CITY OF

I_O N G Memorandum

Date: February 6, 2026

To: Mayor and Members of the City Council
From: Thomas B. Modica, City Manager /.{;Z

Subject: Governor Newsom’s Proposed FY 2027 State Budget

On January 9, 2026, Governor Newsom released the proposed Fiscal Year 2027 (FY 27)
California State Budget (Budget). The total Budget is estimated at $348.9 billion, nearly
$29 billion larger than last year's budget, with $248.3 billion being the General Fund
budget. The Budget projects a deficit of $2.9 billion for FY 27, and a $22 billion deficit for
FY 28. The Budget rejects findings from the Legislative Analyst Office (LAO), which
projects an $18 billion deficit for FY 27, with ongoing deficits upwards of $35 billion. The
governor’s proposal would increase the state’s budget reserves to $23 billion by the end
of FY 27, driven primarily by constitutionally required (Proposition 2) deposits as a result
of increasing revenues.

The Governor’s proposed Budget includes strong income tax collections in recent months
and an assumption that this strength will continue through FY 27. The $248.3 billion
General Fund spending plan would protect most investments made in prior years, but
does not propose any significant new investments or tax solutions to address the impacts
of federal cuts to health care and food assistance. The proposal also maintains previous
state-level cuts to programs that expanded health care access for individuals regardless
of immigration status, and further dleays initiatives to fund subsidized chidcare slots. It
allows prior-year homelessness investments to sunset without additional funding. This
memorandum provides additional details regarding key provisions in the Budget that may
impact City priorities, operations, and programs.

Housing and Homelessness

The Budget does not include significant new investments to address homelessness, but
does maintain the $500 million for the Homeless Housing, Assistance and Prevention
(HHAP) grant program negotiated in last year’s budget process. However, it does not
restore that allocation to the full $1 billion provided in previous budgets, or allocate any
funding for future rounds of the program. The Budget emphasizes that the funding for
HHAP is contingent on enhanced accountability and performance metrics, but there is no
information about what those metrics will entail. The administration also committed to
monitoring changes at the federal level that could create increased housing instability and
to exploring programmatic flexibility to mitigate impacts here in California. Recent and
ongoing federal actions have created significant volatility and uncertainty in the housing
and homelessness landscape, increasing risks to housing stability for Californians who
rely on federal housing programs.

The Budget allocates up to $560 million annually from Cap-and-Invest proceeds will be
shifted to the Housing Development and Finance Committee (HDFC) to administer
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Affordable Housing and Sustainable Communities (AHSC) program. This proposal will
align the state’s largest ongoing source of housing capital funding within the new
California Housing and Homeless Agency (CHHA) to streamline administration, better
leverage complementary housing subsidies, and accelerate delivery of climate-aligned
affordable housing.

Education
Early Education and Childcare

The Budget proposal includes an increase of $89.1 million ongoing General Fund for cost-
of-living adjustments (COLA) to childcare programs administered by the Department of
Social Services. The Budget proposal includes an increase of $11.5 million in one-time
Proposition 64 funding for childcare infrastructure, specifically targeted toward
communities impacted by recent fires.

K-12 Education

Under the Budget proposal, the Prop. 98 estimates increase by nearly $22 billion over the
three-year budget window. For 2026-27, the Prop. 98 guarantee is calculated to be
$125.5 billion, $7.4 billion higher compared to the prior estimate of $118.1 billion in June
2025. The governor’s Budget proposal provides the financial resources to expand existing
programs and provides additional one-time funds to school districts, including a new
discretionary block grant. Notable ongoing investments in the proposed Budget include
$2.2 billion for a 2.41 percent COLA for the Local Control Funding Formula (LCFF), $1
billion to sustain California Community Schools Partnership Program, $509 million to
increase special education base rates, and $62 million to strengthen the Expanded
Learning Opportunities Program (ELOP).

The Budget proposes to implement the 2002 “California’s Master Plan for Education”
recommendation to amend the Education Code to move oversight authority of the
management of the California Department of Education and support of local education
agencies under the State Board of Education. The Budget further proposes to provide the
State Superintendent of Public Instruction the ability to strengthen coordination and
alignment among the bodies setting policy from early childhood through postsecondary
education.

Higher Education

The Budget proposes $15.4 billion from the General Fund and property taxes for the
California Community Colleges (CCC), an increase of $240.6 million Proposition 98
General Fund to provide a 2.41 percent COLA, and $31.9 million Proposition 98 General
Fund for 0.5-percent enrollment growth. The Budget also includes an increase of $55.3
million Proposition 98 General Fund to fund additional enroliment growth of 1 percent in
fiscal year 2025-26, and it is the Administration’s expectation that the net effect of these
two enrollment growth investments support a combined growth percentage of 1.5 percent
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in 2026-27. The Budget reflects a continued focus on the CCC multi-year roadmap, which
prioritizes student success and enhances the system’s ability to prepare students for
California’s future.

The Budget proposes $5.6 billion General Fund for the California State University (CSU)
system, an increase of almost 53 percent since 2018-19. Specifically, the Budget includes
an increase of $264.8 million ongoing General Fund, representing a five-percent base
increase, for the CSU. This reflects the fifth and final payment of the multi-year compact,
fully meeting the state’s obligation for 2026-27.

The Budget proposes $5.3 billion General Fund for the University of California (UC)
system, an increase of almost 50 percent since 2018-19. Specifically, the Budget includes
an increase of $254.3 million ongoing General Fund, representing a five-percent base
increase, for the UC. This reflects the fifth and final payment of the multi-year compact,
fully meeting the state’s obligation for 2026-27.

The Budget reflects a total financial aid expenditure in 2026-27 of $4.4 billion, including
$3.2 billion to support Cal Grant and $1.1 billion for the Middle Class Scholarship. Other
investments in education include $100 million one-time Proposition 98 General Fund to
increase access to college and career pathways for high school students, including
expanding access to dual enroliment. Additionally, the Budget proposes $25 million one-
time Proposition 98 General Fund for the development of a Career Passport, a secure
digital tool that displays an individual’s validated skills, credentials, and academic
achievements, which is intended to be shared with employers and institutions of higher
education to present a skills-based portrait of an individual’s education, career, and
experience.

Climate Change, Energy and Environment

In 2025, the California legislature passed AB 1207, which renamed the states Cap-and-
Trade program, as Cape-and-Invest and reauthorized the program until 2045. The Budget
proposes the following Greenhouse Gas Reduction Fund (GGRF) expenditure plan,
reflecting changes to the Cap-and-Invest program while continuing to support the state’s
climate and air quality goals.

e Tier 1—Manufacturing Tax Credit, State Operations, State Responsibility Area
Backfill, and the Legislative Counsel Climate Bureau. ($370 million)

e Tier 2—$1 billion for High-Speed Rail and $1 billion for discretionary funding. ($2
billion)

o Of the $1 billion in discretionary funding, $250 million is reserved in 2026-
27 for various investments identified in SB 840.

o The remaining $750 million from the $1 billion in discretionary funding
supports the CAL FIRE General Fund backfill.
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e Tier 3— Funding for programs, including up to $560 million in affordable housing
and sustainable communities, transit and intercity rail capital ($283 million),
community air protection ($177 million), healthy and resilient forests ($141 million),
and safe and affordable drinking water ($92 million). ($1.4 billion)

The Budget proposes $1.6 million in ongoing GGRF for 5.2 positions to meet SB 352
(Reyes) requirements to update the statewide air monitoring plan every five years. These
updates will support the use of rapidly evolving monitoring techniques, from low-cost
sensors to advanced volatile organic compounds and metals analyzers, mobile platforms,
and satellite systems to maintain California’s leadership in air monitoring innovation.

Proposition 4, Climate Bond

The Budget allocates $2.1 billion in the second year of the multi-year investment plan for
the $10 billion Climate Bond passed in 2024, including some of the following investments:

e $107.0 million to continue investments that help protect coastal communities
against the impacts of sea level rise, safeguard local economies, conserve and
restore biodiversity and natural areas, elevate tribal knowledge and stewardship,
and improve public access to the coast.

e $241.0 million to continue investments that support implementation of the state’s
Extreme Heat Action Plan and build resilience to extreme heat across California,
with a focus on those most vulnerable to its impacts.

e $137.4 million to fund community-led development and infrastructure projects that
achieve major environmental, health, and economic benefits in California’s most
disadvantaged communities

e $55.3 million to fund new construction and upgrades of neighborhood-level
resilience centers to provide shelter and resources during climate and other
emergencies.

e $6.8 million ongoing General Fund to support the California State Parks Library
Pass program.

Health and Human Services

The Budget includes proposals to help align program expenditures with projected revenue
to mitigate the projected structural operating deficits in the out-years. The Budget includes
$343.6 billion ($94.4 billion General Fund) for all health and human services programs in
2026-27. The Budget includes increased Medi-Cal expenditures of approximately $2
billion General Fund in 2025-26 compared to the 2025 Budget Act. This increase is driven
primarily by federal fund claiming changes, including a one-time retroactive state-only
claiming repayment and federal fund claim deferrals, as well as increased Medicare costs.
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The Budget projects Medi-Cal expenditures of $48.8 billion General Fund in 2026-27, an
increase of $2.4 billion General Fund compared to the revised 2025-26 expenditures. This
increase is driven primarily by the Medical Provider Interim Payment loan ending in 2025-
26 and a decrease in Managed Care Organization (MCO) Tax revenue available for Medi-
Cal support. The Budget also reflects significant adjustments related to the
implementation of federal requirements included in H.R. 1, including the Work and
Community Engagement Requirement. Under this federal policy, certain individuals must
comply with federal work or community engagement requirements as a condition of Medi-
Cal eligibility unless they meet an allowable exemption or short-term exception. This
requirement will create an estimated reduction of $373 million ($102 million General
Fund) in 2026-27 and $13.1 billion ($3.6 billion General Fund) by 2029-30.

The Budget includes $58.6 billion ($25.8 billion General Fund) for Department of Social
Services programs in 2026-27 including California Work Opportunity and Responsibility
to Kids (CalWORKSs), CalFresh and Nutrition Programs, In-Home Supportive Services
(IHSS), Supplemental Security Income/State Supplementary Payment, Child Welfare and
Adult Protective Services, Community Care Licensing, Disability Determination Services,
and Child Care.

Criminal Justice and Judicial Branch

The Budget includes total funding of approximately $14.2 billion ($13.8 billion General
Fund and $400 million other funds) for the California Department of Corrections and
Rehabilitation (CDCR). Of this amount, approximately $4.1 billion General Fund is for
health care programs, which provide incarcerated individuals access to mental health,
medical, nursing, and dental care services. Fall projections estimate the average daily
adult incarcerated population for 2025-26 to be 89,162, a decrease of 2.2 percent from
the spring 2025 projections, and 87,613 in 2026-27, a decrease of 5.5 percent from the
spring projections. Proposition 36, passed in November 2024, was expected to increase
CDCR’s population by 1,878 in 2025-26 and 3,597 upon broader implementation as of
spring projections. Fall projections now indicate Proposition 36 impacts will be 562 in
2025-26 and approximately 1,200 upon full implementation. The Budget also includes
$56.4 million Gun Violence and Prevention and School Safety Fund in 2025-26 and $51.9
million in 2026-27 for CalVIP.

Department of Justice (DOJ)

The Budget includes total funding of approximately $1.3 billion, including $508 million
General Fund, to support the DOJ. The 2024 Budget Act included $25 million one-time
General Fund to defend the state against enforcement and legal actions taken by the
federal government, which is available through June 30, 2026. Of that amount, $6 million
has been distributed to the DOJ and other state entities for litigation to defend California
against federal actions. Since January 2025, DOJ has filed 52 cases against the federal
government to protect Californians' rights and interests, including the protection of federal
funding that supports critical programs.
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Labor and Workforce Development

The Budget builds on previous investments to upgrade and modernize information
technology systems to improve the operation and employee experience for
unemployment, paid family leave, and worker health and safety programs. Additionally,
the Budget includes resources to support the streamlining of the Department of Industrial
Relations’ (DIR) Division of Occupational Safety and Health (Cal/OSHA) complaint intake
and referral process and to address the backlog of cases and substantial growth of the
Subsequent Injuries Benefits Trust Fund program.

The Budget also includes $450 million General Fund in total, allocated acoss 2021-22
through 2026-27, for California Jobs First, which is jointly managed by the Governor’s
Office of Economic Development and the Labor and Workforce Development Agency.
The Budget includes $18.2 million one-time Apprenticeship Training Contribution Fund in
2026-27, $18.1 million one-time in 2027-28, and $17.8 million one-time in 2028-29 and
2029-30 for DIR for grants to approved apprenticeship programs in construction and
related trades. The Budget also includes $8.9 million for the Labor and Workforce
Development Fund for DIR to continue enhancements to the Public Works Information
Technology System.

College Corps Creation And Expansion

CaliforniansForAll College Corps was created in partnership with the UC, CSU, CCC and
private, non-profit California university systems to support debt-free college pathways for
low-income students. The 2021 Budget Act included $146.3 million one-time ($127.5
million Coronavirus State Fiscal Recovery Funds and $18.8 million General Fund) to pilot
the program, which supported two cohorts of 3,250 students in 2022-23 and 2023-24.
Subsequent budgets expanded the program, providing overall funding of $78.1 million
General Fund in 2024-25, $68.1 million in 2025-26, and $83.6 million in 2026-27 and
ongoing.

Transportation

The Motor Vehicle Account (MVA) is the main operating fund for the CHP and the DMV,
providing $3.1 billion and $1.5 billion in 2026-27, respectively. It also funds the California
Air Resources Board’s (CARB) Mobile Source Program and provides smaller amounts of
funding for a myriad of other departments. The Budget currently projects that the MVA
will be insolvent as soon as 2028-29. The State estimates a decrease in gasoline
consumption, with consistent declines each year thereafter. The proposed Budget
allocates a continuation of funds to further study sustainable revenue source frameworks,
such as the road use charge, to replace taxes collected from gasoline.

In response to the passage of AB 30 (Alvarez), the Budget includes $2.3 million for the
California Air Resources Board to evaluate, develop, and implement the appropriate
regulatory changes necessary to authorize a higher blend of ethanol fuel (E15), which
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can create cost savings up to 20 cents per gallon and emissions benefits compared to
standard E10 fuel.

The Budget maintains the entirety of the one-time transportation investments included in
the 2025 Budget Act, totaling $14.6 billion, which includes:

e $7.6 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 transit
operations.

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.

e $1.1 billion for Active Transportation Program projects and climate adaptation
projects.

e $410 million for the Zero Emission Transit Capital Program.
Cannabis

The Budget includes $7.3 million ($5.6 million Cannabis Control Fund and $1.7 million
Cannabis Tax Fund) in 2026-27 and $5 million ($4.1 million Cannabis Control Fund and
$852,000 Cannabis Tax Fund) in 2027-28 and ongoing to integrate hemp into the
cannabis regulatory framework, as required by Chapter 248, Statutes of 2025 (AB 8).
Additionally, $3.3 million ($2.8 million Cannabis Tax Fund and $500,000 Cigarette and
Tobacco Products Compliance Fund) in 2026-27, and $2.6 million Cannabis Tax Fund
and $700,000 Cigarette and Tobacco Compliance Fund ongoing, is proposed for
Department of Tax and Fee Administration to support AB 8 enforcement activities.
Additionally, the Budget proposes to use $7.2 million from Cannabis Control Fund to
begin the consolidation of two cannabis systems into one single system to improve data
collection and streamline services for cannabis consumers and licensees.

The Budget estimates $403.9 million will be available for Allocation 3 programs as defined
under Proposition 64 in 2026-27 including:

e Education, Prevention, and Treatment of Youth Substance Use Disorders and
School Retention—60 percent ($242.3 million)

e Clean-up, Remediation, and Enforcement of Environmental Impacts Created by
llegal Cannabis Cultivation—20 percent ($80.8 million)

e Public Safety-related Activities—20 percent ($80.8 million)
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Next Steps

Over the coming months, the Governor’s proposed FY 27 Budget will be reviewed in detail
by the Legislature and other stakeholders. In May, the Governor will release a revised
budget based on stakeholder input and updated revenue forecasts. City staff will continue
to monitor developments in the proposed Budget that could impact City priorities and will
provide an updated memorandum following the release of the Governor's May Revise. If
you have any questions, please contact Sarah Patterson Manager of Strategic
Partnerships and Government Affairs at, (562) 570-6584 or
Sarah.Patterson@longbeach.gov

CC: DAWN McINTOSH, CITY ATTORNEY
DoucLAs P. HAUBERT, CITY PROSECUTOR
LAURA L. Doubp, CiTY AUDITOR
APRIL WALKER, ASSISTANT CITY MANAGER
TERESA CHANDLER, DEPUTY CITY MANAGER
MEREDITH REYNOLDS, DEPUTY CITY MANAGER
GRACE YOON, DEPUTY CITY MANAGER
TYLER BONANNO-CURLEY, DEPUTY CITY MANAGER
KEVIN LEE, CHIEF PuBLIC AFFAIRS OFFICER
MONIQUE DE LA GARZA, CITY CLERK
DEPARTMENT HEADS
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