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Proposition 1C 

 

I. Executive Summary 

 
During the May 19, 2009 statewide Special Election, California voters will decide the fate of six 
ballot propositions.  Proposition 1C, like the other five ballot measures, is a response to the 
current and widespread economic crisis. 
 
Proposition 1C, the Lottery Modernization Act, seeks to amend the California Constitution and 
revise the Government Code relevant to the state lottery.  In essence, there are two main 
rationales for its passage: (1) borrowing money from future lottery profits would help the state 
balance the 2009-2010 budget; and (2) modernizing the lottery could potentially increase future 
lottery revenue.  There are strong arguments both for and against its passage.   
 
Borrowing money from future profits certainly has disadvantages, but it would allow the state to 
cover part of its $42 billion deficit.  Additionally, modernization could help counteract dwindling 
lottery ticket sales.1 
 
Currently balanced, the 2009-2010 budget assumes voter approval of all six propositions.  If 
voters do not approve any of the six initiatives, the budget would no longer be balanced; tax 
increases or spending cuts could result from further budget negotiations.2  Proposition 1C’s 
failure alone would account for a $5 billion budget shortfall.  
 
II. The Law 

 
A. History of the California State Lottery 

 
Proposition 37 established the California State Lottery on November 6, 1984 with 57.9 percent 
of the vote.3  At the time, seventeen states and the District of Columbia operated lotteries.4  
Proposition 37 (and seven other state lotteries) aimed to provide extra public education funding.5  
 

B. Existing Law 

 
Proposition 37 created the California State Lottery Commission to oversee the operations.6  The 
Commission has broad power: for instance, it “determine[s] the types of lotteries to be held, the 
frequency of lottery drawings, the price of lottery tickets, the number and amount of lottery 
prizes, and the locations where lottery tickets may be sold.”7  Additionally, Proposition 37 
specifically allocates the proceeds of lottery sales: 50 percent of the proceeds as lottery prizes; 16 

                                                
1 Legislative Analyst’s Office, Recent Proposals Concerning the California Lottery, http://www.lao.ca.gov/ 

handouts/state_admin/2008/Lottery_3_11_08.pdf (accessed on Apr. 5, 2009) (for example, “adjusted for inflation, 

2006-07 lottery distributions were about the same as they were in 1997-98 and less than they were in 1985-86”).  
2 Anon., What if voters reject the May 19 props?, Capital Wkly (Mar. 12, 2009). 
3 University of California Hastings College of Law Library, California Ballot Propositions Database, 

http://library.uchastings.edu/cgi-bin/starfinder/5838/calprop.txt (accessed on Apr. 5, 2009) [hereinafter Propositions 
Database]. 
4 Id.   
5 J.R. Sirkin, Lotteries: ÔMega-BucksÕ Promise Is Disputed, Educ. Week (Sept. 18, 1985). 
6 Cal. Govt. Code Ann. § 8880.15 (Lexis 2008). 
7 Propositions Database, supra.   



Proposition 1C 

 

percent on administration expenditures (wages, overhead, etc.); and 34 percent for public 
education.8  Though subject to oversight, lottery funds are not appropriated in the state’s annual 
budget.9  Currently, lottery funds cannot be borrowed from or used to balance the state budget.10   
 

C. Proposed Changes to the Law 

 
Proposition 1C is the byproduct of the 2009-2010 state budget compromise.  It originated from 
Legislature’s Assembly Bill 12 which passed by a 70-8 vote in the Assembly and 30-8 in the 
Senate.11 
 
Proposition 1C significantly changes Proposition 37.  It affects lottery operations, how profits are 
used and generated, and it allows the state to borrow from future profits.  In summary, the 
following changes are proposed: 
 
Changes in California State Lottery Commission’s Managing Power:  Proposition 1C grants the 
Commission more operational flexibility.  First, the Commission would have the discretionary 
power to set prize payouts above 50 percent.12  Under current law, the Commission is required to 
pay out 50 percent of tickets sales in prizes; according to Lottery Director Joan Borucki, 
increased payouts will generate more players and spending on tickets.13  Second, the 
Commission would have greater flexibility with its operational budget.14  For example, the 
required number of private entity bids needed for competitive bidding on lottery related contracts 
would be reduced.15  Additionally, operating expenses would be reduced from 16 percent to 13 
percent and expenses allotted, but unused, may be carried over to future years.16 
 
Changes in the Use of Lottery Profits for Public Education:  Lottery profits would no longer be 
paid directly to public education.17  Instead, the General Fund would receive all profits.  
However, the General Fund would increase its payments to public education.18  Public education 
payments would be adjusted each year according to student enrollment and cost-of-living.19 
 
State Borrowing From Future Lottery Profits:  The state could receive payments from investors 
by borrowing from future lottery profits; for example, the current budget expects to borrow $5 

                                                
8 Cal. Govt. Code Ann. at §§ 8880.01, 8880.04, 8880.63-8880.65. 
9 Legislative Analyst’s Office, California State Lottery Commission (0850),http://www.lao.ca.gov/analysis_2008/ 

general_govt/gen_anl08007.aspx (accessed Apr. 5, 2009) [hereinafter Commission].   
10 Legislative Analyst’s Office, Proposition 1C Summary, http://www.lao.ca.gov/ballot/2009/1C_05_2009.aspx  

(accessed Apr. 5, 2009) [hereinafter Proposition Summary]. 
11 California Legislature, Bill No. A.B.X.3 12,http://www.leginfo.ca.gov/pub/09-10/bill/asm/ab_0001-0050/ 

abx3_12_bill_20090220_history.html (accessed Apr. 5, 2009) [hereinafter Bill 12].; see also Id. 
12 See Voter’s Information Guide, Text of Proposed Laws, http://www.voterguide.sos.ca.gov/pdf-guide/text-of-

proposed-law.pdf (accessed Apr. 5, 2009) [hereinafter Proposition Text] 
13 Malcolm Maclachlan, Falling Revenues Hit State Lottery, Capitol Wkly (Dec. 2, 2008) [hereinafter Falling 

Revenues].   
14 Proposition Summary, supra. 
15 Proposition Text, supra. 
16 Id.   
17 Proposition Text, supra. 
18 Id. 
19 Id. 
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billion from future profits.20  Specifically, Proposition 1C would allow the state to sell assets to 
investors through a series of bond transactions (“securitization”).21  Investors would pay the state 
lump sum payments in exchange for the asset (future lottery profits paid back to investors, with 
interest, over time).22  Nothing in the proposition would limit the amount the Legislature could 
borrow from future lottery profits.23   
 
Profits Used to Pay Off State Debt:  Funds not borrowed, would be placed in the state Debt 
Retirement Fund (DRF) established in the State Treasury.24  This fund allows the state to repay 
other government bonds and debts incurred by the General Fund.25   
 
Payments to Gambling Treatment Programs:  Currently, the state uses $250,000 in lottery profits 
to pay for “1-800-GAMBLER,” a gambling addiction hotline operated by the Office of Problem 
and Pathological Gambling within the State Department of Alcohol and Drug Programs.26  Under 
Proposition 1C, $1 million would be paid each year to the same office yet it would fund various 
programs addressing gambling addiction, not just “1-800-GAMBLER.”27   
 
LegislatureÕs Power to Amend Lottery Law:  Currently, the Legislature can amend the California 
Government Code sections that are relevant to the lottery with a two-third vote of both houses if 
it “furthers the purposes” of the lottery.28  Under Proposition 1C, the Legislature with a two-
thirds vote can create “new operating rules, games, or devices.”29  Voter approval, however, 
would still be required to change any lottery law relevant to funding public education.30   
 

D. Fiscal Effects of Proposed Changes to Law 

 
Proposition 1C proposes many changes that effect state funds, spending, and short and long-term 
savings.  These effects are summarized as follows: 
 
Effects on State General Fund:  The most significant fiscal effect of Proposition 1C would be on 
the 2009-2010 $40 billion state budget deficit.  If Proposition 1C’s fails, the current balanced 
budget would need to be adjusted.  Adjustments could include increased taxes and/or reduction 
in state programs such as education, police and fire, and other public services.  Alternatively, if 
Proposition 1C passes, and the state borrows from future lottery profits through securitization, 
the state would make payments of $350 million to $450 million per year to investors.31  Such 

                                                
20 Proposition Summary, supra. 
21 Gene Wunderlich, Proposition 1C Summary, Southwest California Legislative Council (SCLC), http:// 

gadblog.srcar.org/2009/03/17/prop-1c-sclc-summary (Mar. 17, 2009) [hereinafter SCLC Summary]; Commission, 
supra.   
22 Id. 
23 Id. 
24 Proposition Text, supra. 
25 Id. 
26 Proposition Summary, supra. 
27 Proposition Text, supra. 
28 Cal. Const. art. IV, § 19(g). 
29 Proposition Summary, supra.   
30 Id. 
31 Id. 
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payments may make it more challenging to balance future budgets.32  As mentioned, funds not 
used to repay investors would be deposited into the DRF.33   
 
Since the General Fund, not lottery revenues, would be obligated to make continuing payments 
to public education, the state budget could be strained for the next twenty to thirty years.34  This 
may require future “revenue increases or spending decreases to cover [the] cost.”35  In the future, 
further strain may result if the state decides to borrow more money from future lottery profits, as 
permitted under Proposition 1C.  However, if the state does not borrow additional money, then 
“profits would flow to the DRF and be available to cover General Fund costs, including the 
required payments to education under this measure.”36 
 
Effects on Lottery Profits:  In California, lottery revenues, per capita, are much less than in other 
state lotteries.  In fact, “compared to the other nine most populous states. . .California’s lottery is 
dead last in per capita sales, per capita advertising, retailer representation and prize payout.”37  
For example, during the 2005-2006 fiscal year, California’s lottery sales per capita were 
approximately one-half of the national average.38  In 2008, many other states set lottery sales 
records.39  Specifically, the California lottery waned 7.4 percent between 2005 and 2007 and 
about 10 percent between 2007 and 2008.40  Proposition 1C is expected to increase lottery 
profits.  It is believed that higher prize payouts would attract more players to the lottery (e.g., the 
“Massachusetts’s State Lottery—one of the leading lotteries in sales per resident—returns over 
70 percent of its funds to players as prizes”).41  In general, states with higher prize payouts 
generate significantly more profits than California.42  It is predicted that Proposition 1C could 
generate hundreds of millions more dollars for the state.43  Of course, increase in profits is 
entirely dependent upon consumer reaction and decisions made by the Commission.44   
 
Effect on Public Education Funding:  The lottery contributes a small percentage to total public 
education funding.  For instance, during the 2005-2006 fiscal year, lottery profits invested in 
education “accounted for just 1.9 percent of total K-12 spending, 3 percent of community college 
spending, and less than 1 percent of spending for each of the CSU and UC systems.”45  As 
mentioned, under Proposition 1C, lottery profits would no longer pay into education.46  

                                                
32 Smart Voter, Proposition 1C, http://www.smartvoter.org/2009/05/19/ca/state/prop/1C/ (accessed on Apr. 5, 2009)  

[hereinafter SmartVoter.org].   
33 Proposition Summary, supra. 
34 Id.   
35 Id.   
36 Id.   
37 Steve Wiegand, Slumping California Lottery Searches for a Winning Hand, Sacramento Bee 12A (Aug. 17, 

2008).   
38 Commission, supra.   
39 Steve Wiegand, Slumping California Lottery Searches for a Winning Hand, Sacramento Bee 12A (Aug. 17, 2008) 

[hereinafter Slumping Lottery].   
40 Commission, supra; Falling Revenues, supra. 
41 Proposition Summary, supra.   
42 Id.   
43 Id.   
44 Id. 
45 Jonathan Kaplan, The California Lottery: A Small and Declining Share of School Funding, California Budget 

Project (Mar. 2007). 
46 Proposition Text, supra.   
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However, since General Fund payments would increase proportional to student enrollment and 
cost-of-living, under Proposition 1C, future payments would be greater than under current law.47   
 
Other Effects:  If lottery ticket sales increased, consumers would spend less on other goods and 
services; thus, possibly counteracting growth in other areas of the market.  Increased gambling 
could also lead to an increase in various social problems, including gambling addiction; this 
could increase the need for funding in related governmental programs and services. 
 
III. Drafting Issues 

 
Proposition 1C may trigger a single-subject challenge.  As required by the California 
Constitution, a proposed ballot initiative “embracing more than one subject may not be submitted 
to the electors or have any effect”— this requirement is referred to as the single-subject rule.48  
The California Supreme Court has interpreted the rule liberally, and has upheld initiatives so 
long as its provisions have a “reasonable and common sense relationship among their various 
components in furtherance of a common purpose.”49   
 
Proposition 1C has at least three distinct effects on current law, which may be problematic with 
respect to the single-subject rule.  The proposition (1) seeks to borrow money from future lottery 
profits to help balance the 2009-10 budget, (2) it stops public education funding from lottery 
profits, and (3) it attempts to improve the lottery’s performance and increase its revenues.  If 
these provisions do not have a reasonable or common sense relationship to one another, it is 
likely that the proposition will violate the single-subject rule.  However, since the California 
judiciary interprets the rule liberally, Proposition 1C would likely survive such a challenge 
because its various components act in furtherance of a common purpose; namely, the 
modernization of the lottery. 
 
IV. Constitutional Issues 

 
There are no apparent conflicts between Proposition 1C and the Federal Constitution or the 
California Constitution. 
 

V. Policy Considerations 

 
A. Proponents’ Arguments 

 
A recurrent argument in favor of Proposition 1C is that, in its failure, the state would be forced to 
cut another $5 billion from the budget or raise taxes.  Proponents argue that such cuts would 
likely affect law enforcement, education, or health care.50  Proponents also point to other states’ 
successes in modernizing lotteries.  They emphasize that under Proposition 1C education funding 

                                                
47 Proposition Summary, supra. 
48 Cal. Const., art. II, § 8 
49 Manduley v. Superior Court, 27 Cal. 4th 537, 575 (2002) (quoting Senate of the State of Cal. v. Jones, 21 Cal. 4th 

1142, 1157 (1999) (original italics) (internal quotations omitted). 
50 Legislative Analyst’s Office, Proposition 1C Arguments and Rebuttals, http://www.voterguide.sos.ca.gov/pdf-

guide/props/prop1c-arguments.pdf (accessed on Apr. 5, 2009) [hereinafter Arguments and Rebuttals] 
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is secure, lottery oversight would be heightened, and to the likely revenues increases from ticket 
sales.51   
 
The Governor describes the lottery as “an asset that is underperforming. . . [that does] not 
perform at 100 percent.”52  According to Michael Jones, former director of the Illinois Lottery, 
“the trouble is the California Lottery has never been run as if it’s a retail business, and as a result, 
it has not done well at all.”53  Modernization, it is argued, would remedy these problems. 
 

B. Opponents’ Arguments 

 
Opponents of Proposition 1C usually point to certain assumptions underlying the initiative.  For 
example, the assumption that increased prize payouts would attract more players is distrusted 
because sales may still plummet due to possible future economic downturns.  The proposition 
assumes that players will play more despite the economy.  If sales continued to drop, however, 
the state would be unable to make payments to investors on the initial $5 billion borrowed from 
future lottery profits.54  Meg Whitman, former president and CEO of eBay and current California 
gubernatorial candidate, has expressed her opposition to Proposition 1C “because it is an ill-
conceived scheme to borrow against future lottery revenues.”55  In business, she maintains, 
“borrowing against future revenues, in essence borrowing against what you make someday, is 
considered reckless [and] the same is true in government.”56   
 
Similarly, opponents argue that Proposition 1C does not account for the strain the bond payments 
would have on future budgets.  Given California’s poor credit rating and economic volatility, 
“those bonds would have to be sold at very unfavorable interest rates, if they can be sold at all.”57   
 
Finally, opponents also point to the broad powers granted to the Commission and Legislature. 
The fear is, quite simply, the expansion of gambling in California.58   
 
VI. Fiscal Support 

 
Two committees have been formed to support the passage of Proposition 1C. The first committee 
is “Budget Reform Now, a Coalition of Taxpayers, Business, Labor, Public Safety and Seniors 
Yes on 1A and 1C.”  There are many contributors to this committee: including for example, 
Chevron Corporation ($500,000); Reed Hastings ($251.491.03); California Teachers 
Association/Issues PAC ($397,542.50); California Alliance For Jobs-Rebuild California 
Committee ($400,000); A. Jerrold Perenchio ($1.5 million); Henry T. Segerstrom Properties 
LLC ($250,000).59   

                                                
51 See SCLC Summary, supra.; see also SmartVoter.org, supra. 
52 Slumping Lottery, supra.   
53 Id.   
54 Arguments and Rebuttals, supra.   
55 Meg Whitman, My View: Props. 1A, 1B and 1C CanÕt Save the State, Sacramento Bee 15A (Mar. 17, 2009).   
56 Id.   
57 California Political Desk, League of Women Voters of California Oppose Propositions 1A, 1C, 1D, and 1E, 

California Chronicle (Apr. 2, 2009). 
58 Arguments and Rebuttals, supra. 
59 Cal-Access, http://cal-access.ss.ca.gov/Campaign/Committees/Detail.aspx?id=1315905&session=2009& 
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The second committee is “Californians For Modernization with Major Funding From 
Technology Supplier GTECH.”  There have been some significant contributions s to this 
committee: including for example, GTECH Corporation ($1 million); California State Council of 
Service Employees Issues Committee ($750,000); Service Employees International Union, Local 
1000 California State Employees Assoication Issues ($300,000). 60  
 
No committee has been formed in opposition to Proposition 1C. 
 

VII. Conclusion 

 

Proposition 1C will have a strong impact on California in its passage or failure.  If passed, the 
state could instantly borrow $5 billion from future lottery profits to help alleviate current fiscal 
strain and bring the state closer to a balanced budget.  In the long term, modernization of the 
lottery may help generate more revenues that in turn could alleviate future fiscal problems. 
 
If Proposition 1C fails, modification of the current budget would be necessary.  Such a 
modification could require more spending cuts and more tax increases.  However, if Proposition 
1C fails, the state in the long-term may be more fiscally sound since the burden of repaying 
investors would be alleviated, education funding would remain the same, and state debt would be 
lessened. 
 
Essentially, the fate of Proposition 1C hangs on how voter’s think the state should rebuild 
economically.  Though modernization of the lottery is the overarching goal of the proposition, 
the main question voters will undoubtedly be eager to answer on Election Day about Proposition 
1C will be: Should the state borrow its way out of the current recession or should it continue to 
cut spending and/or raise taxes?   
 

                                                                                                                                                       
view=late1 (accessed on Apr. 5, 2009). 
60 Cal-Access, http://cal-access.ss.ca.gov/Campaign/Committees/Detail.aspx?id=1315716&session=2009&view 

=late1 (accessed on Apr. 5, 2009). 

 


