimination of the Council on Criminal Justice and Behavioral Health (CCJBH)—
$1.8 million ongoing ($662,000 General Fund and $1.1 million Behavioral Health
Services Fund) associated with the elimination of the CCJBH. The CCJBH was
established in 2001 to identify and promote strategies to reduce the incarceration of
individuals with mental illness and substance use disorders. Since that time, several
state efforts have been implemented with a focus on improving outcomes for this
specific population, including the Mental Health Services Oversight and
Accountability Commission and the California Advancing and Innovating Medi-Call
initiative. The state will rely on these state-led programs and resources to contfinue
the work of reducing incarceration and recidivism rates for individuals with mental
health and substance use disorder treatment needs.

The Budget proposes one-time savings in 2024-25 as follows:

* Inmate and Ward Construction Revolving Account Reversion—A reversion of
$114 million one-time General Fund in 2024-25 previously appropriated for
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institution-wide roof projects. While replacing roofs remains a priority, this figure
represents funding for projects that have not yet begun. CDCR wiill retain funding to
prioritize the most urgent and critical needs, and additional roof replacement efforts
will be considered in the future.

* Integrated Substance Use Disorder Treatment (ISUDT) Program—A reduction of
$20.8 million one-time General Fund in 2024-25 consistent with projected savings
associated with ISUDT Cognitive Behavioral Intervention services.

* Hepadtitis C Treatment Savings—A reduction of $18.5 million one-time General Fund
in 2024-25 for estimated reduced treatment costs driven by a reduction in projected
pafients.

* Reduced Academy Levels—A reduction of $6.2 million one-time General Fund in
2024-25 to adjust Academy levels to align with current operations.

* Health Care Information Technology Reduction—A reduction of $4.6 million one-time
General Fund in 2024-25 related to delaying non-critical equipment purchasing and
project implementation.

e General Travel and Training—A reduction of $95,000 one-time General Fund in
2024-25 to align with reductions in departmental staffing, class sizes, and Academy
operation spending.

Finally, the Budget proposes reductions associated with various other efficiency
measures, reversions, and General Fund reductions totaling $2.3 million in 2024-25 and
$10.6 million in 2025-26 and ongoing. These changes include revising protocols for
transporting incarcerated individuals to community facilities for emergency care,
discontinuing IT contracts that are no longer necessary, eliminating lease space in
Ontario, and reducing use of leased vehicles.

HEALTH CARE SERVICES FOR INCARCERATED INDIVIDUALS

The Budget continues the state’'s commitment to deliver quality health care services to
incarcerated individuals. The Budget includes $4.1 billion General Fund in 2025-26 for
health care programs, which provide incarcerated individuals access to medical,
mental health, and dental care services that are consistent with the standards and
scope of care appropriate within a custodial environment.
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The Budget proposes the following augmentations to support health care for
incarcerated individuals:

» Suicide Watch Augmentation—$13.6 million ongoing General Fund to address
increased suicide watch workload. These resources will fund overtime and
temporary help for required suicide watch posts.

e COVID-19 Mitigation Costs—$12.8 million one-time General Fund in 2025-26 to
support the continuation of necessary COVID-19 prevention and mitigation
activities.

» Cadlifornia Institution for Men 50-Bed Mental Health Crisis Facility Staffing—$3 million
General Fund and 13.4 positions in 2025-26, and $4.4 million General Fund and
20.4 positions ongoing, to provide staffing for a new Mental Health Crisis Facility that
will become operational at the California Institution for Men. CDCR estimates
construction of this facility will be completed in October 2025.

OFFICE OF THE INSPECTOR GENERAL

The Office of the Inspector General (OIG) provides oversight through monitoring,
reporting, and recommending improvements to CDCR. The Budget includes a total
of $52.4 million for the OIG in 2025-26.

The Budget proposes $3.6 milion General Fund and 22 positions in 2025-26, and
$5.7 million General Fund and 29 positions in 2026-27 and ongoing, for CDCR to
implement Chapter 1012, Statutes of 2024 (SB 1069). These resources will enable
the OIG to expand monitoring of complaints of staff sexual misconduct filed by
incarcerated persons.

PUBLIC SAFETY

CRIMINAL JUSTICE INVESTMENTS FOR SAFE AND SECURE COMMUNITIES

Public safety is a top priority in California, and funding to keep Californians safe is at an
all-time high. Multifaceted criminal justice investments have been added in recent
years that increase the safety of communities. The state has made substantial
investments in strategies focused on positive policing, including resources to support
peace officer wellness and training, and address peace officer misconduct.
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California has invested approximately $1.6 billion ($1.4 bilion General Fund and

$200 million special funds) in public safety efforts since 2022-23—including $283.6 million
budgeted in 2025-26—in recognition of the importance of keeping Californians

safe. This includes spending in the following areas:

$532 million for community public safety,

$369.9 million to target organized retail theft,

$311.8 million to combat gun violence,

$308.3 million for victim services, and

$88 million to combat illicit drugs.

PROPOSITION 47 SAVINGS

Proposition 47, passed in 2014, requires misdemeanor rather than felony sentencing
for certain property and drug crimes and permits incarcerated persons previously
sentenced for these reclassified crimes to petition for resentencing. The Budget
estimates net General Fund savings of $88.3 million in 2025-26. These funds are
allocated according to the formula specified in the ballot measure, which requires
65 percent be allocated for grants to public agencies to support various recidivism
reduction programs (such as mental health and substance use treatment services),
25 percent for grants to support fruancy and dropout prevention programs, and

10 percent for grants for victim services.

COMMUNITY CORRECTIONS PERFORMANCE INCENTIVE GRANT

The Community Corrections Performance Incentive Grant, Chapter 608, Statutes of
2009 (SB 678), was created to provide incentives for counties to reduce the number of
felony probationers sent to state prison. The Budget proposes $126.5 million General
Fund for county probation departments. In recent years, funding for this item was held
constant due to the COVID-19 Pandemic’s effect on probation populations, law
enforcement practices, and court processes. The Budget proposes to update the
methodology for calculating incentive payments to the counties beginning in 2025-26,
which is intended to increase the performance-based incentive nature of the funding
and reduce variability in the prior methodology. In recognition of the significant role
probation plays in maintaining public safety and reducing prison admissions, the
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Administration intends to work closely with the Chief Probation Officers of California and
the Legislature to refine this proposal consistent with the goals of SB 678.

DEPARTMENT OF JUSTICE

As the chief law officer of the state, the Aftorney General has the responsibility o see
that the laws of California are uniformly and adequately enforced. This responsibility is
fulfilled through the diverse programs of the Department of Justice (DOJ). The
Department provides litigation services on behalf of the people of California; serves
as legal counsel to state agencies; provides oversight, enforcement, education, and
regulation of California's firearms laws; provides evaluation and analysis of physical
evidence; and supports the data needs of California’s criminal justice community.
The Budget includes total funding of approximately $1.3 billion, including $496 million
General Fund, to support the DOJ.

The Budget proposes augmentations to support workload within DOJ’s Division of Law
Enforcement, Bureau of Firearms, Bureau of Gambling Conftrol, and Legal Services
Division of Public Rights.

* Bureau of Firearms Workload—To address ongoing workload within the Bureau, the
Budget provides $3.2 million ($2.7 million General Fund and $519,000 Fingerprint Fees
Account) and 26.0 positions in 2025-26 and ongoing to help the Bureau process an
increased number of concealed carry weapon permit applications as a result of
the New York State Rifle & Pistol Association v. Bruen U.S. Supreme Court decision.
Additionally, the Budget provides $2.2 million General Fund and 14.0 positions in
2025-26 and $1.9 million in 2026-27 and ongoing for the Firearms Clearance Section
within the Bureau to process an increased number of Dealers Record of Sale
fransactions on specified fimelines.

* Chaptered Legislation: Firearms—3$2.4 million ($2.3 million General Fund and
$100,000 Special Fund) and 7.0 positions in 2025-26 and $1.2 million General Fund
ongoing for DOJ to address workload from recently chaptered legislation related to
the storage, sale, transfer, and relinquishment of firearms.

* Firearms Information Technology Systems Modernization Project—$11.4 million
General Fund in 2025-26 for DOJ for Stage 3 of the Project Approval Lifecycle (PAL)
Process and initiate Stage 4 of the PAL process for this project.

* DNA Identification (DNA ID) Fund Backfill—To address a projected cashflow
shortage in the DNA ID Fund beginning in 2026-27, the Budget proposes to make the
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backfill an ongoing adjustment with $37 million General Fund in 2026-27, $36 million
in 2027-28, and $35 million in 2028-29 and ongoing. Previously, the 2023 Budget Act
provided a three-year backfill through 2025-26.

* License 2000 System Replacement Project—$1.9 million Special Fund ($1.1 million
Indian Gaming Special Distribution Fund and $800,000 Gambling Control Fund) and
3.0 positions in 2025-26 and ongoing for DOJ to finish the License 2000 System
Replacement Project and transition the project into the maintenance and
operations phase.

* Chaptered Legislation: Public Rights—$2.2 million ($597,000 General Fund and

$1.6 million Unfair Competition Law Fund) and 9.0 positions in 2025-26 and

$2.2 million ($577.,000 General Fund and $1.6 million Special Fund) in 2026-27 and
ongoing to address workload from recently chaptered legislation related to, among
others, helping protect minors from addictive social media feeds, fransparency
regarding the training data used for generative artificial intelligence systems or
services, and requiring large online platforms to block the posting of deceptive
content during specified timeframes before and after elections.

CALIFORNIA HIGHWAY PATROL

The California Highway Patrol (CHP) provides uniform traffic law enforcement
throughout the state and serves the public by assuring the safe, convenient, and
efficient fransportation of people and goods on the state’s highway system.
Increasingly, CHP also supports statewide law enforcement in specialized areas
concerning interjurisdictional crimes.

* Child Sexual Abuse Investigations—$5 million ongoing General Fund for the CHP to
expand its Computer Crimes Investigation Unit to investigate and assist allied
agencies with criminal investigations dealing with the distribution and downloading
of Child Sexual Abuse Material (CSAM) throughout California. CHP's statewide
responsibilities and specialist computer crimes unit is well-placed to help tackle
these interjurisdictional crimes. This expansion will help California develop leading
strategies for combatting CSAM that counties, cities, and prosecutors can adopt.
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OFFICE OF EMERGENCY SERVICES

The Office of Emergency Services (Cal OES) serves as the state’s leadership hub
during all major emergencies and disasters. This includes responding, directing, and
coordinating local, state, and federal resources, and mutual aid assets across alll
regions to support the diverse communities across the state. Cal OES also builds
disaster resilience by supporting local jurisdictions and communities through planning
and preparedness activities, training, and facilitating the immediate response to an
emergency through the longer-term recovery phase. During this process, Cal OES
serves as the state’s overall coordinator and agent to secure federal government
resources through the Federal Emergency Management Agency. The Budget
includes $3.1 billion ($562.5 million General Fund) and 1,907 positions for Cal OES.

» Cadlifornia Internet Crimes Against Children Task Forces—3$5 million ongoing General
Fund to maintain the existing level of funding for this program, which helps state and
local law enforcement agencies develop an effective response to child sexual
exploitation facilitated by technology and combating underground child
pornography rings. This investment makes permanent the annual level of state
resources provided for this effort on a one-time, multi-year basis over the last several
years.

In addition, the Budget maintains $80 million one-time General Fund to implement the
California State Nonprofit Security Grant Program, consistent with the two-year funding
commitment in the 2024 budget agreement. Since 2020-21, the state has dedicated
$220 million General Fund for this program to support physical security enhancements
to nonprofit organizations that have historically been targets of hate-motivated
violence. The state has also received $116 million from the federal Nonprofit Security
Grant Program during this period.

JUDICIAL BRANCH

The Judicial Branch consists of the Supreme Court, courts of appeal, trial courts, the
Habeas Corpus Resource Center, and the Judicial Council. The Judicial Council is
responsible for managing the resources of the Judicial Branch. The frial courts are
funded with a combination of General Fund, county maintenance-of-effort
requirements, fines, fees, and other charges. Other levels of the Judicial Branch
receive most of their funding from the General Fund. The Budget includes total
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funding of $5 billion ($3.1 billion General Fund and $1.9 billion other funds) in 2025-26
for the Judicial Branch, of which $2.9 billion is provided to support trial court operations.

APPELLATE COURT PROJECTS

The Budget includes $6.3 million ongoing General Fund to support an increase to the
hourly rate of appointed counsel at the Supreme Court and Courts of Appeal, which
provides representation for indigent appellants.

TRIAL COURTS

The Budget includes $40 million ongoing General Fund beginning in 2025-26 to address
increasing frial court operations costs.

The 2024 Budget Act included a reduction of $97 million General Fund to the trial courts
beginning in 2024-25, consistent with the statewide ongoing state operations reduction.
To mitigate the impact of the reductions on access to justice, the Administration intends
to restore $42 million beginning in 2024-25. In 2024-25, and on a one-time basis, the
intent is to access available reserves in the Trial Court Trust Fund for this purpose. The
Administration will reassess the condition of the Trial Court Trust Fund in the spring to
evaluate the need for a General Fund backfill.

The Budget also proposes the following:

 Trial Court Employee Health Benefits—An increase of $28.7 million ongoing General
Fund for trial court employee health benefit and retirement costs. The state began
consistently funding the increased health benefit and retirement costs for the trial
courts in 2014-15.

* San Diego Hall of Justice—$9.5 million one-time General Fund in 2025-26 to address
the cost increases for an existing facility modification project at the San Diego Hall
of Justice. This is in addition to the $29.7 million included in the 2022 Budget Act for
this project.

* Lactation Rooms—$5.4 million one-time General Fund in 2025-26 to complete the
build-out of lactation rooms in court facilities pursuant to Chapter 200, Statutes
of 2022 (AB 1576). This is in addifion fo the $15 million included in the 2022 Budget
Act to implement AB 1576.
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LABOR AND WORKFORCE DEVELOPMENT

he Labor and Workforce Development Agency supports pathways to quality jobs

and equity through workforce development strategies. The Governor's Budget
continues to make investments to upgrade and modernize information technology
systems to improve the operation and user experience of worker health and safety
programs, unemployment insurance, and paid family leave.

SIGNIFICANT BUDGET ADJUSTMENTS

* Unemployment Insurance Trust Fund Loan Interest—$634.3 million one-time General
Fund to pay the annual interest payment on the state’s Unemployment Insurance
loan balance. The 2024 Budget Act included $50 million from the Employment
Training Fund to pay a portion of this interest payment in 2025-26; however, it has
since been determined that the Employment Training Fund is unable to support this
payment without reductions to existing programs and the payment is not included
in the Budget.

* EDDNext—3$124.2 milion one-time ($62.1 million General Fund) to continue the
planning and development of EDDNext, for the fourth year of a multi-year plan to
modernize benefit systems and enhance customer service at the Employment
Development Department (EDD).

* Electronic Adjudication Management System—$25.8 million one-time Labor and
Workforce Development Fund for the Department of Industrial Relations to continue
the Electronic Adjudication Management System.
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Cal/OSHA Data Modernization—$18.2 million one-time Labor and Workforce
Development Fund for the Department of Industrial Relations to continue the
Cal/OSHA data modernization information technology project to upgrade
outdated systems and processes.

Regional Coordination for Career Education and Training—$4 million one-time
General Fund for the Labor and Workforce Development Agency to evaluate how
regional coordination models can be expanded to create sustainable forums where
educators, workforce training providers, and employers can work to align programs
with employer needs. Additionally, this work will be aligned with the State Economic
Blueprint and 13 regional plans. See the Higher Education Chapter for more
information on the Master Plan for Career Education.

Agricultural Labor Relations Board—$1.9 million Labor and Workforce Development
Fund ongoing for the Agricultural Labor Relations Board to address unanticipated
workload and support the implementation of the majority support petition process
more efficiently.
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GENERAL GOVERNMENT AND STATEWIDE
ISSUES

his chapter describes items in the Governor's Budget that are statewide issues or
related to various departments.

ECONOMIC DEVELOPMENT

The Budget contfinues the Administration's commitment to support economic
development by building upon the success of the California Competes program and
making investments that spur further job growth in California. The Governor's Office of
Business and Economic Development (Go-Biz) serves as the state's lead entity for
economic strategy, including business incentives and services, private sector
investment, export promotion, permit assistance, innovation, and entrepreneurship.

CALIFORNIA COMPETES

The California Competes grant program was created in the 2021 Budget Act to expand
access to the California Competes Tax Credit program to businesses that cannot fully
benefit from a tax credit, but still present vital job growth and investment opportunities
that are at risk of taking place outside of California. The California Competes grant
program is one of the state’s main incentive programs for supporting companies in
emerging industry sectors and those with moderate to high projected growth that are
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ready for expansion but may not have sufficient tax liability. During the grant program’s
three years of one-time funding from 2021-22 through 2023-24, GO-Biz awarded grants
to 23 businesses that collectively committed to more than $6.5 billion of investments in
the state, creating over 18,000 new full-time jobs.

The Budget proposes $60 million one-time General Fund to award new grants in
2025-26.

SUPPORTING JOBS

The Budget proposes investments that support job creation and growth for California’s
economy.

NATIONAL SEMICONDUCTOR TECHNOLOGY CENTER

In November 2024, the U.S. Department of Commerce and Natcast, the non-profit
entity designated by Commerce to operate the National Semiconductor Technology
Center (NSTC), announced Sunnyvale as the location for the Creating Helpful
Incentives to Produce Semiconductors (CHIPS) for America Design and Collaboration
Facility (DCF). Leveraging California’s unmatched talent and world-leading research
and education institutions, this facility is expected to drive more than $1 billion in
research funding and create more than 200 direct jobs over the next 10 years. The DCF
will be multi-functional, serving as a critical location for the operations and
administrative functions of Natcast and the NSTC, including:

* Conducting advanced research in chip design, electronic design automation, chip
and system architecture, and hardware security;

* Hosting programmatic activities, including the NSTC Workforce Center of
Excellence, Design Enablement Gateway, and a future Investment Fund; and

* Convening NSTC members and stakeholders from across the semiconductor
ecosystem.

The Budget proposes $25 million one-time General Fund in 2025-26 to reimburse Natcast
for capital expenditures to build the facility.
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REGIONAL INITIATIVE FOR SOCIAL ENTERPRISES PROGRAM

The Budget proposes $17 million one-time General Fund for the Regional Initiative for
Social Enterprises Program (CalRISE). Initially established in 2022, CalRISE provides
financial and technical assistance to employment social enterprises to help them build
capacity to create and retain jobs in communities. Employment social enterprises are
businesses that provide jobs, on-the-job training, and specialized support to people who
face high barriers to work, including homelessness, previous incarceration, substance
use or mental health issues. This investment aims to connect employment social
enterprises with the thirteen California Jobs First Regional Collaboratives, aligning their
job creation and training programs with the industry sectors prioritized by each of the
Collaboratives.

GOVERNOR'S OFFICE OF SERVICE AND COMMUNITY
ENGAGEMENT

The Governor's Office of Service and Community Engagement (GO Serve) was
established as an independent department in the 2024 Budget Act. GO Serve consists
of the Office of Community Partnerships and Strategic Communications, California
Volunteers, and the Youth Empowerment Commission. GO Serve elevates paid service
and volunteerism, promotes more youth and community engagement, and advances
public awareness and outreach campaigns to tackle our state’s most pressing
challenges.

CALIFORNIANS FOR ALL COLLEGE CORPS

The Californians for All College Corps, established in 2021, is a partnership with the
University of California, California State University, California Community Colleges, and
private California university systems to support lower debt college pathways for
low-income students, service opportunities, and career development. GO Serve has
awarded funding to more than 45 public and private higher education campuses
across the state, that currently supports over 3,000 service positions.

The Budget proposes $5 million General Fund in 2025-26, and $83.6 million ongoing
General Fund beginning in 2026-27, to continue and expand the College Corps
program that would otherwise end July 30, 2026. Overall funding for College Corps is
$68.1 million General Fund in 2025-26 and $83.6 million General Fund ongoing. These
resources will expand service opportunities to more than 4,000 undergraduate students
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annually and partnerships with over 50 universities, including CSU and UC campuses,
community colleges, and private universities. This funding will also be used to establish
an alumni and workforce development program to support employment pathways for
fellows.

BELONGING CAMPAIGN

The Budget proposes $5 million one-time General Fund for the Office of Community
Partnerships and Strategic Communications to launch a Belonging Campaign by
January 2026. The Belonging Campaign will help communities better identify pathways
to social connectedness and engagement. The Office will initiate research projects to
evaluate how Californians define belonging and how connected they feel to their
communities, develop a strategy to improve the state’s efforts in engaging community,
and encourage increased applications for the state’s service corps.

CANNABIS

The state has demonstrated its commitment to fostering a sustainable and equitable
legal cannabis market through investments and reforms. Efforts include reforming the
cannabis tax structure, assisting local governments in fransitioning licensees from
provisional to annual licenses, and implementing programs such as the High-Road
Cannabis Tax Credit, Cannabis Equity Tax Credit, and the Cannabis Equity Retailer
Vendor Compensation Program. Actions taken to date have reduced financial and
administrative barriers, advanced equity within the industry, and strengthened the
regulated market.

UPDATED ALLOCATION OF CANNABIS TAX FUND

Proposition 64 specifies the allocation of resources in the Cannabis Tax Fund, which are
continuously appropriated. Pursuant to Proposition 64, expenditures are prioritized for
regulatory and administrative workload necessary to implement, administer, and
enforce the Cannabis Act, followed by research and activities related to the
legalization of cannabis and the past effects of its criminalization. Once these priorities
have been met, the remaining funds are directed to what are referred to as Allocation
3 programs—youth education, prevention, early intervention, and freatment;
environmental protection; and public safety-related activities.
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The Budget estimates $468.2 million will be available for Allocation 3 programs
in 2025-26 as follows:

* Education, prevention, and treatment of youth substance use disorders and school
retention—60 percent ($281 million)

* Clean-up, remediation, and enforcement of environmental impacts created by
illegal cannabis cultivation—20 percent ($93.6 million)

* Public safety-related activities—20 percent ($93.6 million)

FARM TO SCHOOL

The Budget proposes $24.9 million one-time General Fund for the Department of Food
and Agriculture to advance the California Farm to School Network, the California Farm
to School Incubator Grant Program, Climate Smart Technical Assistance, and further the
recommendations of the Farm to School Roadmap for Success.

The California Farm to School Program cultivates equity, nurtures students, builds
climate resilience, and creates scalable and sustainable change in the school food
system through the California Farm to School Incubator Grant Program, the California
Farm to School Network, and the California Farm to School interagency working group.
The program currently serves 49 percent of all California schoolchildren, providing
proven economic, environmental, and equity benefits to California’s highest need
communities. The California Farm to School Incubator Grant Program has been
oversubscribed and continues to increase in demand in each application period.

The requested resources will support the California Farm to School Incubator Grant
Program, the California Farm to School Network regional events, conferences, trainings,
and Climate Smart Technical Assistance for producers.

MUSEUM OF TOLERANCE

The Budget proposes $10 million one-time General Fund for capital improvements to
continue the modernization and expansion of the Museum of Tolerance, which has
provided diversity fraining to more than 75,000 California teachers and more than
125,000 California criminal justice professionals.
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The Museum of Tolerance is the educational arm of the Simon Wiesenthal Center, an
internationally renowned Jewish human rights organization. The only museum of its
kind in the world, the Museum of Tolerance is dedicated to challenging visitors to
understand the Holocaust in both historic and contemporary contexts and confront
all forms of prejudice and discrimination in the world today, including antisemitism.

CALIFORNIA STATE LIBRARY PARKS PASS

The Budget proposes $6.8 million one-time General Fund for the continuation of the
California State Library Parks Pass program. In partnership with the First Partner’s Office
and the California State Library, the Department of Parks and Recreation is providing
free vehicle day-use entry to over 200 participating state park units operated by State
Parks for check out to library-card holders. The California State Library Parks Pass is valid
for entry of one passenger vehicle with capacity of nine people or less or one highway
licensed motorcycle.

To date, a total of 33,000 park passes have been distributed to California’s public
libraries, including tribal libraries, throughout the state.

CALIFORNIA INDIAN HERITAGE CENTER

The Budget proposes $6 million from the Natural Resources and Parks Preservation Fund
and $3 million in reimbursement authority from the State Parks and Recreation Fund to
continue the work led by California Native American tribes, Native community leaders,
and State Parks in building the first-ever California Indian Heritage Center in West
Sacramento at the confluence of the American and Sacramento Rivers.

These funds will support the next steps in building the Center through preparing working
drawings of the facilities and beginning initial construction of immediate public use
improvements. The reimbursements will be accomplished through fundraising efforts
with community partners. Once built, the California Indian Heritage Center will serve as
a place for California Native American tribes to gather the public to reflect on tribal
cultural preservation and land stewardship, and draw visitors from across the world to
engage and celebrate the living cultures of California tribal communities.
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DEPARTMENT OF MOTOR VEHICLES

The Department of Motor Vehicles (DMV) continues to modernize its operations,
enhancing field office services and expanding alternative service channels. However,
the Budget currently projects that the Motor Vehicle Account (MVA), the DMV's
primary funding source, will be insolvent in 2025-26 absent reductions and funding shifts,
which will have negative impacts on the DMV'’s modernization efforts and field office
wait times if not addressed.

The Budget proposes MVA offsets to maintain a positive balance in the account. This
includes:

» State Air Resources Board Expenditures—A transfer of $85 million Air Pollution Control
Fund in 2025-26 and a fransfer of $81 million Greenhouse Gas Reduction Fund in
2025-26 to the MVA for offsetting expenditures of the State Air Resources Board
related to its Mobile Source Program. Funds for these transfers come from available
fund balances and funding made available from Proposition 4 backfills. See the
Climate Change and Environment Chapter.

Given the projected fiscal constraints in the MVA by 2025-26, the Administration will
continue to prioritize fiscal discipline and will set a high bar for any new workload or
initiatives beyond the DMV's existing operational priorities. By focusing on core
operational priorities, the DMV will focus on serving Californians while navigating the
MVA's fiscal constraints.

CREATING A NEW CONSUMER PROTECTION AGENCY

The new California Consumer Protection Agency is responsible for fostering an
equitable and inclusive California by licensing and regulating over 4 million
professionals and businesses and protecting consumers. The Agency works to
protect consumers by continuously improving enforcement efforts and modernizing
technology to address emerging issues that may adversely impact consumers.

The state will build upon this foundation by focusing on consumer protection initiatives
within the new California Consumer Protection Agency. The Agency will enhance how
consumers and businesses interact with government processes, offering innovative
solutions that foster trust, efficiency, and equity.
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Establishing a dedicated agency for consumer services and business oversight will
strengthen licensing and enforcement activities, thereby protecting consumers and
entities licensed and regulated by the various departments, boards, and bureaus within
the Agency.

More details will be provided in the spring through a Reorganization Plan submitted to
the Little Hoover Commission. See the Housing and Homelessness Chapter for
information on the proposed California Housing and Homelessness Agency.

GENERATIVE ARTIFICIAL INTELLIGENCE PROCESSES

On September 6, 2023, the Governor signed Executive Order N-12-23, which directs the
Government Operations Agency (GovOps), the California Department of General
Services (DGS), and the California Department of Technology (CDT) to update the
state’s project approval, procurement, and confracting processes for Generative
Artificial Intelligence (GenAl) related efforts using results from potential GenAl pilot
projects. In 2024, GovOps, CDT, the Office of Data and Innovation (ODI) and DGS
initiated five pilot projects using GenAl applications. The first cohort is now completing
initial Proof-of-Concept testing and evaluation where many promising results have
already been found. For example, the California Department of Transportation is testing
how GenAl can make more effective and efficient decisions using available data to
improve overall fraffic conditions and safety. Building upon the results of the first cohort,
additional GenAl efforts are underway. The Department of Housing and Community
Development (HCD) is seeking potential GenAl models to assist in analyzing lengthy
Housing Element Annual Progress Reports, required of all local governments to
demonstrate adequate planning has been completed. GenAl can reduce the time
staff spend reviewing these reports, allowing HCD to direct its resources toward other
priorities such as enforcement and statewide housing and homelessness planning.

Based on the success of these solutions, additional opportunities for improvement to
current state processes have been identified. The state is leveraging lessons learned
from the Technology Modernization Funding model established in 2021. CDT along with
GovOps, ODI, DGS, and the Department of Finance are reviewing the current project
approval lifecycle process for technology projects to streamline the project delivery
lifecycle and provide meaningful and timely oversight of projects. Some of the
proposed changes will streamline internal administrative procurements, CDT project
approvals and oversight processes, and reassess how technology projects are currently
funded. Additional details will be provided in the spring.
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EDUCATION AND WORKFORCE DEVELOPMENT COORDINATING
CouNnciL

The Budget proposes $5 million General Fund in 2025-26 and ongoing for GovOps to
establish a planning and coordinating entity to bring together TK-12 education, higher
education and state economic and labor agencies to improve coordination of
resources and initiatives across state government in alignment with recommendations
from the Master Plan for Career Education. See the Higher Education Chapter for more
information on the Master Plan for Career Education.

CALIFORNIA EDUCATION LEARNING LAB

The Budget transfers the California Education Learning Lab (Learning Lab) from the
Governor's Office of Land Use and Climate Innovation (LCI) to GovOps to further
streamline efforts and enable LCI to focus on its core responsibilities. Specifically, the
Budget proposes a net-zero transfer of resources totaling $5.5 million General Fund in
2025-26, and $4 million General Fund in 2026-27 and ongoing, and one position. As the
state continues to advance improved coordination and collaboration of initiatives and
resources through the Master Plan for Career Education and drive public sector
innovation to leverage technology to better serve Californians, this transfer will support
GovOps collaboration and coordination on the goals of the Learning Lab.

EMPLOYEE COMPENSATION AND BARGAINING

The Budget includes $217.8 million ($368.2 million General Fund) for increased employee
compensation, health care costs for active state employees, and retiree health care
prefunding contributions for active employees in 2025-26. Included in these costs are
collectively bargained salary and benefit increases resulting from contracts and side
letter negotiations. The Budget also includes funding for the 2026 calendar year
projected increases in health care and dental premiums and enrollment.

Collective bargaining negotiations will commence with seven bargaining units
representing Attorneys and Hearing Officers; Correctional Officers; Professionall
Engineers; Stationary Engineers; Physicians, Dentists, and Podiatrists; Psychiatric
Technicians; and Health and Social Services/Professionals, whose contracts or side
letter agreements will expire in summer 2025.
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PAYING DOWN UNFUNDED LIABILITIES

The Administration remains committed to the security of state retiree benefits and the
long-term sustainability of state pension systems. Over the last decade, the state
implemented significant measures to address its retirement liabilities through public
pension law reform, implementation of funding strategies to pay down unfunded
pension and retiree health benefits, and the allocation of billions of dollars in
supplemental funding beyond the required annual contributions to the California Public
Employees’ Retirement System (CalPERS) and California State Teachers’ Retirement
System (CalSTRS). The Budget includes:

» State Employees’ Retirement Contributions—$9.1 billion ($4.9 billion General Fund) for
the statutorily required annual contribution to CalPERS for state pension costs in
2025-26. This is an increase of $2.3 billion ($1.5 billion General Fund) as compared to
the 2024 Budget Act. The 2024 Budget Act reflects the application of the one-time
$1.7 billion Proposition 2 supplemental pension payment made to CalPERS in 2023
toward state plans' unfunded liabilities, resulting in lower required contributions in
2024-25. Of the $9.1 billion state contributions for 2025-26, $744.1 million General
Fund are included for California State University retirement costs. Additionally, the
Budget includes $1.5 billion one-time Proposition 2 debt repayment funding as a
supplemental payment foward the state plans’ unfunded liabilities.

* Teachers’ Retirement Contributions—$4.6 billion General Fund for the statutorily
required annual state contribution to CalSTRS in 2025-26. The roughly $367 million
increase from the 2024 Budget Act is due to higher-than-anticipated growth in
creditable compensation from 2022-23 to 2023-24.

» State Health Care Benefits—$385 million in one-time Proposition 2 debt repayment
funding in 2025-26 for the employer’s share of contributions to pay for future retiree
health benefits.

The State Retirement and Health Care Contributions figure provides a historical
overview of contributions to CalPERS, CalSTRS, the Judges' Retirement System (JRS), the
Judges’ Retirement System Il (JRS Il), and the Legislators’ Retirement System (LRS) for
pension and health care benefits.
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State Retirement and Health Care Contributions /% ¥
(Dollars in Millions)

Active  Retiree csu Employer
Csu Health& Heqlth & Retiree OPEB
CalPERS CalPERS CalSTRS  JRS JRSII LRS¥ Dental”  Dental Health Prefunding”

2016-17 $4,754 $621 $2,473 $202  $68 $1  $3.104 $1,623 $272 $342°8/
2017-18 5,188 661 2,790 199 80 1 3192 1,695 285 189
2018-19 5,506 683 3,082 194 84 1 3255 1,759 313 394
2019-20 5946 716 3,323 242 91 1 3371 1,844 326 562
2020-21 4,925 680 34284 225 84 1 3398 1,938 339 600
2021-22 5,363 677 3,862 194 91 1 3501 2,019 356 1,292 %
2022-23 7,475 744 3,712 208 86 1 3731 2,208 392 735
2023-24 7,728 744 3,939 211 89 0 4139 2,417 428 711
2024-25 6,251 609 4,257 217 92 0 4574 2,723 484 663
2025-26"" 8,370 744 4,624 181 101 0 5012 3,030 542 716

1/ The chart does not include contributions for the University of California pension or retiree health care costs.

?/ The chart does not reflect the following pension payments: $6 billion supplemental payment to CalPERS in 2017-18 authorized by Chapter 50,
Statutes of 2017 (SB 84), additional payments to CalPERS and CalSTRS authorized in Chapter 33, Statutes of 2019 (SB 90), Chapter 859, Statutes of
2019 (AB 118), Chapter 78, Statutes of 2021 (AB 138), Chapter 67, Statutes of 2022 (SB 191), Chapter 39, Statues of 2023 (AB 130), Chapter 52, Statues
of 2024 (AB 171), and Proposition 2 payments to CalPERS proposed in the 2025-26 Governor's Budget.

3/ In addition to the Executive Branch, this chart includes Judicial and Legislative Branch employees. Contributions for judges and elected officials are
included in JRS, JRS Il, and LRS. Amounts displayed in the CalPERS column include statewide contributions to the five CalPERS state plans, including
contributions from employers that are not included in the annual Budget Act.

4/ As part of the 2020 Budget Act, the Teachers' Retirement Board's statutory authority to adjust the state contribution rate for fiscal year 2020-21 was
suspended. The amount shown excludes the additional $297 million in supplemental pension payment from Proposition 2 debt payment funding
authorized in the 2021 Budget Act.

5/ In 2023-24, no state employer conftributions to the Legislators' Retirement System are included as the fund was in a surplus position due to the
termination of all active members. In 2024-25, a one-time conftribution of $75,085 was required due to negative impacts of investment losses and
cost of living adjustments to the fund. In 2025-26, no state employer contributions are expected to be paid to LRS because the 2024-25 one-time
contribution returned the plan to 100 percent funded status.

¢/ These amounts include health, dental, and vision contributions for employees within state civil service, the Judicial and Legislative Branches, and
the California State University (CSU).

7/ Amount reflects the employer contribution to pay down the Other Post-Employment Benefits (OPEB) unfunded liability.

8/ Amount includes a one-time prefunding contribution of $240 million pursuant to Chapter 2, Statutes of 2016 (AB 133).

/' Amount includes $616 million to help ensure full funding by 2046, which is provided by the employer on behalf of the employees, based on the
actuarial liability for each bargaining unit, as employee prefunding contributions were suspended in 2020-21 due to the Personal Leave Program
2020.

19/ Estimated as of the 2025-26 Governor's Budget, contributions sourced from the General Fund are estimated to be $4.2 billion for CalPERS, $744 million
for CSU CalPERS, $2.4 billion for Active Health and Dental, and $383 million for OPEB Prefunding. Fiscal year 2025-26 contributions to CalSTRS, JRS, JRS
I, LRS, and Retiree Health & Dental (including CSU) are funded entirely by the General Fund.

GOVERNMENT EFFICIENCY AND COST SAVING MEASURES

To achieve a balanced budget and further promote government efficiencies, the
Budget assumes permanent reductions to nearly all state departments’ budgets
beginning in 2024-25.

The 2024 Budget Act estimated efficiencies in state government by eliminating up to
10,000 vacant positions in 2025-26 and reducing state operations expenditures by up
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to 7.95 percent beginning in 2024-25. By working with departments through the first half
of the fiscal year on preliminary savings plans, the Administration identified a significant
portion of previously estimated positions and state operations expenditures as critical fo
public safety, fire safety, 24-hour staffing requirements, and delivery of mission-critical
public benefits. These positions and expenditures were left infact. The Administration
continues to work with departments to identify specific program areas for efficiencies
while minimizing public impact.

* Vacant Positions Funding Reduction and Elimination of Positions—$617.6 million
($234.4 million General Fund) in 2024-25, and ongoing, for savings associated with
vacant positions and the elimination of approximately 6,500 positions starting in
2025-26, and ongoing.

» State Operations Ongoing Reductions—$1.5 billion ($820 million General Fund) in
2024-25, and $2 billion ($1.2 billion General Fund) in 2025-26, and ongoing, reduction
to state operations. This reduction includes personal services, operating expenses
and equipment, and consulting and professional services costs.
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INFRASTRUCTURE

nfrastructure investments support economic development by facilitating the mobility

of people and products, reducing costs of goods and services, and increasing
competitiveness. The increased productivity associated with infrastructure investment is
necessary to achieve higher long-term living standards.

As a key component of the Administration’s economic development strategy, public
works investment in California is at a scale not seen since the mid-20th century. Just as
roads, highways, water systems, and schools were built during that period to meet the
needs of a growing California, strategic public investment is necessary to build the
future for the 21st century as well.

Since 2021, an unprecedented $66.8 billion of federal funds and approximately
$42.3 billion of one-time state investments has provided a total of $109.1 billion of
additional funding to projects that support clean energy, public transit, flood control
and safe drinking water, and a faster internet for all Californians.

In 2024, voters approved an additional $26.4 billion for three additional bond measures
to further the state’'s commitment to infrastructure investments to modernize the state’s
behavioral health care system, enhance and update the state's public education
facilities, and protect communities and natural resources from the impacts of climate
change.

* Proposition 1: Behavioral Health Infrastructure Bond Act of 2024—$6.4 billion.
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* Proposition 2: Kindergarten Through Grade 12 Schools and Local Community
College Public Education Facilities Modernization, Repair, and Safety Bond Act of
2024—$10 billion.

* Proposition 4: Safe Drinking Water, Wildfire Prevention, Drought Preparedness, and
Clean Air Bond Act of 2024—$10 billion.

When combined with existing federal and state investments, a total of $135.5 billion of
additional funding has been committed to enhance the state’s infrastructure since
2021.

In addition to this unprecedented level of investment, the Administration has worked
with the Legislature to accelerate critical infrastructure projects across California by
streamlining the processes for environmental review and permitting of projects.

FEDERAL INVESTMENTS

With the passage of federal legislation, the state has received billions of dollars and is
expecting to receive billions of dollars more for a wide array of infrastructure projects:

* Infrastructure Investment and Jobs Act—As of November 2024, the state expects to
receive $46.7 billion in formula funding and $15.1 billion in competitive funding (a
total of $61.8 billion) for transportation infrastructure, broadband, and climate
resilience projects.

* Inflation Reduction Act—As of November 2024, the state expects to receive
$3 billion, with billions more available nationwide for energy and climate change
investments.

* American Rescue Plan Act—California has allocated over $2 billion for constructing
affordable housing; acquiring, rehabilitating, and converting buildings for long-term
housing for those experiencing homelessness; investing in infrastructure to expand
affordable broadband access; and resuming necessary maintenance and repairs
on state-owned buildings, infrastructure, and assets.

CRITICAL STATE INFRASTRUCTURE

The California Infrastructure Planning Act (Act), pursuant to Chapter 606, Statutes
of 1999, requires the Governor to submit a five-year infrastructure plan to the Legislature

88 GOVERNOR'S BUDGET SUMMARY — 2025-26



INFRASTRUCTURE

for consideration with the annual budget bill. This chapter, along with other information
on the Department of Finance website (www.dof.ca.gov), fulfills the requirements of
the Act. The 2025 Five-Year Infrastructure Plan (Plan) focuses on meeting core state
responsibilities with limited available resources.

The Plan includes approximately $55.4 billion in state infrastructure investments over the
next five years. Considering the current fiscal outlook, the Plan addresses only the most
critical investments in capital assets that support core state functions, including fire and
life safety and/or court-ordered projects.

See the Infrastructure Plan—Proposed Spending figure for a summary of the proposed
funding by program area and the Statewide Capital Funding by Department and Fund
Source figure for a summary of the proposed funding by year, department, and fund
source. Appendix 1, which includes a detailed listing of the specific projects proposed
to be funded, can be found on the Department of Finance website.

Infrastructure Plan—Proposed Spending
(Dollars in Thousands)

Capital Expenditures: Five-Year
Program Area Capital Funding

Transportation $48,844,155
Judicial Branch 2,457,480
Natural Resources 2,216,182
Education 837,110
Health and Human Services 499,791
General Government 413,112
Corrections and Rehabilitation 102,143

Total $55,369,973
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Statewide Capital Funding by Department and Fund Source
(Dollars in Thousands)

Program Area 2025-26 2026-27 2027-28 2028-29 2029-30 Total

Judicial Branch

Judicial Branch 39,785 1,612,135 751,951 28,451 25,158 2,457,480

Subtotal $39,785  $1,612,135 $751,951 $28,451 $25,158  $2,457,480

Transportation

Department of Transportation 9,636,015 9,502,023 9,628,800 9,676,800 9,687,800 48,131,438

Department of the California 1,000 17,863 270,408 23,500 226,760 539,531
Highway Patrol

Department of Motor Vehicles 0 71,511 12,607 29,499 59,569 173,186

Subtotal  $9,637,015  $9,591,397  $9,911,815  $9,729,799 $9,974,129  $48,844,155
Natural Resources

Tahoe Conservancy 6,528 350 1,800 0 0 8,678
Department of Forestry and Fire 137,885 727,799 180,287 768,734 2,000 1,816,705
Protection
Department of Fish and Wildlife 0 0 1,700 0 0 1,700
Department of Parks and Recreation 16,984 15,473 187,142 0 0 219,599
Department of Water Resources 169,500 0 0 0 0 169,500
Subtotal $330,897 $743,622 $370,929 $768,734 $2,000 $2,216,182
Health and Human Services
Department of Developmental 0 4,331 6,603 188,604 0 199,538
Services
Department of State Hospitals 2,844 31,333 91,240 113,247 61,589 300,253
Subtotal $2,844 $35,664 $97,843 $301,851 $61,589 $499,791

Corrections and Rehabilitation
Department of Corrections and 14,122 11,172 19,469 44,091 13,289 102,143
Rehabilitation

Subtotal $14,122 $11,172 $19,469 $44,091 $13,289 $102,143
Education
Department of Education 1,455 39.528 20,652 940 17,164 79.739
California Community Colleges 80,064 59,559 617,748 0 0 757,371
Subtotal $81,519 $99,087 $638,400 $940 $17,164 $837,110
General Government
Office of Emergency Services 3,167 0 0 0 0 3,167
Department of General Services 0 94,835 275,292 0 8,619 378,746
Department of Food and Agriculture 242 567 3,203 0 0 4,012
California Military Department 1,169 6,218 2,000 4,200 2,200 15,787
Department of Veterans Affairs 1,400 0 0 0 0 1,400
Infrastructure Planning 2,000 2,000 2,000 2,000 2,000 10,000
Subtotal $7,978 $103,620 $282,495 $6,200 $12,819 $413,112

Statewide Total $10,114,160  $12,196,697 $12,072,902 $10,880,066 $10,106,148  $55,369,973

Proposed, By Fund

General Fund 78,374 217,481 276,677 230,000 155,635 958,167

Special Fund 3,260,204 3,217,953 3,354,102 3,278,620 3,282,140 16,393,019

Public Buildings Construction Fund/ 124,295 2,400,311 IF8572585 971,766 261,213 5,115,120
Non-Governmental Cost Funds

General Obligation Bond Funds 276,757 80,122 617,748 0 0 974,627

Federal Funds 5,865,830 5,780,830 5,869,840 5,899,680 5,907,160 29,323,340

Reimbursements/Other 508,700 500,000 597,000 500,000 500,000 2,605,700

Governmental Cost Funds
Statewide Total $10,114,160 $12,196,697 $12,072,902 $10,880,066 $10,106,148 $55,369,973

JUDICIAL BRANCH

The Judicial Branch consists of the Supreme Court, Courts of Appeal, and trial courts.
The Supreme Court is located in the Civic Center Plaza in San Francisco and the Ronald
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Reagan State Office Building in Los Angeles and has office space in San Diego. The
Courts of Appeal are organized into six districts and operate in nine different locations.
The trial courts occupy 430 facilities and provide 2,200 courtrooms in 58 counties
statewide. The facilities of the Supreme Court, Courts of Appeal, and frial courts
encompass not only the public courtfroom spaces but also the chambers and
workspaces where judicial officers and courtroom staff prepare for proceedings;
secure areas, including holding cells; and building support functions.

The Judicial Branch also consists of the Judicial Council, which has administrative
facilities located in San Francisco and Sacramento.

The Plan includes $2.5 billion ($117.6 million General Fund and $2.3 billion Public
Buildings Construction Fund) over the next five years for study funds and for eleven
Judicial Branch projects identified as the most critical in the 2019 Facilities
Reassessment.

The Budget proposes $39.8 million General Fund for the courthouse in the Juvenile Hall
Addition and Renovation in Butte County, the New Solano Hall of Justice in Fairfield, the
New Fresno Courthouse, the New San Luis Obispo Courthouse, the New Tracy
Courthouse in San Joaquin County, and Statewide - Budget Package and Advanced
Planning.

TRANSPORTATION

The Budget maintains the entirety of the tfransportation package included in recent
budgets. This includes $15.4 billion from various funds over multiple years for the
following:

» $7.7 billion for high-priority transit and rail infrastructure projects that will improve rail
and transit connectivity between state and local/regional services that are
designed to provide options to opt-out of traffic congestion and reduce
greenhouse gas emissions. A portion of these funds can also be used to support
fransit operations.

* $4.2 billion Proposition TA for the High-Speed Rail Authority fo continue building the
119-mile Central Valley Segment from Madera to just north of Bakersfield.

e $1.2 billion for projects that improve goods movement on rail and roadways at port
terminals, including railyard expansions, new bridges, and zero-emission
modernization projects.
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e $1.1 billion for Active Transportation Program projects, the Reconnecting
Communities Highways to Boulevards Pilot program, and climate adaptation
projects to advance equity and health outcomes.

e $1.1 billion for the Zero Emission Transit Capital Program.

* $150 million for grade separation projects that support critical safety improvements
and improve traffic and rail movement by separating the vehicle roadway from the
rail tracks.

In addition to maintaining the fransportation package, the Budget includes $25 million
General Fund for the Clean California Program for a Community Cleanup and
Employment Pathways Grant Program. This funding will provide matching grants to
communities with a Clean California Community designation focused on both litter
remediation and jobs creation.

CALIFORNIA HIGHWAY PATROL

The California Highway Patrol (CHP) operates nearly 500 facilities statewide, including
8 field division offices, 102 area offices, 24 dispatch/communications centers,

39 commercial vehicle inspection facilities and platform scales, 8 air operations
facilities, 34 resident posts, 267 remote telecommunication sites, a training academy,
and various administrative facilities. These facilities support the CHP's mission to provide
the highest level of safety, service, and security to the people of California.

The Plan includes $548.6 million ($83 million General Fund, $5 million Motor Vehicle
Account (MVA) and $460.6 million Public Buildings Construction Fund) over the next five
years for various facility replacement projects statewide. This includes five continuing
area office replacement projects and twelve future area office replacement projects.

The Budget proposes $1 million MVA for Statewide - Planning and Site Identification
funding to enable CHP to take initial steps to address structural and functional
deficiencies in facilities statewide.

DEPARTMENT OF MOTOR VEHICLES

The Department of Motor Vehicles (DMV) operates 240 facilities statewide. Many offices
contain multiple programs, including vehicle/vessel identification and compliance,
driver license and personal identification, driver safety, occupational licensing, and
investigation. These facilities support the DMV's mission to serve the public by licensing
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drivers, registering vehicles, securing identities, and regulating the motor vehicle industry
in pursuit of public safety.

The Plan includes $173.2 million ($44.3 million General Fund, $2 million MVA, and
$126.9 million Public Buildings Construction Fund) over the next five years for one
continuing office replacement project, three new office replacement projects, and
Statewide - Planning and Site Identification funding. These projects will address
structural and functional deficiencies in facilities statewide.

CALIFORNIA TAHOE CONSERVANCY

The California Tahoe Conservancy manages programs to help protect Lake Tahoe's
water quality and conserve wildlife habitat, watershed areas, and public access on the
Cadlifornia side of the Lake Tahoe Basin. The Conservancy is a primary implementer of
the State of California's responsibilities under the Environmental Improvement Program
(EIP) for the Lake Tahoe Basin—a 1997 agreement between California, Nevada, the
Tahoe Regional Planning Agency, the federal government, local governments, and
various private entities. The EIP is updated periodically to include more refined estimates
of projects, modifications in the scope of identified projects, and new projects.

The Plan includes $8.7 million ($2.0 million General Obligation bond funds and

$6.7 million other funds) over the next five years for the Sunset Stables Reach 6: Upper
Truckee River Restoration Project, opportunity acquisitions, and study and planning
funds for possible future projects.

The Budget proposes $6.5 million ($1.6 million General Obligation bond funds and
$4.9 million other funds) for the initial phases of these projects.

DEPARTMENT OF FORESTRY AND FIRE PROTECTION

The Department of Forestry and Fire Protection (CAL FIRE) operates and manages more
than 640 facilities and other assets statewide. These include 240 fire stations, 13 air
aftack bases, 11 helitack bases, 30 conservation camps, 45 fire centers, 21 unit
headquarters, 112 telecommunications facilities, 16 administrative headquarters,

6 fraining centers, 14 state forests, 1 forestry nursery, 1 statewide seed bank, and over
100 other facilities that support fire protection and resource management efforts for
more than 31 million acres of both state and privately owned wildlands throughout
California.
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The Plan includes $1.8 billion ($267 million General Fund and $1.5 billion Public Buildings
Construction Fund) over the next five years for the continuation and addition of critical
infrastructure projects statewide with an emphasis on enhancement of operational
capabilities. Projects include, but are not limited to, the creation of a new training
center which is necessary for the implementation of the 66-hour work week, and the
replacement of helitack and air attack bases to accommodate CAL FIRE's new
helicopter fleet and new federal C-130 aircraft. The Plan also includes the replacement
of aging fire stations and unit headquarter facilities.

The Budget proposes $137.9 million ($14.3 million General Fund and $123.6 million Public
Buildings Construction Fund) for the continuation and addition of critical major capital
projects, including the replacement of various fire stations, unit headquarters, helitack
bases, and air attack bases.

DEPARTMENT OF FISH AND WILDLIFE

The Department of Fish and Wildlife (Fish and Wildlife) manages 742 properties
statewide. Several state agencies purchase land for the purpose of habitat or wildlife
protection, and management responsibilities for these properties are often fransferred
to Fish and Wildlife; therefore, the amount of land under the department’s control
continues to increase. The properties managed by Fish and Wildlife include: 111 wildlife
areas, 136 ecological reserves, 138 public access areas, and 21 fish hatcheries.

The Plan includes $1.7 million special funds over the next five years for projects at the
Silverado Fisheries Base and the Fish Springs Hatchery.

DEPARTMENT OF PARKS AND RECREATION

The Department of Parks and Recreation consists of 280 parks, beaches, trails, wildlife
areas, open spaces, off-highway vehicle areas, and historic sites totaling approximately
65 million acres of land, including 343 miles of coastline; 991 miles of lake, reservoir and
river footage; more than 15,000 campsites and alternative camping facilities; and more
than 6,000 miles of motorized and non-motorized trails.

The Plan includes $219.6 million ($17.3 million General Obligation bond funds and
$202.3 million other funds) over the next five years for new and continuing major capital
projects at Candlestick Point State Recreation Area and the future California Indian
Heritage Center.
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The Budget proposes $17 million ($2 million General Obligation bond funds and
$15 million other funds) for projects at Hollister Hills State Vehicular Recreation Areaq,
R.H. Meyer Memorial State Beach, Border Field State Park, Candlestick Point State
Recreation Area and the California Indian Heritage Center.

DEPARTMENT OF WATER RESOURCES

The Department of Water Resources (DWR), Division of Flood Management and the
Division of Multibenefit Initiatives are committed to a wide and necessary array of flood
risk reduction investments such as U.S. Army Corps of Engineers (USACE)-led urban
projects, repair of storm-damaged infrastructure, and systemwide multi-benefit projects.
DWR has taken a comprehensive look at funding needs over the next five years and
beyond, and will continue to work on flood management projects that reduce flood risk
and enhance flood system resiliency to address the impacts of climate change,
improve operations and maintenance of the flood management system, and improve
ecosystem functions.

Much of the existing flood management system in the Central Valley is made up of a
complex, infegrated system of levees, channel improvements, bypasses, operable and
passive weirs, closure structures, pumping plants, and other related flood management
facilities. DWR, in partnership with the Central Valley Flood Protection Board (Flood
Board), participates with USACE and local entities in the operation, maintenance,
repair, rehabilitation, and replacement of these facilities.

The Central Valley Flood Protection Act of 2008 requires DWR to prepare, and the Flood
Board to adopt, the Central Valley Flood Protection Plan (Flood Plan). The Flood Plan is
California's strategic blueprint to improve flood risk reduction in the Central Valley. The
Flood Plan lays out strategies to:

* Prioritize the state's investment in flood management over the next three decades.

* Promote multi-benefit projects.

* Integrate and improve ecosystem functions associated with flood risk reduction
projects.
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The Five-Year Capital Outlay Plan supports DWR flood risk reduction projects that:

* Implement improvements to the State Plan of Flood Control identified in the Flood
Plan in coordination with the USACE, Flood Board, and local agencies, and address
other known critical deficiencies in the Central Valley flood system.

* Advance flood improvements along the American and Sacramento Rivers and the
Yolo Bypass, and locations in the San Joaquin such as Paradise Cut.

* Complete work on urban multi-benefit projects that reduce flood risk, protect
habitat, and provide recreation.

* Work with USACE and local agencies to provide financial assistance to complete
design and construction of flood risk reduction projects across the state.

The Salton Sea, California’s largest lake, is receding in part due to existing water
conservation actions in the Imperial Valley that have reduced inflows to the Sea.
Areas of exposed lakebed contribute fo harmful dust emissions and reduce important
environmental habitat. Along with the California Natural Resources Agency, DWR
helps address historic inequities in the region by reducing the conftributions of
exposed lakebed to poor air quality. The goal is to suppress dust around the

Salton Sea by installing aquatic habitat, vegetation, or interim surface roughening.

The Budget proposes $21.9 million Proposition 4 for various flood management system
projects in the Central Valley, including $8 million for Systemwide Flood Risk Reduction
projects and $13.9 million for the Urban Flood Risk Reduction Program, and an
additional $147.6 million Proposition 4 for the Salton Sea Management Plan.

DEPARTMENT OF DEVELOPMENTAL SERVICES

The Department of Developmental Services (DDS) oversees two developmental
centers, Porterville and Fairview. Porterville Developmental Center houses the Secure
Treatment Program and Fairview Developmental Center (FDC) is currently in warm
shutdown. DDS also operates six Stabilization, Training, Assistance, and Reintegration
homes and is projected to open a seventh home in 2025. Three additional Complex
Needs Homes were approved in September 2023 and will be built on the FDC property.
Lastly, DDS is responsible for the maintenance of interior finishes and equipment at
Canyon Springs Community Facility in Riverside County. These facilities support
Californians with developmental disabilities in achieving their goals.
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The Plan includes $199.5 million ($17.5 million General Fund and $182.1 million Public
Buildings Construction Fund) over the next five years for the design and construction of
residence buildings and the expansion of the control room at the Porterville
Developmental Center to address space and infrastructure deficiencies.

DEPARTMENT OF STATE HOSPITALS

The Department of State Hospitals (DSH) oversees five hospitals—Atascadero, Coalinga,
Metropolitan, Napa, and Patton. These facilities support DSH's mission to provide
evaluation and treatment services in a safe and responsible manner to State Hospital
patients.

The Plan includes $300.2 million ($217.1 million General Fund and $83.1 million Public
Buildings Construction Fund) over the next five years to: (1) address electrical, water,
and utility plant deficiencies at Atascadero, Metropolitan, Napa, and Patton State
Hospitals, (2) provide a skilled nursing facility at Coalinga to address the aging
population, and (3) renovate patient housing at Metropolitan for civilly-committed
patients.

The Budget proposes $2.8 million General Fund for the initial phase of the Electrical
Infrastructure Upgrades project at Napa State Hospital.

DEPARTMENT OF CORRECTIONS AND REHABILITATION

The Department of Corrections and Rehabilitation (CDCR) operates 31 state-owned
institutions, 34 firefighting and conservation camps, and one local justice-involved youth
camp.

CDCR and the Board of State and Community Corrections (BSCC) jointly administer
several programs to partially finance the design and construction of county
correctional facilities. The programs consist of Adult Local Criminal Justice and Local
Youth Offender Rehabilitation facilities, and were authorized through the 2007 Senate
Bill 81 (Youth), the 2007 Assembly Bill 200 (Adult), the 2012 Senate Bill 1022 (Adult), the
2014 Senate Bill 863 (Adult), and the 2016 Senate Bill 844 (Adult). To date, approximately
$294 million has been awarded to 19 counties to build or remodel Youth Offender
facilities and approximately $2.1 billion has been awarded to 53 counties to build or
remodel Adult Local Criminal facilities. CDCR oversees 42 of these projects totaling

GOVERNOR'S BUDGET SUMMARY — 2025-26 97



INFRASTRUCTURE

approximately $1.6 billion authorized from Assembly Bill 200, Senate Bill 81, and Senate
Bill 1022.

The Plan includes $102.1 million General Fund over the next five years for study funds
and for seven projects that address critical fire and life safety upgrades.

The Budget proposes $14.1 million General Fund for the California Health Care Facility,
Stockton—-Potable Water Treatment System; the Ironwood State Prison, Blythe-New
Potable Water Wells; the Valley State Prison, Chowchillo-New Potable Water Wells; and
Statewide-Budget Packages and Advanced Planning.

BOARD OF STATE AND COMMUNITY CORRECTIONS

As explained above, the BSCC and CDCR jointly administer several programs to
partially finance the design and construction of county correctional facilities. To date,
approximately $294 million has been awarded to 19 counties to build or remodel Youth
Offender facilities and approximately $2.1 billion has been awarded to 53 counties to
build or remodel Adult Local Criminal Justice facilities. BSCC oversees 29 of these
projects totaling approximately $918 million authorized from Senate Bill 1022, Senate

Bill 863, and Senate Bill 844.

EDUCATION FACILITIES

Since 1998, California voters have approved more than $50 billion in statewide General
Obligation bonds to construct or renovate public school classrooms used by the state's
approximately six million TK-12 students and more than $13 billion in statewide General
Obligation bonds to construct or renovate public college and university facilities. These
amounts include the recently approved Proposition 2 funding of $8.5 billion for TK-12
and $1.5 billion for the California Community Colleges (CCCs). The Budget includes
roughly $3 billion General Fund to support the debt service costs associated with these
bonds.

In addition to state General Obligation bonds, school districts may use developer fees,
local General Obligation bonds, and Mello-Roos bonds to construct additional
classrooms or renovate existing classrooms. CCCs may use local General Obligation
bonds to support their facility needs.
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The 2022 and 2023 Budget Acts provided roughly $3.3 billion one-time General Fund to
support TK-12 new construction and modernization projects through the School Facility
Program.

CALIFORNIA DEPARTMENT OF EDUCATION—STATE SPECIAL SCHOOLS

The State Special Schools Division includes three residential schools—a School for the
Deaf in Riverside, Schools for the Deaf and Blind in Fremont, and three diagnostic
centers in Fresno, Fremont, and Los Angeles. The schools provide comprehensive
educational programs composed of academic, extracurricular, and residential
activities for Deaf, hard-of hearing, DeafBlind, blind, visually-impaired, and low-vision
students. The diagnostic centers provide assessment services for students in special
education with complex educational needs, along with professional learning and
technical assistance support for educators and community partners.

The Plan includes $79.7 million ($40.5 million General Fund and $39.2 million Public
Buildings Construction Fund) over the next five years for seven new projects and one
continuing project to address aging infrastructure at facilities statewide.

The Budget proposes $1.5 milion General Fund for the initial phase of the California
School for the Deaf, Riverside Health Services Building project.

HIGHER EDUCATION

Each year, millions of Californians pursue postsecondary degrees and certificates, enroll
in courses, or participate in other kinds of education and fraining. The three public
segments that support these educational opportunities are the University of

California (UC), the California State University (CSU), and the CCCs.

UNIVERSITY OF CALIFORNIA AND CALIFORNIA STATE UNIVERSITY

The UC and CSU are currently authorized to fund capital projects from within their
annual support budgets. This provides the universities with the flexibility to factor
infrastructure development costs and priorities within their comprehensive fiscal plans.
In accordance with statute, both the UC and the CSU submit annual capital outlay
proposals for legislative review and Department of Finance approval.
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CALIFORNIA COMMUNITY COLLEGES

The CCCs comprise the largest postsecondary system of education in the nation.

The system serves approximately 22 million students annually at 73 locally governed
community college districts encompassing 116 campuses, 8,080 approved off-campus
centers, and 24 district offices. The system also provides instruction at numerous
off-campus outreach centers. Additionally, the Administration is supporting the
development of affordable student housing projects approved under the Higher
Education Student Housing Grant Program, which is now being funded by the Public
Buildings Construction Fund.

The Plan includes $757.4 million General Obligation bond funds over the next five years
for new and continuing projects. Proposition 2 of 2024 authorized $1.5 billion in state
General Obligation bonds to support the improvement and construction of community
college facilities. Proposition 2 accounts for $728.8 million of the projects included in the
Plan.

The Budget proposes $80.1 million General Obligation Bond funds, of which $51.5 million
supports new projects funded by Proposition 2.

OFFICE OF EMERGENCY SERVICES

The Office of Emergency Services' infrastructure includes a headquarters facility, an
administrative building, and an Inland Regional Operations Center in Sacramento
County; a Coastal Regional Operations Center in Fairfield in Solano County; a Southern
Regional Operations Center located in Santa Ana; the California Specialized Training
Institute at Camp San Luis Obispo; and various small field offices throughout the state.

The Budget proposes $3.2 milion General Fund for the continuing Mather-Security
Checkpoint Enhancement project.

DEPARTMENT OF GENERAL SERVICES

The Department of General Services (DGS) manages approximately 38.3 million square
feet of space that supports a variety of state programs and functions. The DGS portfolio
includes 58 DGS-managed state office buildings including the State Capitol and one
new office facility (May Lee State Office Complex); 27 other state-owned buildings
including warehouses, storage, the Central Heating and Cooling Plant, parking
structures, and the State Records Warehouse; and DGS-managed commercial leases
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of all space types. Additionally, DGS has jurisdiction over retail and residential properties
in downtown Sacramento that the Capitol Area Development Authority manages
directly. Finally, major renovations to three buildings in Downtown Sacramento (Former
Resources, Jesse Unruh, and Gregory Bateson) are expected to be completed in
calendar year 2025.

The Plan includes $378.7 million ($46.5 million General Fund and $322.2 million Public
Building Construction Fund) over the next five years for projects in the Sacramento
Region to reconfigure the 10th & O Building, renovate the Warren-Alquist Energy
Building, and to exercise an option to purchase the State Printing Plant.

DEPARTMENT OF FOOD AND AGRICULTURE

The California Department of Food and Agriculture's (CDFA) facilities support the
citizens of California by promoting and protecting a safe and healthy food supply
and enhancing local and global agricultural trade through efficient management,
innovation, and sound science, with a commitment to environmental stewardship.
These facilities are in various locations in Arizona, Hawaii, and throughout California.
CDFA facilities include 43 field offices, 11 laboratories, 16 border protection stations,
9 employee residences, and a headquarters facility in Sacramento.

The Plan includes $4 million General Fund over the next five years for a new project at
the Meadowview Biological Control Office in Sacramento.

The Budget proposes $242,000 General Fund for the initial phase of the Meadowview
Biological Control Office for repairs and replacement of laboratory space used by the
Biological Control Program.

MILITARY DEPARTMENT

The Army National Guard statewide facilities include 80 active armories, three
combined support maintenance shops, and one maneuver area training equipment
site. The facilities are used to house and train the California National Guard and provide
emergency public safety support. The Military Department also operates three major
training facilities that provide troop lodging, administration, warehouse, maintenance,
firing ranges, and maneuver training areas. Additionally, the Military Department's
facilities include 43 active buildings for the department’s nine Youth and Community
Programs.

GOVERNOR'S BUDGET SUMMARY — 2025-26 101



INFRASTRUCTURE

The Plan includes $15.8 million ($14.3 million General Fund and $1.5 million Armory Fund)
over the next five years for two readiness center projects and one youth classroom
project.

The Budget proposes $1.2 million ($419,000 General Fund and $750,000 Armory Fund) for
two projects at the Los Alamitos facility: the STARBASE Classroom Building and the new
Battalion Headquarters Readiness Center.

DEPARTMENT OF VETERANS AFFAIRS

The Department of Veterans Affairs (CalVet) facilities include eight veterans homes,
three state veterans cemeteries, and a headquarters office building in Sacramento.
The eight veterans homes are located in Yountville, Barstow, Chula Vista, West Los
Angeles, Lancaster, Ventura, Redding, and Fresno. Additionally, CalVet is constructing
a new Skilled Nursing Facility in Yountville, California and recently expanded
columbarium capacity at the Northern California Veterans Cemetery in Igo, California.
Veterans homes provide domiciliary housing for the state's veterans and are also
licensed to provide three levels of care, ranging from assisted living to skilled nursing.
The three cemeteries operated by CalVet are located in Igo, Yountville, and Seaside.

DEBT FINANCING

The state has long used debt financing as a tool for infrastructure investment. When the
state borrows to pay for infrastructure, roughly one out of every two dollars spent on
infrastructure investments pays long-term interest costs, rather than construction costs.

Budget challenges in the early 2000s resulted in a greater reliance on debt financing,
rather than pay-as-you-go funding. From 1974 to 1999, California voters authorized

$31 billion of General Obligation (GO) bonds. From 2000 to 2024, voters expanded the
types of programs funded by bonds and authorized approximately $137 bilion of GO
bonds. Of all previously approved bonds, debt obligations of approximately

$71.5 billion in GO bonds and approximately $8.5 billion in lease revenue bonds remain
outstanding as of November 1, 2024. Additional information related to GO and
lease-revenue bond issues can be found on the State Treasurer's website.

As shown in the Debt Service on General Obligation and Lease-Revenue Bonds figure,
debt service on infrastructure bonds is expected to increase to $9.1 billion by 2026-27,
assuming only limited new lease revenue bonds are authorized.
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Debt Service on General Obligation and Lease Revenue Bonds
(Dollars in Millions)

All Funds General Fund
General Fund Debt Service Debt Service
Fiscal Year Revenues Debt Service Ratio Debt Service Ratio

2024-25 $222,473 $8,048 3.62% $5,652 2.54%
2025-26 $225,095 $8,642 3.84% $6,174 2.74%
2026-27 ¢ $224,395 $9,092 4.05% $6,567 2.93%
2027-28°¢/ $229,487 $9,188 4.00% $6,708 2.92%
2028-29 ¢/ $237,112 $9.521 4.02% $7,001 2.95%

Footnotes:
' The debt service ratio expresses the state's debt service costs as a percentage of its General Fund revenues.

° Estimated

The debt service ratio is a measure of relative indebtedness. It expresses the state's debt
service level as a percentage of its General Fund revenues. The total debt service ratio
for all funds is projected to increase in 2026-27 to 4.0 percent, based on currently
authorized General Fund-supported GO and lease-revenue bond debf.

BOND SALES AND DEBT RESTRUCTURING
GENERAL OBLIGATION BONDS

Last fall, the state issued $4.2 billion in GO bonds, of which $1.9 billion (new money
bonds) was issued to finance or refinance interim financing for new capital facilities
or other voter approved projects and $2.3 billion (refunding bonds) was issued to
refinance previously issued GO bonds for interest savings or other objectives. The
issuance of GO refunding bonds will provide $330 million of debft service savings to
the General Fund over the next 20 years, or $250 million on a net present value basis.

Since 2019, the state has issued $22.4 billion in new money GO bonds and
approximately $24.6 billion in GO refunding bonds. The issuance of GO refunding bonds
for debt service savings has provided the General Fund $6.8 billion of savings over the
life of the bonds, or $5.5 billion on a net present value basis.

STATE PUBLIC WORKS BOARD LEASE-REVENUE BONDS

Last fall, the Administration took advantage of low interest rates to achieve significant
savings by refinancing previously issued lease-revenue bonds. The transaction resulted
in debt service savings of $154 million General Fund for the state, with net present value
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savings of approximately $124.5 milion—approximately 14 percent of the par amount
of the refunded bonds ($203.7 million).

Since 2019, the Administration has refunded approximately $3.6 billion of existing
lease-revenue bonds, resulting in debt service savings of $632 million, with an average
net present value savings of 18 percent. In that same period, the Administration issued
$3.2 billion in new money to finance newly completed capital projects.

The Administration will continue to look for other financing opportunities to achieve
savings for the state by leveraging favorable market conditions.
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ECONOMIC OUTLOOK

ince April 2024 when the May Revision economic forecast was finalized, the U.S.

economy has confinued on a steady, stable growth path despite slowing job
growth and still-elevated interest rates. The outlook for the U.S. and California
economies has improved relative to the May Revision economic forecast as U.S. real
Gross Domestic Product (GDP) growth has been more robust than projected, inflation
has cooled more rapidly, and job growth has been stronger, leading to an overall
upgraded personal income forecast.

The Governor's Budget forecast projects U.S. real GDP to grow at an annual rate of

1.5 percent to 2 percent in every quarter of the forecast window, starting with the fourth
quarter of 2024. This is upgraded from the May Revision forecast which projected
quarterly growth below 1.5 percent in the fourth quarter of 2024 and through the first
half of 2025. This upgrade is due to higher projected growth in most categories of GDP,
reflecting faster growth in 2024 that is expected to carry over into the near future.

Consumer price inflation slowed sharply from its most recent peaks in June 2022 of

9.1 percent year-over-year for the U.S. and 8.3 percent in California to 2.6 percent and
2.5 percent, respectively, in October of 2024, below the respective May Revision
forecast projections of 2.9 percent and 3.2 percent, due mainly to deflation in gasoline
prices. In response to slowing inflation, the Federal Reserve reduced its target interest
rate range by 0.5 percentage point in September after holding it steady for over a year,
by 0.25 percentage point in November and again in December to the range of

4.25 percent to 4.5 percent. Similar to the May Revision, the forecast projects U.S.
inflation to stabilize at 2.2 percent to 2.3 percent starting in 2025. Falling gasoline prices
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will lead projected inflation to decrease to 2.3 percent in 2025 before stabilizing at a
higher rate of 2.6 percent for California. The target federal funds rate is projected to be
in the range of 2.5 percent to 2.75 percent over the long term.

Since the beginning of 2024, California’s job market has rebounded from sluggish
growth in 2023 while nationwide jobs contfinued to grow at a slowing but healthy pace.
California gained about 56,000 jobs per quarter on average in the second and third
quarters of 2024, substantially higher than the 31,000 jobs projected in the May Revision
forecast. Through November 2024, California added 167,000 jobs (0.9 percent
year-to-date growth), significantly higher than during the same period in 2023 when the
state gained just 113,000 jobs, but still well below the 2015-19 pre-pandemic average of
about 326,000 jobs added for the comparable period. The nation added nearly

2 million jobs (1.3 percent year-to-date growth) in the first eleven months of 2024, down
from the 2.7 million jobs added during the same period in 2023. California’s share of U.S.
jobs averaged 11.4 percent year-to-date through November 2024, in line with the
2015-19 pre-pandemic average share of 11.5 percent.

The personal income forecast is upgraded from the May Revision due to
better-than-projected actual trends in the first half of 2024. Annualized income in both
quarters was over $100 billion, or 3.2 percent, higher than projected in the May Revision,
driven mainly by significant increases in wages and salaries, contributing about

1.8 percentage points of the overall increase, and in transfer payments in the first
quarter, contributing 1.3 percentage points. Thus, projections for the annualized level of
personal income were upgraded by an average of $68 billion (1.8 percent) per quarter
over the forecast window from the third quarter of 2024 to the end of 2028, driven
mainly by compensation (wages, salaries, and supplemental payments such as pension
contributions and health insurance).

With inflation cooling and seemingly in check following its recent highs, policy
uncertainty appears to present the biggest risk to the forecast stemming from
potentially disruptive frade and immigration policies proposed by the incoming federal
administration. The forecast is based on current law and does not incorporate any
assumptions of potential future policy changes. There also remains the risk that the
trajectory of monetary policy shifts, especially if inflation reverses course due to federal
policy changes. Finally, geopolitical risks remain, including possible further escalation in
the Middle East or the Russian invasion of Ukraine.
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Economic Indicators
(Annual Percentage Change unless Otherwise Indicated)

Forecast
2020 2021 2022 2023 2024 2025 2026 2027 2028

United States

Real GDP
Governor's Budget, November 2024 (2.2) 6.1 25 2.9 2.7 2.1 1.8 1.7 1.8
May Revision, April 2024 (2.2) 58 1.9 2.5 2.5 1.4 1.7 1.8 NA
Unemployment Rate (percent)
Governor's Budget, November 2024 8.1 5.4 3.6 3.6 4.0 4.3 4.5 4.6 4.5
May Revision, April 2024 8.1 5.4 3.6 3.6 3.9 4.2 4.5 4.5 NA
Nonfarm Employment
Governor's Budget, November 2024 (5.8) 2.9 4.3 23 1.6 0.8 0.2 0.1 0.2
May Revision, April 2024 (5.8) 2.9 4.3 2.3 1.4 0.1 0.0 0.3 NA
Personal Income
Governor's Budget, November 2024 6.8 9.2 3.1 5.9 57 4.7 5.1 4.6 4.5
May Revision, April 2024 6.9 9.1 2.0 5.2 5.0 5.2 5.0 4.8 NA
CPI Inflation Rate (percent)
Governor's Budget, November 2024 1.2 4.7 8.0 4.1 2.9 2.3 2.2 2.2 2.3
May Revision, April 2024 1.2 4.7 8.0 4.1 3.1 2.2 2.2 2.3 NA
California

Unemployment Rate (percent)

Governor's Budget, November 2024 10.2 7.3 4.3 4.7 5.3 5.2 5.1 4.9 4.7

May Revision, April 2024 10.2 7.3 4.3 4.7 5.2 5.3 5.1 4.9 NA
Civilian Labor Force

Governor's Budget, November 2024 (2.2) 0.0 11 0.7 0.3 0.3 0.4 0.4 04

May Revision, April 2024 (2.2) 0.0 1.1 0.7 0.5 0.4 0.3 0.3 NA
Nonfarm Employment

Governor's Budget, November 2024 (7.1) 3.5 5.5 0.8 1.0 0.8 0.6 0.7 0.8

May Revision, April 2024 (7.1) SES) 585 0.9 1.0 0.4 0.6 0.8 NA
Residential Permits (thousands of units)

Governor's Budget, November 2024 105 120 113 110 103 107 112 118 125

May Revision, April 2024 105 120 113 110 110 116 122 129 NA
Average Wages

Governor's Budget, November 2024 11.2 7.8 (0.7) 3.3 6.4 3.4 3.7 3.9 4.0

May Revision, April 2024 1.2 7.7 (0.7) 4.3 3.5 3.8 3.8 3.9 NA
Personal Income

Governor's Budget, November 2024 9.0 8.7 (0.2) 54 6.7 4.2 4.6 4.7 4.7

May Revision, April 2024 9.0 8.9 (0.2) 4.2 4.6 5.0 5.0 5.0 NA
CPI Inflation Rate (percent)

Governor's Budget, November 2024 1.7 43 74 3.9 3.0 2.3 2.6 2.6 2.6

May Revision, April 2024 1.7 4.3 7.4 3.9 3.3 2.7 2.7 2.7 NA

2024-25 May Revision Forecast based on data available as of April 2024.
2025-26 Governor's Budget Forecast based on data available as of November 2024. Figures in italics indicate forecasts.
Source: U.S. Bureau of Economic Analysis; U.S. Bureau of Labor Statistics; U.S. Census Bureau; California Employment Development Department, Labor Market Information Division;

California Department of Finance, 2025-26 Governor's Budget Forecast.
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U.S. AND CALIFORNIA FORECASTS

SLow, STEADY, AND STABLE GDP GROWTH

Economic growth is expected to continue in the forecast, driven by strong but slowing
personal consumption, with U.S. real GDP growth projected to be on average

0.1 percentage point faster than expected in the May Revision forecast through the
end of the forecast period. While the annualized U.S. real GDP growth rate has been
2.4 percent or higher in all but one of the last nine quarters through the third quarter of
2024, the forecast projects GDP growth to gradually slow to 1.5 percent in the third
quarter of 2026 and stay in the steady-state range of 1.5 percent to 2 percent for the
entire forecast period. The projected slowdown stems from somewhat lower expected
growth in consumption and investment spending as interest rates are projected to
remain well above their pre-pandemic levels. The end of the temporary boost from
federal manufacturing incentives, such as the Creating Helpful Incentives to Produce
Semiconductors (CHIPS) Act, is also expected to hinder new business investment.

Contributions to U.S. Real GDP Growth
(2024-25 May Revision Projections in Gray)
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Note: Colored diamonds represent the 2024-25 May Revision projections for each component.
Source: U.S. Bureau of Economic Analysis, California Department of Finance, 2025-26 Governor's Budget Forecast.
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INFLATION PROJECTED TO CONTINUE TO MODERATE

The forecast projects California headline inflation will confinue to moderate. Inflation is
projected to slow to historical rates of between 2 percent and 2.5 percent for both the
nation and the state by early 2025, with the state having a slightly higher rate of inflation
in line with historical frends. The annual average state inflation rate in 2025 is projected
at 2.3 percent compared to 2.6 percent in the May Revision, with the downward
revision due mainly to base effects from declines in gasoline prices in late 2024. The
projected longer-term inflation path for the U.S. is similar to the May Revision while the
California projection is just 0.1 percentage point lower in steady state at 2.6 percent.
This slight reduction is due to lower projected inflation in a number of components such
as household fuels and medical care.

Contributions to U.S. Consumer Price Index
(Difference Between Actuals and 2024-25 May Revision Projections)
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Source: U.S. Bureau of Labor Statistics, California Department of Finance, 2025-26 Governor's Budget Forecast.

CONTINUED SLOWING JOB GROWTH

Nonfarm payroll job growth slumped in 2023, due mainly to disproportionate losses in
high-wage sectors even as outsized job gains in the low-wage sectors kept the state’s
labor market afloat. “Low-wage sectors” are sectors with an average wage that is
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lower than the state’s 2022 average wage of about $88,000 while “high-wage sectors”
have average wages above the state average. According to this definition, low-wage
sectors are comprised of construction, trade, transportation, and utilities, private
education and health services, leisure and hospitality, other services, and government
while high-wage sectors are comprised of mining and logging, manufacturing,
information, financial activities, and professional and business services. In 2023,
high-wage sectors averaged 15,000 job losses per month which were more than offset
by gains of 27,000 jobs per month in the low-wage sectors. In the first eleven months

of 2024, job losses in high-wage sectors slowed to around 4,000 jobs per month on
average. In contrast, low-wage sectors have again buoyed overall job growth,
averaging a solid 19,000 jobs added per month during that same period. In
comparison, the May Revision forecast projected low-wage sectors to add around
11,000 jobs per month in 2024 while high-wage sectors were projected to gain on
average around 2,000 jobs per month. Across all sectors, 15,000 jobs were added per
month in the first eleven months of 2024, slightly higher than the 13,000 jobs per month
projected in the May Revision forecast.

Projected job growth in the forecast is 0.1 percentage point higher on average
between 2024 and 2027 compared to the May Revision forecast due fo
stronger-than-expected job growth and resilient labor market conditions. The forecast
projects job growth to slow to a low of 0.6 percent year-over-year in the second half
of 2026, a slightly delayed time frame but a less pronounced slowdown compared to
the May Revision forecast which projected the slowest growth of 0.4 percent
year-over-year to occur in mid-2025. This is due mainly to continued robust U.S. real
GDP growth in 2024, and relatively healthy nonfarm payroll employment growth
through the third quarter of 2024, particularly in low-wage sectors which account for
about 70 percent of the state’s payroll employment. Given the typical lag of about
18 months between overall economic activity and employment, California nonfarm
payroll employment is projected to slow, but remain positive, from late 2024 through
the second half of 2026 following the projected softening in U.S. real GDP growth.
Thereafter, the state’s nonfarm payroll employment is projected to rebound from
below-trend growth and return to a steady state average rate of 0.7 percent by 2027.

The California labor force increased by 54,000 persons or 0.3 percent in the first eleven
months of 2024, slightly lower than the 0.4-percent growth projected in the May
Revision. This was driven mainly by trends in the first half of 2024 as the third quarter
labor force annualized growth of 0.8 percent exceeded the May Revision projection of
0.5 percent. The slower pace of labor force growth in the first half of 2024 was due
mainly to the decline in labor force participation of prime-age Californians (those
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between the ages of 25 and 54), and particularly the 25-34 and 45-54 age groups
whose participation rates declined by 0.6 percentage point and 0.4 percentage point,
respectively, from December 2023 to June 2024.

California’s headline labor force participation rate has shown signs of stabilizing in
recent months, remaining unchanged at 62.1 percent from August through

November 2024 and staying between 62 percent and 62.2 percent since March 2023.
While headline participation remained 0.9 percentage point below its pre-pandemic
February 2020 level of 63 percent, participation amongst prime-age workers surpassed
its pre-pandemic February 2020 rate of 80.7 percent in September 2022, and was at
81.8 percent as of November 2024. The higher prime-age labor force participation rate
further emphasizes California’s slow but ongoing labor force recovery.

California Labor Force Participation Rate Recovery by Age
(Relative to Pre-pandemic February 2020 Rates)

Headline 63.0% 62.1%

Prime-age (25-54) 1 80.7% 81.8%
Age 16-19 1 26.7% 28.2%
Age 20-24 1 67.8% 68.5%
Age 25-34 1 81.1% 81.6%
Age 35-44 1 81.3% 83.7%
Age 45-54 1 79.6% 80.2%
Age 55-64 1 64.2% 64.7%

Age 65+ ] 19.5% 18.6%

10% 20% 30% 40% 50% 60% 70% 80%
Rate of Participation

OFebruary-20 November-24

Note: Data labels at the base represent February 2020 labor force participation rates.

February 2020 was the pre-pandemic peak, except for age group 16-19 (June 2020) and 20-24 (March 2020).
Source: Cdlifornia Employment Development Department, Labor Market Information Division;

California Department of Finance, 2025-26 Governor's Budget Forecast.

Due to lower-than-projected growth since finalizing the May Revision in April, projected
labor force growth in the forecast is slower by an average of 0.1 percentage point in
2024 and 2025. From 2026 to 2028, California’s labor force growth is projected to
average 0.4 percent, compared to 0.3 percent projected in the May Revision forecast,
in line with the state’s upwardly revised population projections in the out years,
particularly for working-age individuals.
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California’s unemployment rate averaged 5.3 percent in the first three quarters

of 2024, higher than the May Revision projection of 5.2 percent. The slightly higher
unemployment rate than projected was due to subdued civilian household
employment since the turn of the year, growing by an average of just 0.1 percent
(annualized rate) over the first three quarters of 2024 instead of the 0.4-percent growth
assumed in the May Revision. California’s unemployment rate was 5.4 percent as of
November 2024, 1.6 percentage points higher than its historic low of 3.8 percent in
August 2022 and higher than its 2015-19 pre-pandemic average of 5 percent. In
comparison, the U.S. unemployment rate fell to a 70-year low of 3.4 percent in January
and April 2023 and has since increased to 4.2 percent as of November 2024, slightly
lower than its 2015-19 average of 4.4 percent.

The projected California unemployment rate in the forecast is 0.1 percentage point
higher in 2024, compared to the May Revision forecast, due largely to civilian
employment contracting more than expected so far in 2024. Civilian employment
declined by an average of nearly a thousand persons a month in the first eleven
months of 2024, more than the projected decline of about 800 persons per month in the
May Revision. As civilian household employment is projected to increase only gradually,
the unemployment rate is projected to stay at around 5.3 percent through the first
quarter of 2025 before moderating thereafter. The Federal Reserve is expected to
continue to loosen its still-restrictive monetary policy, which, in turn, is expected to
stimulate economic activity and employment (including self-employment). California’s
unemployment rate is projected to gradually decline from averaging 5.3 percent in
2024 to 4.7 percent in 2028.

MODEST WAGE GROWTH PROJECTED FOLLOWING STRONG 2024

Projected average wage growth in the forecast is 0.5 percentage point faster on
average than in the May Revision, due to the significant wage growth in the first half
of 2024 in the information and professional and business services sectors. The overall
average wage for all sectors is projected at 6.4 percent in 2024. Average wages are
then projected to moderate growing between 3.4 percent and 4 percent from 2025 to
2028, similar to the 3.5 percent-to-3.9 percent growth projected in the May Revision.
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California Average Wages per Job

Year-Over-Year Percent Change
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Source: U.S. Bureau of Labor Statistics; California Department of Finance, 2025-26 Governor's Budget Forecast.

PERSONAL INCOME GROWTH REVISED LOWER, BUT LEVELS REMAIN HIGHER

Cdlifornia headline personal income captures the total amount of income received by
all persons who live in the state from all sources and is not adjusted for inflation. The
personal income forecast is upgraded from the May Revision due to new
higher-than-projected estimates for the first half of 2024. As the 2024 base is higher,
personal income is higher in each year of the forecast than in the May Revision despite
slower projected growth rates from 2025 on.

Personal income growth is projected to slow from 6.7 percent in 2024 to 4.2 percent in
2025 before settling at 4.6 percent to 4.7 percent over the rest of the forecast window
through 2028. In confrast, the May Revision projected just 4.6 percent growth in 2024
followed by higher growth of 5 percent in 2025 and beyond. This lower projected future
growth trajectory is due mainly to weaker projected growth in dividend and interest
income.
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Contributions to California Personal Income Growth

12% 1

10% A

8%

6% 1

4% A

2% A

0% A

2% +

Year-Over-Year Percent Change

4%

-6% =

o~ o — N (s8] < wn O N [e6]
— N N N N N N N N N
o o o o o o o
N N N N N N N N N N
Supplements to Wages and Salaries mmmmm Proprietors' Income

mmmm Property Income Transfer Receipts

mmmmm | ess: Contributions for Social Ins. mmmmm Total Wages and Salaries

—5-26 GB Total Personal Income = «2024-25 MR Total Personal Income

Shaded areas indicate previous U.S. recessions.
Source: U.S. Bureau of Economic Analysis; California Department of Finance, 2025-26 Governor's Budget Forecast.

HOUSING PERMITS TO GRADUALLY ACCELERATE AFTER SOME NEAR-TERM
WEAKNESS

High interest rates for mortgages and other loans continue to negatively impact
California’s residential construction sector as residential permitting has fallen
substantially in 2024, with total permit growth in the third quarter falling by 13.5 percent
from the previous year to an annualized rate of just around 102,000 permits per month.
Total residential permits have steadily declined since averaging nearly 120,000 in 2021,
when interest rates were near record lows. Multi-family permitting was weak in 2024,
declining by 23.9 percent on a year-to-date average annualized basis through
November 2024. In contrast, single-family permits have increased by 5.4 percent on a
year-to-date average annualized basis, as high interest rates have a smaller negative
effect on single-family construction due to lower capital borrowing requirements.
Actual annualized permits through November 2024 averaged 100,000, significantly less
than the 110,000 permits projected in the May Revision forecast for 2024 and well below
the 2018-19 annualized quarterly average of 113,000 units. Permits are one of several
ways to measure likely housing production and development and there is a variable
lag between permits issuance and housing building completion.
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Projected total permits in the forecast are lower than the May Revision by roughly

9,000 permits, or nearly 8 percent on average, through the forecast window due to
subdued permitting in 2024 moving the baseline much lower than the May Revision.
Residential permitting is projected to accelerate from around 106,000 in the second half
of 2025 to 125,000 in 2028 as the Federal Reserve decreases interest rates, making
construction inputs more affordable and lowering mortgage rates.

Cadlifornia Residential Building Permits
(Quarterly Annualized)
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RISKS TO THE BASELINE FORECAST

Uncertainty about federal policy presents the most immediate risk to the forecast. The
forecast is based on current law, and thus does not reflect any future policy changes
that may be implemented by the new federal administration. In particular, the
incoming administration has proposed broad tariffs at very high rates that would lead
to price increases in many categories of consumer and producer goods that are
commonly imported. In addition, domestic producers that do not generally face
foreign competition—but that buy imported infermediate inputs or other goods they
use in the course of conducting business—would likely also raise their prices to pass on
the higher costs to their customers. Tariffs of the scale and scope proposed by the
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incoming administration would be highly inflationary and likely lead the Federal Reserve
to pause its interest rate cuts and possibly raise target rates again. California would also
be especially vulnerable to tariffs as the ports of Los Angeles, Long Beach, and Oakland
and the logistics industry that is concentrated in the Inland Empire are highly
dependent on foreign trade.

The incoming administration has also proposed to reduce legal immigration and to
deport millions of undocumented immigrants, many if not most of whom are workers.
To the extent that existing workers are deported and potential new workers banned or
discouraged from immigrating, many sectors of the U.S. and California economies
could face labor shortages, leading to price increases in the goods and services
produced by these sectors. These shortages will likely be most acute in construction,
manufacturing, agriculture, leisure and hospitality and other service-oriented sectors.
Generally, reductions in the size of the labor force are inflationary and reduce the
economy’s potential output.

The potential paths of inflation and interest rates also pose risks. If inflation is slow to
return to the Federal Reserve's target rate of close to 2 percent or increases due to
federal policy or other reasons, the Federal Reserve could pause cutting rates or
reverse course and increase rates, which would result in additional drag on
interest-sensitive spending. The current high-interest rate environment could also
hamper economic activity more than projected, especially given more cautious
lending practices and if consumers curtail discretionary spending. Additionally, if
geopolitical conflicts persist, this will increase economic uncertainties despite any
potential economic boost from increased defense spending.

The Department of Finance has not modeled a recession scenario for the forecast.
However, in the case that inflation takes longer to cool to the Federal Reserve’s target
rate of 2 percent, the Federal Reserve's monetary policy could result in tighter credit
conditions, which would likely dampen economic activity. This could deepen the
expected slowdown in U.S. real GDP growth and push the economy into a mild
recession, which would likely entail steeper declines in investment and interest-sensitive
consumption than assumed in the baseline forecast. GDP and nonfarm payroll
employment would likely contract and the unemployment rate would increase. This
would then likely result in lower total wage and personal income growth as well as lower
business and consumer spending on taxable goods negatively impacting revenues.

Other long-term structural downside risks to the state economy and budget also
remain, including climate change and its more frequent extreme weather events such
as wildfires, drought, and floods, the challenges of an aging cohort that is becoming an

116 GOVERNOR'S BUDGET SUMMARY — 2025-26



ECcoNOoMIC OUTLOOK

increasingly larger share of total state population, declining migration inflows, lower
fertility rates, stock market volatility, and persistently high housing and living costs.
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REVENUE ESTIMATES

he economy has generally performed better than expected at the 2024 Budget

Act, which led to a meaningful upgrade to the economic forecast in the near-term
and to modest upward revisions in the long-term. In particular, the economic forecast’s
personal income growth projection for California in 2024 is nearly 50 percent higher
than projected in the Budget Act, due in part to higher actual and projected wage
growth tied to technology sectors. Additionally, the stock market rose substantially in
2024, with the S&P 500 outperforming the Budget Act forecast by 13 percent in the third
quarter of 2024. Finally, through November when the Governor’s Budget forecast was
finalized, General Fund cash receipts exceeded the Budget Act forecast by $7.5 billion,
driven by overages in receipts from personal income tax ($4.8 billion), corporation tax
($2 billion), not otherwise classified revenues ($854 million), pooled money interest
($251 million), and insurance ($199 million), offset by a shortfall of $708 million in sales tax
that was due to November receipts shifting into December.

The stronger-than-anticipated performance of the economy, stock market, and cash
receipts, combined with an improved economic outlook result in an upgrade to the
revenue forecast. Before accounting for transfers and tax policy proposals, General
Fund revenue is projected to be approximately $16.5 billion, or 2.7 percent, higher than
assumed in the 2024 Budget Act over the budget window—from fiscal year 2023-24
through fiscal year 2025-26. The three main drivers of the upgrade were personal
income tax ($12.6 billion), corporation tax ($2.5 billion) and pooled money interest

($2.0 billion). The stronger stock market and higher economic wage growth tied to
technology sectors disproportionately affect high-income earners, leading to upgrades
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to the personal income tax forecast, notably through higher capital gains realizations
and withholding receipts. The corporate income tax was revised higher due mainly to
lower projected usage of credits and net operating losses (NOLs) by corporations and,
to alesser extent, higher corporate profits. Projected interest revenue earned on the
Pooled Money Investment Account is revised higher due largely to a higher projected
account balance.

Overall, the broader long-term picture of state revenues remains largely unchanged
and is modestly upgraded from the 2024 Budget Act. Following a two-year surge of
55 percent through 2021-22 and a correction of 21 percent in 2022-23, revenues from
the Big Three—personal income tax, corporation tax, and sales tax—have stabilized
and are projected to grow 6.4 percent in 2023-24, followed by normal rates of growth
averaging a little over 5 percent through the end of the forecast. As shown in the Big
Three Revenues Long-Term Trajectory figure, the projected revenue levels through
2028-29 are consistent with an average annual growth of 5.3 percent from
pre-pandemic levels in 2018-19, slightly higher than the projected annual growth of
5 percent at Budget Act. These figures exclude the impact of Budget Act and
Governor's Budget policies, including the credit limitation and NOL suspension.

Big Three Revenues Long-Term Trajectory
(Dollars in Billions)
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Shaded bars indicate previous U.S. recessions.

120 GOVERNOR'S BUDGET SUMMARY — 2025-26



REVENUE ESTIMATES

These revenue projections assume continued but moderating economic growth along
with a stock market that, while projected to be roughly flat through 2025 and 2026, is
significantly higher than the levels assumed in the 2024 Budget Act. If financial markets
perform significantly worse or better than assumed, the revenue picture will likely
change accordingly. Several risks remain, including stock market volatility, an
economic recession, or any shocks that would disproportionately impact high-income
earners.

BUDGET WINDOW

The Budget General Fund Revenue Forecast figure compares the revenue forecasts, by
source, in the 2024 Budget Act and the 2025-26 Governor’s Budget. Excluding tax policy
proposals, General Fund revenues in the Budget are projected to be $16.5 billion higher
over the budget window. After accounting for the revenue impact of tax policy
proposals, General Fund revenues are projected to be $16.6 billion higher. The
upgrades relative to the 2024 Budget Act forecast are driven primarily by the personal
income tax, and to a lesser extent the corporation tax and the Pooled Money
Investment Account interest forecasts.

* Revenues from the Big Three—The Big Three revenue sources, before accounting for
policy proposals, are projected to be higher by $15.3 billion over the budget
window due to a $12.6 billion upward revision to the personal income tax forecast, a
$2.5 billion upward revision to the corporation tax forecast, and a $174 million
upward revision to the sales tax forecast.

* Minor Revenues—Insurance, alcoholic beverage, cigarette taxes, and interest
revenue from the Pooled Money Investment Account are higher by $2.3 billion over
the budget window, due primarily to a $2 billion upgrade in the pooled money
interest forecast as higher balances remaining in the account are projected to
generate higher interest for longer periods. Projected revenue from insurance tax is
higher by $283 million due to stronger growth in insurance premiums.

* Other Minor Not Otherwise Classified Revenues—Unclassified revenues are
$1.2 billion lower over the budget window due to shifts in the timing of federall
payments related to wildfires and COVID-19 Pandemic costs, with $1.3 billion in
these cost recoveries shifting outside of the budget window from 2024-25 to 2026-27.

* Tax Policy Proposals—Tax policy proposals are projected to increase General Fund
revenues by $186 million in 2025-26.
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2025-26 Governor's Budget
General Fund Revenue Forecast
Reconciliation with the 2024 Budget Act
(Dollars in Millions)

2024 Governor's Change From Budget Act
Source Budget Act Budget Forecast

Budget Window
Personal Income Tax $355,661 $368,302 $12,641 3.6%

Corporation Tax 112,397 114,895 2,497 2.2%
Sales & Use Tax 102,403 102,577 174 0.2%
Insurance Tax 12,088 12,371 283 2.3%
Alcoholic Beverage 1,267 1,270 2 0.2%
Pooled Money Interest 5,930 7,978 2,047 34.5%
Cigarette 124 112 -12 -9.8%
Otherwise Not Classified Revenues 12,618 11,439 -1,179 -9.3%
Revenues Excluding Proposals $602,488 $618,942 $16,454 2.7%
Tax Policy Proposals 0 186 186 n/a
Revenues $602,488 $619,128 $16,640 2.7%

PERSONAL INCOME TAX

The personal income tax is the state’s largest revenue source. Excluding pass-through
entity elective tax credits, the personal income tax is estimated to account for
over 67 percent of General Fund revenues before transfers in 2023-24.

Within the personal income tax, in the 10 years through 2022, wages comprised
approximately 59 percent of tax liability on average for all tax returns, and the share of
capital gains was approximately 16 percent. In tax year 2022, the most recent year for
which complete tax return data is available, wages represented 66 percent of tax
liability while capital gains comprised 13 percent. This was a significant decrease from
the capital gains’ share of 25 percent in 2021 when capital gains realizations hit an
all-time high as a share of the economy due to federal stimulus and a surging stock
market. Given that wages also include stock-based compensation, a significant share
of personal income tax depends on financial markets and individuals’ decisions on
when to buy and sell stocks.

The highest-income Californians pay the largest share of the state’s personal income
tax. In 17 of 20 years through 2021, the top one percent of income earners share of total
resident personal income tax liability has been greater than 40 percent. For the 2022 tax
year, the top one percent of income earners, or over 170,000 tax returns, paid nearly

39 percent of personal income taxes, down from 50 percent in 2021. This was due
mainly to a substantial decline in capital gains realizations in 2022 as a result of a
weaker stock market and lessening impact from federal stimulus during the pandemic.
High-income taxpayers’ tax liability tends to be volatile as they earn a larger share of
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their total income from capital gains and stock-based compensation. To illustrate,
capital gains realizations increased by $146 billion, or 72.1 percent, from 2020 to 2021
before decreasing from $349 billion in 2021 to $156 billion in 2022, a decline of

55 percent. Similarly, withholding increased by 20.2 percent in 2021 but declined by

1.2 percent in 2022 due in part to volatility in stock-based compensation. As illustrated in
the California Personal Income Tax Resident Liability Growth figure, the top one
percent’s tax liability is highly volatile and often unconnected to the growth of the
broader economy. For example, the tax liability of the top one percent decreased by
40 percent in 2022 while the California economy remained fairly flat.

California Personal Income Tax Resident Liability
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These two related phenomena—significant reliance of the General Fund on capital
gains and stock-based compensation, and on taxes paid by a small portion of the
population—underscore the difficulty of forecasting personal income tax revenue.
Proposition 2 helps address some of the state’s revenue volatility by requiring the
transfer of a portion of capital gains revenue greater than 8 percent of General Fund
tax revenue to the Rainy Day Fund and to pay down state debfs.
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Before accounting for tax policy proposals, the personal income tax forecast is

$12.6 billion, or 3.6 percent, higher through the budget window compared to the
2024 Budget Act forecast, due to upward revisions of $2.2 billion in 2023-24, $4.6 billion
in 2024-25, and $5.9 billion in 2025-26. Higher actual cash receipts, capital gains,
withholding, and a stronger economic forecast all positively contributed to the
significant upgrade.

Personal income tax receipts were $4.8 billion above the 2024 Budget Act forecast
through November. This was due primarily to higher estimated payments, which were
$2.1 billion above forecast. In addition, refunds were lower by $1.5 billion, withholding
receipts were $800 million higher, and other payments on net were $400 million above
forecast.

CAPITAL GAINS

Capital gains realizations were revised higher relative to the 2024 Budget Act forecast
and contribute over $6 billion to the overall personal income tax forecast upgrade. This
upward revision is supported by growth in the stock market and stronger-than-expected
cash results related to tax years 2023 and 2024.

The 2024 Budget Act forecast projected $137 billion in capital gains realizations in
2023—a 12-percent year-over-year decline from 2022, which followed the 55-percent
year-over-year decline from record-high realizations reported in 2021. Cash data
related to tax year 2023 indicates the decline in capital gains realizations in tax year
2023 was smaller than previously projected, currently estimated at around 8.5 percent.
Additionally, the stock market has risen significantly in 2024 and the S&P 500 is projected
to average nearly 5,900 in the first quarter of 2025, compared to 4,900 projected for
that quarter in the Budget Act, or a 20-percent upgrade. Due to higher estimated
payments of $2.1 billion through November, the Governor’s Budget projects capital
gains realizations to increase 20 percent in 2024 and 15 percent in 2025, higher than the
15-percent and 10-percent growth rates assumed in the Budget Act.

Capital gains realizations as a share of personal income reached a record-high of

11.6 percent in 2021, exceeding the 2007 pre-Great Recession peak of 8.4 percent and
more than a full percentage point higher than the previous record of 10.4 percent in
2000. Following these peaks in 2007 and in 2000, capital gains as a percent of personal
income declined to 1.9 percent in 2009 and to 2.8 percent in 2002, which represented
peak-to-trough declines in capital gains realizations of 78 percent and 72 percent,
respectively. As shown in the Capital Gains as a Percentage of Personal Income figure,
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following its record share in 2021, capital gains realizations reverted to 5.2 percent of
personal income in 2022 and are assumed to decline to 4.5 percent of personal income
in 2023. This represents a peak-to-trough decline in capital gains realizations of

59 percent from 2021 to 2023. The Governor's Budget forecast projects capital gains
realizations to reach 5.6 percent of personal income in 2025 before gradually
moderating to 5 percent of personal income by 2030.

Capital Gains Realizations as a Share of Personal Income
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The Capital Gains Proposition 2 Revenue figure shows Proposition 2 revenues from
capital gains as a percentage of total General Fund tax revenue. The amount of
capital gains revenue in the General Fund can vary greatly over time and from year to
year. For instance, capital gains contributed $14.4 billion to the General Fund in 2019,
increased significantly to $36 billion in 2021—its highest amount ever—and are
estimated to decrease back to $14 billion in 2023.
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Capital Gains Proposition 2 Revenue

As a Percent of General Fund Tax Revenues
(Dollars in Billions)

Calendar Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024% 2025° 2026°
caplial oans $55 $52 $100 $80 $115 $120 $113 $144 $154 $145 $203 $349 $156 $143 $171 $197 $202

Prop 2 Revenue
i Ceeiiie]l Sisling $4.7 $42 $104 $7.6 $11.3 $11.8 $11.5 $14.1 $15.4 $14.4 $20.6 $36.0 $154 $140 $17.0 $19.6 $20.1

Fiscal Year 09-10 10-11 11-12 12-13 13-14 14-15 15-18 14-17 17-18 18-19 19-20 20-21 21-22 22-23 23-24% 24-25% 25-24°/

Prop 2 Revenues

el Cepsitia] G $3.0 $4.5 $6.0 $9.6 $87 $11.4 $11.7 $123 $145 $15.1 $163 $252 $29.8 $150 $14.9 $17.7 $19.7

L?iii:ﬁro'md $87  $92 385 998 $103 $114 $119 $122 $135 $144 $145 $187 $224 $179 $192 $209 $218
Capital Gains

3.4% 49% 710% 98% 85% 10.1% 99% 10.0% 10.7% 10.4% 11.2% 13.5% 13.3% 84% 7.7% 8.5% 9.1%
Percentage

“/Estimated
”Excluding transfers
Source: California Department of Finance, 2025-26 Governor's Budget Forecast.

WITHHOLDING

Higher withholding contributed $3.3 billion to the overall personal income tax upgrade.
Withholding was revised higher in 2024 due to strong cash results since April. Withholding
is projected to grow 8 percent in 2024, higher than the 6.5-percent growth expected in
the 2024 Budget Act. Higher withholding growth in 2024 has been driven in part by
recent strength from technology-related sectors—information, manufacturing, and
professional and technical services. In 2023, withholding from technology-related
sectors grew 1.9 percent, in line with overall withholding growth. However, in the first

11 months of 2024, withholding from technology-related sectors increased 11.5 percent
year-over-year compared to a growth of 4.9 percent for all other sectors.

OTHER PERSONAL INCOME COMPONENTS

Other personal income components comprised the remainder of the upgrade to the
personal income tax forecast. Most notably, the higher economic forecast for California
personal income led to higher taxable partnership, business, and pension income. In
addition, nonresident and fiduciary income were revised higher, due primarily to higher
capital gains realizations.

MENTAL HEALTH SERVICES FUND

Modeled closely after federal income tax law, California’s personal income tax is
imposed on net taxable income—gross income less exclusions and deductions. The tax
rate structure is progressive over the income spectrum. Since the 2012 tax year, the
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marginal tax rates range from 1 percent to 12.3 percent, not including a 1-percent
surcharge on taxable income above $1 million for the Mental Health Services Act tax
imposed by Proposition 63 beginning in 2004. Proposition 30 created three additional
income tax brackets beginning in 2012 with rates of 10.3 percent for taxable income
above $500,000, 11.3 percent for taxable income above $600,000, and 12.3 percent for
taxable income above $1 million, with the income thresholds indexed for inflation.
Proposition 30 held these tax brackets in effect for seven years—from tax years 2012 to
2018. Voters approved Proposition 55 in November 2016, extending the three additional
tax brackets through tax year 2030.

Revenue from the 1-percent surcharge imposed by Proposition 63 is transferred to the
Mental Health Services Fund and used to fund mental health programs. The Budget
projects annual revenues of $2.8 billion in 2023-24, $3.2 billion in 2024-25, and $3.6 billion
in 2025-26 for this fund. Over the budget window, these transfers to the Mental Health
Services Fund are higher by nearly $200 milion compared to the 2024 Budget Act.

The upward revision generally reflects the higher forecast for capital gains realizations in
the 2025-26 Governor's Budget, which are disproportionately earned by higher-income
taxpayers. The General Fund and the Mental Health Services Fund shares of personal
income tax revenues for 2023-24 through 2025-26 are shown in the Personal Income Tax
Revenue figure.

Personal Income Tax Revenve
(Dollars in Millions)

2023-24 2024-25 2025-26

Preliminary Forecast Forecast
General Fund $113,380 $121,106 $133,485
Mental Health Services Fund $2,784 $3,231 $3.586
Total $116,1464 $124,338 $137,271

Source: California Department of Finance, 2025-26 Governor's Budget Forecast,

CORPORATION TAX

Before accounting for tax policy proposals, the corporation tax forecast is higher by
$2.5 billion, or 2.2 percent, in the budget window from 2023-24 to 2025-26. Corporation
tax cash receipts exceeded the 2024 Budget Act forecast by $2 billion through
November despite higher refunds of nearly $800 million. The cash overage was primarily
due to estimated payments that were higher by $1.6 billion.
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The primary driver of higher corporation tax revenues, contributing about $2.4 billion, is
lower expected use of business tax credits and NOL deductions, due mainly to higher
anticipated revenue from the 2024 Budget Act policy to temporarily limit the use of
business tax credits and suspend the use of NOLs for large businesses. The policy impact
was revised higher due to the assumption that a lower percentage of existing tax
credits will be used while the credit limitation is in effect. This updated assumption is
supported by recent cash results, particularly higher estimated payments related to tax
year 2024.

Due to higher payments related to tax year 2023, corporate taxable profits were
upgraded by about $200 million in the budget window. Meanwhile, audit payments
and fees paid by limited liability companies were upgraded by about $400 million due
to higher cash receipts. Partially offsetting those positive factors are higher levels of
refunds related to prior tax years stemming from audits, court resolutions, and
settlements. This is projected to lower revenues by $1.2 billion in the budget window.
This amount includes over $600 million in unanticipated refunds related to prior tax years
that were issued through early December.

SALES AND USE TAX

Sales tax revenue is expected to account for approximately 16 percent of General
Fund revenues excluding transfers and loans in 2025-26, down from nearly 19 percent in
2022-23 and much lower than its historic share of nearly 40 percent four decades ago in
1983-84. Sales tax has steadily declined in relevance to the state budget as tangible
goods—on which sales tax revenues rely almost exclusively due to California’s narrow
sales tax base—have accounted for a shrinking proportion of overall economic
spending. California’s sales tax base includes largely the same products it did in the
mid-twentieth century when services spending, which is almost entirely untaxed in
California, accounted for a much smaller proportion of economic spending.

During the pandemic, this tfrend briefly reversed as tangible goods spending benefited
from pandemic-era distortions including significant inflation in large taxable goods
categories such as automobiles and furniture and a substitution of goods for services in
consumer’s overall spending. During that time, taxable sales increased as a
percentage of personal income from approximately 27 percent in 2018-19 to nearly

29 percent in 2021-22 and sales tax revenues increased by 26.3 percent over that same
period. As these distortions have unwound over the past few years, California taxable
sales have declined even as the economy has recovered and continued to grow.
California sales tax revenues increased by just 1 percent from 2021-22 to 2023-24
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whereas the California economy, as proxied by personal income, increased by
8.8 percent over that same period.

Before accounting for tax policy proposals, the sales tax forecast is less than 1 percent,
or just under $200 million, higher in the budget window relative to the 2024 Budget Act
forecast. After correcting for $600 million in shifting from November to December, cash
receipts through November are within 0.5 percent of the Budget Act forecast. The small
upward revision in the sales tax forecast was due to a slight upgrade in the economic
outlook that has pushed taxable sales growth rates in 2024-25 and 2025-26 about a
tenth of a percentage point higher.

Consistent with the 2024 Budget Act, the normalization process following the pandemic
disruptions noted above is assumed to be mostly complete by the fourth quarter of
2024. Taxable sales growth is projected to resume at a rate of roughly 3 percent
annually in 2024-25 and 2025-26, consistent with the typical relationship between
consumer spending, personal income, and taxable sales. Nevertheless, the projected
average annual growth in sales tax of 4.2 percent from 2018-19 to 2028-29 compares
unfavorably with projected growth of 5.3 percent for the Big Three revenues during the
same period. Despite the completion of the acute effects of normalization, sales tax
revenue is expected to continue to grow more slowly than the budget and economy
overall due to the long-term divergence between California’s sales tax base and
consumption spending overall.

RISKS AND UNCERTAINTY

The Budget revenue forecast is based on an assumption of continued but slowing
economic growth. Additionally, outside of the impact of tax policies proposed in the
Budget, revenue projections are based on current state and federal laws. Continued
stock market strength and improved economic growth support the forecast
assumptions of resumption to normal revenue growth following the post-pandemic
revenue correction. However, several risk factors could negatively impact the economy
and state revenues going forward. For instance, stock market and asset price volatility
and declines, shocks that disproportionately impact high-income earners, and
geopolitical turmoil are all issues posing risk to ongoing economic and revenue growth.

New risks have also arisen from uncertainty about federal policy. As noted in the
Economic Outlook and Demographic Information Chapters, several of the policies
contemplated by the incoming federal administration are likely to negatively impact
the national and state economies through inflationary impacts and extreme
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immigration measures. If the economic outlook is dampened by these policies, state
revenues will also subsequently decline.

Additionally, revenue forecasting is always subject to significant uncertainty, even if the
underlying economy and the stock market are performing in line with expectations.

This is particularly acute in the personal income and corporate income tax forecasts, as
liability for those taxes also depends on taxpayer behavior and fiming of when assets
are sold, when credits and NOLs are used by corporations, and corporate refunds
related to prior tax years. Recent developments that increase this uncertainty include
the 2024 Budget Act policy to limit business tax credits and suspend NOLs for larger
businesses and an increase in corporate refunds related to prior years that were issued
or are projected to be issued in 2024-25. In addition, with many provisions in the Tax Cuts
and Jobs Act expiring at the end of 2025, anticipation of potential federal tax policy
changes could affect the timing of capital gains realizations and other income. As a
result, revenues could still end up more than $20 billion higher or lower within the budget
window—even if the economy and asset markets perform largely in line with
expectations. The principal drivers that could lead to higher or lower revenues include
higher or lower personal income tax withholding receipts, capital gains realizations,
corporate taxable profits, the use of corporate net operating losses and business
incentive tax credits, and corporate refunds.

TAX PROPOSALS

The Budget includes several tax proposals as described below. These proposals
combined are estimated to increase General Fund revenues by a total of $186 million
in 2025-26.

CALIFORNIA FILM AND TELEVISION TAX CREDIT EXPANSION

The state established the California Film and Television Tax Credit in 2009 to encourage
film and television producers to locate shooting and spending on wages and other
expenditures in-state. The program has been over-subscribed since its inception and
has awarded over $3 billion in tax credits across three rounds of the program. The fourth
round of the California Film and Television Tax Credit program (Program 4.0) was
established by the 2023 Budget Act at $330 million in tax credits per year from fiscal
year 2025-26 to 2029-30. Program 4.0 included new provisions to improve and support
the California film industry, including workforce investments, diversity requirements, and
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a refundability provision in order to benefit a wider range of productions and to ensure
the competitive program will maximize economic benefits to the state.

The Budget proposes to increase the total annual California Film and Television Tax
Credit 4.0 award cap from $330 million to $750 million for the fiscal years 2025-26
through 2029-30. This proposal is expected to reduce revenues by $15 million in 2025-26.
Costs are projected to increase in subsequent years, reaching $209 million by the end
of the multiyear period in 2028-29, and peaking outside of the multiyear period. While
this expansion applies to fiscal years beginning in 2025-26, credits are claimed four years
after allocation on average because fiim productions typically take multiple yea