
INTRODUCTION 

D espite substantial, ongoing uncertainty created by recent federal policy 
changes, the 2025 Budget Act provides a balanced fiscal plan that maintains 

significant reserves. It reduces the growth in state spending while maintaining support 
for key programs—and it incorporates a comprehensive regulatory streamlining 
package that will advance more affordable housing and infrastructure. 

In January, the 2025-26 Governor’s Budget projected modest but slow economic 
growth with a slight surplus in the budget window. This was followed by continued 
positive signs early in the year, as revenues came in substantially higher than projected, 
reflecting strong performance in California’s economy and the stock market in 2024 
and early 2025. 

The imposition of federal policy changes significantly slowed growth in the California 
economy. Most notably, broad-based tariffs blunted this growth and drove a 
downgrade to California’s economic and revenue forecasts at the 2025-26 May 
Revision. At the same time, California also experienced substantial cost and caseload 
growth in several core state programs—most notably, in Medi-Cal—which combined to 
create a General Fund shortfall of $11.8 billion. 

The Budget closes this gap through a range of solutions—including difficult but 
necessary actions that reduce ongoing expenditure growth to maintain budget 
resilience and provide long-term stability for critical state programs. At the same time, 
the Budget maintains critical funding for multiple initiatives that continue to improve the 
lives of millions of Californians. 
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Because the Budget was approved in late June, it does not reflect the impact of the 
substantial cuts in federal spending included in the federal omnibus tax and spending 
bill signed in early July (otherwise known as “reconciliation”). The Administration 
continues to evaluate the impacts of this measure and will work with the Legislature if 
any changes to the Budget are necessary. 

SOLUTIONS 
The Budget solves an $11.8 billion General Fund deficit for 2025-26 through the following 
categories of solutions. Similar to the 2025-26 May Revision, these solutions include a 
significant number of reductions to ongoing programs that will provide even greater 
fiscal stability in future years. 

• Reductions—$2.8 billion in total solutions in 2025-26—growing to $11.9 billion by 
2028-29. 

◦ Enrollment Freeze for Full-Scope Medi-Cal Expansion for Undocumented Adults, 
Adults 19 and Older—$77.9 million in 2025-26, growing to $3.3 billion in 2028-29. 

◦ Medi-Cal Premiums, Adults Ages 19-59 with Unsatisfactory Immigration Status— 
Implementation cost of $30 million in 2026-27, growing to savings of $675 million in 
2028-29. 

◦ Medi-Cal Asset Test Limits—$61.3 million in 2025-26, growing to $827.4 million in 
2028-29, inclusive of In-Home Supportive Services (IHSS) impacts. 

◦ Elimination of Dental Benefits, Adults 19 and Older with Unsatisfactory Immigration 
Status—$308 million in 2026-27, growing to $336 million in 2027-28. 

◦ Prospective Payment System Payments to Federally Qualified Health Centers and 
Rural Health Clinics—$1.0 billion in 2026-27, growing to $1.1 billion in 2027-28. 

◦ Eliminate Specialty Drug Coverage for Weight Loss—$85 million in 2025-26, 
growing to $790 million in 2028-29. 

◦ Pharmacy Drug Rebates—$370 million in 2025-26, growing to $600 million in 
2027-28. 

◦ Require Provider Mandates for Quality Incentive Payment Program Eligibility— 
$221.7 million ongoing beginning in 2026-27. 
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• Revenue/Borrowing—$7.8 billion in total solutions in 2025-26. 

◦ Proposition 35 Support for Medi-Cal Rate Increases—$1.3 billion in 2025-26 and 
$263.7 million in 2026-27. 

◦ Medical Providers Interim Payment Fund Loan—$4.4 billion across the budget 
window, of which $1 billion is for a new loan in 2025-26. 

◦ Unfair Competition Law Fund Loan—$150 million in 2025-26. 

◦ Labor and Workforce Development Fund Loan—$400 million in 2025-26. 

◦ Additional special fund and internal borrowing—$1.5 billion. 

• Fund Shifts—$1.2 billion total solutions in 2025-26. 

◦ Greenhouse Gas Reduction Fund for Department of Forestry and Fire 
Protection (CAL FIRE) Operations—$1.0 billion in 2025-26, $1.3 billion in 2026-27, 
and $500 million in 2027-28 and in 2028-29. 

In addition to these solution categories, the Budget makes two future commitments 
(subject to appropriation) totaling $456.1 million in 2027-28: 

• California Food Assistance Program Expansion—$117.2 million in 2027-28, growing to 
$163.2 million in 2028-29. 

• Foster Care Tiered Rate Structure Trigger—$338.9 million in 2027-28, growing to 
$522.1 million in 2028-29. 

RESERVES 
To provide a balanced budget over two fiscal years, the 2024 Budget Act authorized 
withdrawals from the Budget Stabilization Account (BSA) of $5.1 billion in 2024-25 and 
$7.1 billion in 2025-26. Spreading the allowable withdrawal for 2024-25 over two years 
instead of one 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 Budget continues the scheduled $7.1 billion BSA withdrawal in 2025-26—while at the 
same time maintaining a combined reserve balance of $15.7 billion in 2025-26, 
including $11.2 billion in the BSA and an additional $4.5 billion in the state’s discretionary 
reserve account (the Special Fund for Economic Uncertainties). 
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HOUSING AND INFRASTRUCTURE 

Building on recent progress, the Budget includes a series of statutory changes to 
significantly address the state’s housing affordability challenges and facilitate and 
streamline housing and infrastructure production. The statutory changes (see additional 
detail in the Housing and Homelessness Chapter) will: 

• Establish a statewide Vehicle Miles Traveled (VMT) mitigation bank to give 
developers a flexible option for meeting California Environmental Quality 
Act (CEQA) obligations. Under this program, developers can contribute funds to 
support affordable housing and infrastructure in location-efficient areas—such as 
those near transit, services, and amenities. This approach streamlines the use of an 
already established form of CEQA VMT mitigation by providing a flexible and 
efficient pathway for developers to meet their existing environmental obligations. 

• Accelerate housing permitting in coastal areas by requiring the California Coastal 
Commission, when acting as a responsible agency under the Permit Streamlining 
Act, to meet the same permitting deadlines as other agencies. 

• Establish new CEQA streamlining tools to accelerate the delivery of infill housing and 
critical infrastructure projects—such as high-speed rail facilities, utilities, broadband, 
community-serving facilities, wildfire prevention, and farmworker housing. 

• Expand CEQA judicial streamlining for large housing developments exceeding 
$100 million in value—an expansion of a process currently available only to smaller 
projects. 

• Impose a six-year suspension on new residential building standards at both the state 
and local levels—through 2031—with limited exceptions, to help stabilize 
construction costs and provide regulatory certainty. 

• Strengthen oversight of homeless shelters by requiring local jurisdictions to conduct 
annual inspections and enhancing enforcement of existing health and safety 
standards, and providing the Department of Housing and Community 
Development (HCD) enforcement authority over local non-compliance. 

• Leverage existing equity from projects financed by HCD, giving developers the 
ability to access and reinvest those funds into the preservation, rehabilitation, or 
development of additional affordable housing. 

In addition to these statutory changes, the Budget contains significant one-time 
investments, including $500 million for the Low-Income Housing Tax Credit and 
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$500 million in 2026-27 for the Homelessness Housing, Assistance, and Prevention 
Program. 

CONTINUING PRIORITIES 
The Budget includes continued investments in the following programs: 

• Universal Transitional Kindergarten—$2.1 billion ongoing Proposition 98 General Fund 
(inclusive of all prior years’ investments) to support the full implementation of 
universal Transitional Kindergarten (TK), so that all children who turn four years old by 
September 1 can enroll in TK in the 2025-26 school year. 

• Before, After, and Summer School Programs—$515 million ongoing Proposition 98 
General Fund for the full implementation of the Expanded Learning Opportunities 
Program. 

• Learning Recovery Emergency Block Grant—$378.6 million one-time Proposition 98 
General Fund to support the Learning Recovery Emergency Block Grant, which 
supports school districts in establishing learning recovery initiatives through the 
2027-28 school year. 

• Universal School Meals Support Grant—$145 million one-time Proposition 98 General 
Fund for specialized kitchen equipment, infrastructure, and training. 

• Encampment Resolution Grants—Continued $100 million General Fund for 
Encampment Resolution Fund grants in 2025-26 as committed to in the 2024 Budget 
Act. 

• Los Angeles Fire Recovery—Continued authority to spend from the previously 
approved $2.5 billion to support ongoing recovery efforts in Los Angeles. 

• City of Fresno Infrastructure—Accelerates $100 million to support infrastructure in the 
City of Fresno by one year from 2026-27 to 2025-26. 

• Growth in CAL FIRE Personnel—Continues the multiyear implementation of the 66-hr 
workweek with the addition of 564 new CAL FIRE positions as well as $39 million 
General Fund in 2025-26 and $78 million General Fund in 2026-27 and ongoing to 
begin transitioning a portion of Firefighter I positions within CAL FIRE to a permanent 
firefighter employment classification. 
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