Social Safety Net CALIFORNIA'S

THE SOCIAL SAFETY NET ASSISTS MILLIONS OF CALIFORNIANS

The social safety net is designed to help Californians in times of need. Assistance takes a number of forms, including cash grants,
nutrition support, and tax credits. The largest programs help millions of Californians each year—for example, in 2012 an average
of 1.33 million state residents received monthly support from CalWORKSs, California’s cash assistance program for families with
children, and an average of 4.15 million Californians obtained a monthly benefit from CalFresh, or food stamps. Still, many eligible
families do not make use of these benefits, and research shows that relatively few rely on such programs for long periods of time.

A number of social safety net programs—CalWORKSs and CalFresh among them—are designed to expand when economic times
are difficult and more families are in need. And yet, state budget pressures are also greatest when demand for the safety net is
high. During the recent recession and its aftermath, household earnings dropped every year for those close to the bottom of the
economic spectrum. In the same time period, state spending for the Department of Social Services, which oversees CalWORKSs
and CalFresh, was down 5 percent, or $423 million. Overall, the share of state funds devoted to social services dropped from
6.2 percent to 4.7 percent between fiscal years 2007-08 and 2013-14.

How do Californians view these cuts? Opinion is mixed. According to the May 2012 PPIC Statewide Survey, 65 percent opposed
Governor Brown’s proposed spending cuts to Medi-Cal, welfare, child care, and other social service programs. But just a few
months later, 55 percent said they preferred to pay down state debt rather than restoring some funding for social service programs
cut in recent years (PPIC Statewide Survey, January 2013).

LOWEST EARNING HOUSEHOLDS SAW MULTIYEAR DECLINES IN EARNINGS
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THE SOCIAL SAFETY NET RELIES ON ALL LEVELS

Major programs provide cash grants (CalWORKs and General Assistance), tax credits (the Earned Income Tax Credit and the
Child Tax Credit), nutrition support (CalFresh, school meals, and the Special Supplemental Nutrition Assistance Program for
Women, Infants, and Children), and housing assistance (Section 8). These programs have different eligibility requirements, funding
mechanisms, and oversight structures.

¢ Federal funds are essential to California’s safety net.
Funding and oversight vary tremendously across programs. Nearly all have some federal involvement, and often benefits are
entirely underwritten by the federal government—for example, tax credits for working families. The CalFresh program is mainly
federally funded, and the funding is not capped—in fact, a temporary grant increase was part of President Obama’s recession
stimulus plan. In contrast, federal money for CalWORKs comes in a fixed amount and only funds about half of total program
costs. However, the state has broad latitude in determining how these dollars will be spent.

e The state and counties play several key roles.
The state’s responsibilities include sharing administrative costs, providing program oversight, and shaping program rules within
the latitude allowed by federal law. State legislators have chosen to extend benefits to certain legal immigrants who are ineligible
for federally supported CalWORKs and CalFresh benefits; the state also augments school meal payments by a small amount.
At the same time, counties underwrite benefits for General Assistance and for a portion of CalWORKSs, and they share some
administrative costs.

e County administrative tasks are central—and vulnerable.
Counties enroll applicants and provide ongoing case management for both CalWORKSs and CalFresh—and county funding and
workforce constraints can lead to bottlenecks when applications rise sharply, as they did during the recession. For example,
applications for CalFresh were 42 percent higher in 2008-09, during the height of the recession, than in 2006-07, stretching
county capacity to handle the increased demand.

PROGRAMS USE A MIX OF FEDERAL, STATE, AND COUNTY FUNDS

Expenditures on benefits (billions)
Recipients
Program (millions) Federal ($) State ($) County ($)
7.48

CalFresh 4.15 0.22 -
Earned Income Tax Credit (EITC) 3.27 7.25 - -
(filers) '

. ) 2.91
Child Tax Credit (CTC) (filers) 4.14 - -
School breakfast and lunch
(free and reduced price) 2.27 1.88 0.16 -
CalWORKs 1.33 1.61 0.48 1.17
Supplemental Security Income 1.28 8.31 0.92 -

) ) . 0.48

Section 8 housing subsidies (housing units) 3.60 - -
General Assistance 0.15 - - 0.40

SOURCES: California Dept. of Education; California Dept. of Social Services; Center on Budget and Policy Priorities; Food and Nutrition Service, USDA;
Internal Revenue Service; Office of Management and Budget.

NOTES: Statistics for fiscal year 2012—13; EITC and CTC statistics for tax year 2011. Average recipients and total expenditures shown.
CTC expenditures for refundable portion of credit shown. County CalWORKs expenditures include the Special Fund amount provided to counties by the state.
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FEDERAL HEALTH CARE REFORM COULD IMPACT SOCIAL SAFETY NET PROGRAMS

The federal Affordable Care Act (ACA) expands health insurance both by providing a means for individuals to buy affordable
coverage—and for some, subsidizing this coverage—and by extending eligibility for Medi-Cal to all low-income working age adults.
This new coverage began in January 2014.

¢ The Medi-Cal expansion could have far-reaching effects.
An estimated 1.4 million Californians are expected to be newly eligible for Medi-Cal. This expansion is expected to draw a new
group of Californians to the county departments that also operate social safety net programs—with the potential to increase
take-up of some programs.

e Enroliment in CalFresh is the likely consequence.
The recent, large increases in CalFresh enrollment—from about 2 million recipients in fiscal year 2007-08 to 4.15 million recipients
in fiscal year 2012—-13—are likely to moderate in the near term as the economy improves. However, California’s participation rate
continues to be low relative to other states. The state will continue to seek to improve enroliment among those eligible for Cal-
Fresh—and ACA implementation could spur this effort.

THE OUTLOOK IS IMPROVING BOTH FOR FAMILIES AND THE STATE BUDGET

e The demand for the safety net is decreasing.
Safety net programs tend to shrink when the economy picks up—and today, California’s unemployment rate is on the decline,
after four years of remaining above 10 percent. The CalWORKSs caseload began to decline in 2011—partly because of cutbacks
that restricted eligibility—and the rate of increase in CalFresh has slowed. In both CalWORKSs and CalFresh, new applications
were down more than 10 percent between mid-2012 and mid-2013.

e The 2013-14 state budget held safety net funding steady.
Overall state spending grew by just 2 percent between the 2012-13 and 2013-14 budgets. Lawmakers held funding steady for
CalWORKSs and did not restore cuts made to family grants in the last several years. The 2012-13 budget did restore funding for
work services and supports for CalWORKSs parents to help them find and keep employment.

LOOKING AHEAD

ACA implementation. California’s commitment to expanding health insurance coverage may change the dynamic of enroliment
in CalFresh and could also have implications for CalWORKs. Both programs share overlapping populations with those eligible for
Medi-Cal.

Program coordination. As the ACA rollout continues, policymakers will need to manage the dynamics of enrollment and eligibility
for multiple programs—and sophisticated information management systems will be critical to these efforts. California has several
initiatives to update existing data systems and is creating a new system to support the new Covered California health insurance web
portal. Increasing coordination across systems will continue to be an important policy goal.

Job support. Employment, or a recent history of employment, has long been on the rise among families making use of the largest
safety net programs. This is partly by design—tax credits and CalWORKSs either require or encourage work. The importance of
thinking through how to support employment both when jobs are plentiful and when they are scarce was made clear during the
recent recession.

Immigration reform. California is home to a substantial number of citizen children whose access to the safety net is restricted
because of their parents’ immigration status. Reaching this group of low-income children could become less challenging if the U.S.
Congress enacts comprehensive immigration reform. Unauthorized immigrant parents could become eligible for CalWORKSs work
services, along with somewhat higher CalWORKSs and CalFresh benefit amounts. They would also likely gain Social Security
numbers, enabling those who file a tax return to claim the Earned Income Tax Credit.
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CALIFORNIA FACES GROWING WATER MANAGEMENT CHALLENGES

Water management in California has always been difficult. The state’s variable climate is marked by long droughts and severe
floods, with stark regional differences in water availability and demand. A vast network of storage and conveyance facilities delivers
water from the wetter parts of the state to population and farming centers in the Bay Area, Southern California, and the San Joaquin
Valley. This network is now threatened by the physical and biological fragility of the Sacramento—San Joaquin Delta, hub of the
state’s water system.

Other challenges are on the horizon: Although per capita water use is decreasing, population growth is likely to increase urban
water demand in some regions. At the same time, conflicts are growing between human water use and water needed to support
fish and other wildlife. In addition, California faces serious and growing threats to life and property from flooding.

Climate change will play an important, if uncertain, role. California’s natural variability is likely to increase, accentuating droughts and
floods. Rising air temperatures are expected to significantly reduce the Sierra Nevada snowpack, affecting water storage as well

as winter and spring flood flows. Higher water temperatures may make it harder to maintain aquatic habitats for native fish species.
Over time, all of these challenges are likely to intensify. Potential solutions will involve difficult and sometimes costly trade-offs, as
well as inconvenient legal and political changes.

RISING TEMPERATURES WILL DIMINISH THE SIERRA NEVADA SNOWPACK
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SOURCE: N. Knowles and D. R. Cayan, “Potential Effects of Global Warming on the Sacramento/San Joaquin Watershed and the San Francisco Estuary,”
Geophysical Research Letters 29, no. 18 (2002).

NOTES: SWE is snow water equivalent. These scenarios are based on projected temperature increases: 0.6°C (2020-2039), 1.6°C (2050-2069),
and 2.1°C (2080-2099), expressed as a percentage of estimated present conditions (1995-2005). These are modest increases relative to some model
projections. With higher temperature increases, the snowpack would be commensurately smaller.




CALIFORNIA’S BIGGEST WATER CHALLENGE: INSTABILITY IN THE DELTA

As the fragile hub of California’s water supply, the Delta now poses serious risks to the economies of the Bay Area, Southern

California, and the San Joaquin Valley. Sea level rise and earthquakes threaten the weak Delta levees. The collapse of native fish

species has led to cutbacks in pumping from the southern Delta. The Delta’s physical deterioration will not be delayed by political

indecision: the state faces inevitable, fundamental change in this region.

Moving water beneath the Delta could reduce both ecosystem and economic risks.

The current system relies on pulling water directly through Delta channels to the pumps. A new management plan, known as
the Bay Delta Conservation Plan, is now being formulated by local, state, and federal water agencies. They are considering

the construction of two tunnels to tap some water upstream on the Sacramento River and move it underneath the Delta to the
pumps. This change could be good for the environment: fewer native fish would be trapped in the pumps and it would be easier
to restore more natural flows within the Delta. The state’s economy could also benefit from improved water quality and water
supply reliability.

Governance and finance solutions are needed and so is attention to the Delta economy.

To ensure that the tunnels are managed for environmental benefits, the project should include performance-based limits on
water diversions from the Delta. Water users have said they will pay for the new conveyance infrastructure, but the plan assumes
state and federal taxpayers will pay for large ecosystem investments. Although this is appropriate, given the broad public respon-
sibility for water and land management practices that have contributed to the Delta’s ecosystem decline, it will be challenging to
raise these funds. Funds will also be needed to support the Delta economy, because many of the region’s islands are at high risk
of inundation.

CALIFORNIA HAS MANY TOOLS TO COPE WITH WATER SCARCITY

There has been little expansion of the state’s major water infrastructure since the early 1970s, but California’s economy has still
prospered. From 1967 to 2005, per capita water use declined by half, real per capita state GDP doubled, and the economic value of
each unit of water increased four-fold. These trends—which were temporarily slowed by the recent recession—reflect the increased

efficiency of water use in all sectors as well as a decline in the relative importance of agriculture, which accounts for more than

three-quarters of water use but only 1 to 2 percent of state GDP.

California is fortunate to have many options for meeting new demands.

Expanding traditional supply sources—particularly surface reservoirs and native groundwater supplies—is more difficult today
than in the past. But there is considerable scope for cost-effective expansion of nontraditional supplies, such as recycled waste-
water, and for improving water use efficiency. Water marketing—the sale or leasing of water—plays an important role in increasing
efficiency; it allows water to be transferred to growing urban areas and from lower- to higher-value farming. It also creates broad
incentives to conserve.

Much progress has been made since the drought of the early 1990s.

Water markets have been effective in supplying water to cities and high-value agriculture during droughts and for long-term
growth. Urban water use efficiency has risen in most areas thanks to new plumbing codes, better technology, and better pricing
incentives. Regional cooperation is helping local utilities cope with supply emergencies.

Underground storage still has great untapped potential.

Where space is available in aquifers, storing water underground can be a cost-effective way to save it for dry years. This
“groundwater banking” will become increasingly important as the snowpack declines. The current lack of state regulation makes
success dependent on agreements among local parties. Groundwater banking provided significant relief during the drought in
the late 2000s, but much more could be done, particularly in the Central Valley.
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e Surface storage expansion has been very contentious.
Increased surface storage could make up for some loss of storage in the snowpack and could also provide more flexibility in
managing floodwaters and environmental flows. However, new storage has not been proven to provide large new supplies of
water, and it will be less valuable if climate change reduces overall precipitation. Large financial and environmental costs also
raise concerns. Public opinion appears split: 49 percent of all adults feel that California should focus on improving water use
efficiency, while 45 percent prefer building new storage (PPIC Statewide Survey, September 2013).

THE ECONOMIC EFFICIENCY OF WATER USE CONTINUES TO RISE
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SOURCE: Ellen Hanak et al., Water and the California Economy (PPIC, 2012), updated to 2010 with data from the Department of Water Resources,
the Department of Finance, and the U.S. Bureau of Economic Analysis.

NOTE: State GDP (gross domestic product) is adjusted for inflation. Water use estimates are for applied use in the agricultural and urban sectors.

CALIFORNIA HAS ONLY JUST BEGUN TO ADDRESS EXTREME FLOOD RISKS

Sacramento has the highest flood risk of any major U.S. city, and many other areas in the Central Valley and the Bay Area are at ex-
treme risk of flooding. These risks are expected to grow with climate change. Although the state has recently increased investments
in flood control infrastructure, more work is needed to keep new development out of harm’s way.

¢ Flood management faces major funding challenges.
This sector has traditionally relied on large (65%) federal cost shares for new investments, but federal contributions have been
lagging and are likely to decline in the future. State investments in flood prevention increased considerably after Hurricane
Katrina, thanks to voter approval of $5 billion in state general obligation bonds. However, the remaining funds fall far short of
estimated needs ($13 to $17 billion in the Central Valley alone).

e Local governments have few incentives to limit flood risk exposure.
A 2003 court decision made the state liable for damage from failure of many Central Valley levees, even those maintained by
local agencies. A legislative package passed in 2007 requires that locals make land-use decisions that will reduce flood risk to
new homes in the Central Valley, but it is unclear whether climate change—expected to increase flood risk—will be taken into
account in these decisions.

¢ Residents also have few incentives to limit flood risk exposure.
As long as buildings are located behind levees deemed to provide protection against a “100-year flood,” there is no require-
ment to disclose flood risks to residents at the time of sale, even though many areas would face serious flooding if levees were
breached. Within the Central Valley, the state recently began to send annual flood risk notices to landowners in these zones—
a positive step. Few Californians hold flood insurance, which is required only in areas with extreme flood risk.
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CALIFORNIA MUST IMPROVE MANAGEMENT OF AQUATIC ECOSYSTEMS

The demand for environmental water, healthy watersheds, and clean beaches has been increasing and is likely to grow. However,
the state faces major challenges in meeting some environmental goals.

¢ Native fish species are in decline.
Populations of native fish species—an important indicator of overall ecosystem health—are declining across the state, despite
several decades of well-intentioned efforts and expense. These declines heighten conflicts with other water management goals
because they lead to increasingly tight and costly restrictions on water supply, wastewater, and flood protection projects.

CALIFORNIA'S NATIVE FISHES ARE IN TROUBLE
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SOURCE: P. B. Moyle, J. Katz, and R. M. Quinones, “Rapid Decline of California’s Native Inland Fishes: A Status Assessment,”
Biological Conservation 144: 2414-23 (2011).

NOTES: “Extinct” = extirpated from California; “listed” = threatened or endangered under state or federal Endangered Species Acts;
“special concern” = in decline and could qualify for listing in the future; “reasonably secure” = widespread and abundant according
to current knowledge. N = number of known species.

e Ecosystem-based approaches can help.
At present, environmental management is often “siloed,” with each agency and each project addressing particular issues in
particular locations—water quality, wetlands, flows, habitat—and no integrated vision of how to contribute to overall improvement
of ecological conditions. Coordinated approaches that seek to improve environmental performance for entire watersheds would
be much more effective in protecting native species and would enable California to allocate its dollars (and environmental water)
more wisely.

CALIFORNIANS MUST DECIDE HOW TO FILL FUNDING GAPS

Although Californians pay for most water system expenditures through their monthly water and wastewater bills, the state has been
relying more heavily on state general obligation bonds (funded by tax dollars) over the past decade.

e State bonds have provided valuable support ...
These bonds have helped local water agencies fund some innovative projects, such as water recycling and groundwater banking,
and they have been essential for flood protection and ecosystem management, which do not have adequate alternative funding
sources.
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e ... but public appetite for more bonds may be waning.
Existing bonds are nearly depleted, and concerns about weak voter support have led the legislature to twice delay putting a
new $11 billion bond on the ballot (originally scheduled for November 2010, now delayed until November 2014). Even a smaller
bond—such as the $6.5 billion measure now being considered by the legislature as a replacement for the larger one—would
probably face an uphill battle; in recent polling, only 50 percent of likely voters said they would approve a bond of this amount
(PPIC Statewide Survey, September 2013). When investments lead to true public benefits, such as ecosystem restoration, relying
on tax dollars makes sense. But these investments also take general revenue funds away from education and other state budget
priorities.

e Will the public get behind more locally based funding?
Given these tradeoffs, California may need to rely more heavily on the “user pays” principle to fund ecosystem programs (through
higher monthly water bills and property assessments). Gaining public backing for more ecosystem funding may prove challenging:
61 percent of Californians say they support increasing state spending to improve conditions for native fish, but support falls to
39 percent if it means an increase in residents’ water bills (PPIC Statewide Survey, December 2012). Increasing local contributions
is also likely necessary for flood protection, but this requires making a case to local voters.

THE 2000S SAW UNPRECEDENTED GROWTH IN STATE WATER BONDS
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SOURCE: Ellen Hanak et al., Water and the California Economy (PPIC, 2012).

NOTES: Values are converted to 2010 dollars using the construction cost index from the Engineering News-Record. Past bonds have supported water supply,
water quality, flood infrastructure, and ecosystem and open space improvements. In 1960, voters approved a $1.75 billion bond ($18.7 billion in 2010 dollars)
for the construction of the State Water Project, but this bond has been paid for by water users, not general fund tax dollars.

LOOKING AHEAD

Callifornia has the tools to help secure a safe and reliable water supply, improve conditions for aquatic species, and reduce flood
risks. In recent years, water managers have made significant progress toward these goals. But the challenges are increasing with
population growth and climate change. Increased momentum toward policy reform—coupled with new investments—is essential
to the state’s future. Some changes will be politically difficult. The following issues require sustained attention.

The Delta. The proposed new tunnels have the potential to safeguard the Delta’s environment while maintaining water supply
reliability. But this solution requires solid policies on governance, finance, and mitigation for Delta landowners and residents, and
a well-organized and well-funded science program to adapt and refine ecosystem management under changing conditions.
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Ecosystem protection. Beyond the Delta, a more comprehensive, coordinated, and proactive approach is needed to support
California’s aquatic ecosystems and the species that depend on them.

Water efficiency. Better pricing policies—such as tiered water rates with higher prices for greater use—can heighten incentives
to conserve while allowing local water suppliers to balance their budgets.

Groundwater management. Better basin management is a prerequisite to realizing the significant potential of groundwater
banking. Many groundwater basins have effective local management protocols, especially in Southern California and Santa Clara
County. But improvement is needed elsewhere.

Flood risk exposure. To reduce risks to new development, floodplain mapping should account for climate change and increasing
flood risks. To boost homeowner awareness, the risks of living behind levees should be disclosed statewide, building on the new
policy in the Central Valley, and flood insurance requirements should perhaps be strengthened.

Funding. The state will need to find ways to pay for rising water infrastructure costs and for critical improvements in aquatic habitat.
Even if voters ultimately approve new state bond funding, local funding by ratepayers (and property owners in flood zones) will need
to increase.

Climate change. Higher water temperatures and sea level rise will alter aquatic habitat in significant but largely unexplored ways.
Environmental laws will require that water users respond to these changes with potentially costly management actions (e.g., altering
reservoir operations). Anticipating the likely changes would allow the design of more cost-effective responses.
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