
This afternoon the Governor presented his May Revise – 2020-21 budget - $203.3 billion with a general fund of $133.9 billion, it reflects a total budget reduction of 5.4%, which is a 22.3% revenue drop. The three main categories of taxes project:

Sales taxes reflecting a 27.2 % drop


Personal income tax reduction 22.5% 


Corporate/business taxes down by 22.7%

As noted in earlier emails the projected deficit is $54.3 billion, a shortfall of 37%. 
Last year we had a $1.3 trillion dollar economy. 

The Governor had 4 “simple slides” showing: 


California’s Economic Outlook in January


Unemployment at record lows


118 months of consecutive job growth


5th largest economy in the world


Projected surplus 5.6 billion 


Graph showing:


US in Recession due to COVID19 



CVOVID19 recession projected to be worse than Great Recession



US GDP is projected to decrease by 26.5% in spring of 2020 


Budget Built on Strong Fiscal Foundation



2019-2020 Budget




$21.5 billion surplus




Final 4.5 billion to eliminate decade old wall of debt




Only 12% of new spending ongoing 




$16 billion – largest rainy day fund in state history 


Protecting California’s Core Values



Public Education



Public Health



Public Safety



People hit hardest by COVID19


This is an unprecedented time. 4.6 million people filed for unemployment since 3/12.

We are likely to have unemployment rate of 18%, peaking at 24%. Twenty –six percent of the deficit will consist of cuts, however if the upcoming HEROES Act from Congress occurs, the cuts will not “trigger”. 
Education – K-12
The May Revision includes total funding of $99.7 billion ($47.7 billion General Fund and $52 billion other funds) for all K-12 education programs.
The impact to K-12 is a $19 billion loss:


10% cuts to LCFF – local control funding formula


$4.4 billion to offset will come from feds  (discretionary funds) 


Special education will maintain the $645 million commitment 


$2.3 billion from paying down pension obligations will go to education


$1.7 billion from CARES to schools 


1.5% of state GF is committed to education – approximately $2 billion/year



up to $4.6 billion as a supplemental payment each year 


Suspends COLA for all programs along with suspension of certain categorical -


reductions of $353 million and other proposals were withdrawn 
Additionally, California received $1.6 billion in federal Elementary and Secondary School Emergency Relief funds. Of this amount, 90 percent ($1.5 billion) will be allocated to local educational agencies in proportion to the amount of Title I-A funding they receive for COVID-19 related costs. The remaining 10 percent ($164.7 million) is available for COVID-19 related state-level activities. The May Revision proposes to allocate these funds in the following manner: 
• $100 million for grants to county offices of education for the purpose of developing networks of community schools and coordinating health, mental health, and social service supports for high-needs students. The COVID-19 pandemic has exacerbated conditions associated with poverty, including food insecurity, housing and employment instability, and inadequate health care, which has led to additional barriers to learning. 
• $63.2 million for training and professional development for teachers, administrators, and other school personnel, focused on mitigating opportunity gaps and providing enhanced equity in learning opportunities, addressing trauma‑related health and mental health barriers to learning, and developing strategies to support necessary changes in the educational program, such as implementing distance learning and social distancing. 
• $1.5 million for the Department of Education for state operations costs associated with COVID-19 pandemic.
http://www.ebudget.ca.gov/2020-21/pdf/Revised/BudgetSummary/K-12Education.pdf
More detail on K-12, early childhood development and child care 

Higher Education 
UC – decrease of $338 million – 10% reduction in support


10% reduction to Office of the President 


$4 million reduction to summer term aid 

Graduate Medical Education—An increase of $1.5 million ongoing General Fund to maintain the Proposition 56 Graduate Medical Education Program at an ongoing total of $40 million. 

• UC Riverside School of Medicine—Maintain $11.3 million ongoing General Fund to 
support the current operations of the UC Riverside School of Medicine.

 • UC San Francisco School of Medicine Fresno Branch Campus—Maintain $1.2 million 
ongoing General Fund to support the UC San Francisco School of Medicine Fresno 
Branch Campus in partnership with UC Merced. 

• Subject Matter Project—$6 million federal funds to support subject matter projects to 
address learning loss in mathematics, science, and English/language arts resulting 
from the COVID-19 pandemic.

CSU - A decrease of $398 million ongoing General Fund to reflect a 10-percent reduction 
in support for the CSU. In implementing this reduction, the Administration expects 
the CSU to minimize the impact to programs and services serving underrepresented 
students and student access to the CSU.

$4 million cut to summer term financial aid 

CCC- stains support for 2 years of free college for Student Success Completion Grants


The May Revision maintains $106.4 million Proposition 98 General Fund to support 
the proposed CCC System Support Program.


The May Revision also proposes to defer $330 million from 2019-20 to 2020-21 and 
$662.1 million from 2020-21 to 2021-22. These deferrals will help to maintain 
programs given the magnitude of the reduction proposed to the schools. Also, the 
community colleges will benefit from supplemental payments to increase the 
Proposition 98 guarantee starting in 2021-22.
http://www.ebudget.ca.gov/2020-21/pdf/Revised/BudgetSummary/HigherEducation.pdf 
Public Health 
Despite the budget challenges the state will face in the immediate future as a direct result of the COVID-19 pandemic, the May Revision continues to prioritize funding augmentations for infectious disease prevention and control that were included in the 2019 Budget Act. Specifically, the May Revision maintains $5 million General Fund each for STD, human immunodeficiency virus (HIV), and hepatitis C virus prevention and control.
Public Health had requested $150 million yearly but in the budget:


$4.8 million general fund for public health programs 


$5.8 million general fund for state department and public health labs specifically 

Anticipate if HEROES Act is passed, more funding will be available 

Health Care Services 
Elimination of Various Proposition 56 Supplemental Payments and Programs The May Revision proposes to eliminate funding for various Proposition 56 supplemental payments and programs, effective July 1, 2020, unless otherwise stated below: 
• Eliminates supplemental payments for physicians, dental, developmental screenings, non-emergency medical transportation, family planning and women’ health. Effective no later than January 1, 2021 eliminates the supplemental payments for CBAS and ICFDD.
 • Eliminates the Value Based Payment, Behavioral Health Integration Program, Pediatric Hospital Payments and the Loan Repayment Program for Cohort 2-5 with a reduction of administrative costs. DHCS will continue to support Cohort 1 commitments. 
• Reduced but not eliminated: Adverse Childhood Experience (ACEs) Screening and ACEs Provider Training. 
• There is no change to Proposition 56 supplemental payments for Home Health, Pediatric Day Health, Free Standing-Pediatric Sub acute, and the HIV/AIDS Waiver. Proposition 56 funding available from these actions is proposed to fund $1.2 billion in growth in the Medi-Cal program, offsetting General Fund costs by the same amount. Additionally, DHCS will be proposing trailer bill language where appropriate.
Managed Care Organization (MCO) Tax On April 3, 2020, the federal government approved the state’s revised proposal to implement a tax on MCOs to help fund the Medi-Cal program. The new MCO tax is effective from January 2020 through December 2022. The May Revision reflects $1.7 billion General Fund savings from the approval of the MCO tax in 2020-21.

Some of the programs that have been withdrawn:

Full-Scope Medi-Cal to Undocumented Older Adults—The May Revision proposes to withdraw this proposal for a savings of $112.7 million ($87 million General Fund), inclusive of In-Home Supportive Services costs.

 • Medi-Cal Aged, Blind, and Disabled Income Level Expansion—The May Revision 
proposes not to implement the 2019 Budget Act expansion of Medi-Cal to aged, 
blind, and disabled individuals with incomes between 123 percent and 138 percent 
of the federal poverty level, for a savings of $135.5 million ($67.7 million General 
Fund). Furthermore, the May Revision proposes not to implement the Aged, Blind, 
and Disabled Medicare Part B disregard.

· Hearing Aids—The May Revision proposes to withdraw this proposal to assist with the 
cost of hearing aids and related services for children without health insurance 
coverage in households with incomes up to 600 percent of the federal poverty level, 
for a savings of $5 million General Fund.

If no federal funds come in then:

Adult Dental and Other Optional Benefits—The May Revision proposes to reduce adult 
dental benefits to the partial restoration levels of 2014. In addition, the May 
Revision proposes to eliminate audiology, incontinence creams and washes, speech 
therapy, optician/optical lab, podiatry, acupuncture, optometry, nurse anesthetists 
services, occupational and physical therapy, pharmacist services, screening, brief 
intervention and referral to treatments for opioids and other illicit drugs in Medi-
Cal, and diabetes prevention program services, for a total General Fund savings of 
$54.7 million. 

• Proposition 56 Adjustments—Beginning in 2020-21, the May Revision proposes to shift 
$1.2 billion in Proposition 56 funding from providing supplemental payments for 
physician, dental, family health services, developmental screenings, and non-
emergency medical transportation, value-based payments, and loan repayments for 
physicians and dentists to support growth in the Medi-Cal program compared to 
2016 Budget Act. About $67 million in Proposition 56 funding would continue to 
support rate increases for home health providers, pediatric day health care 
facilities, pediatric sub-acute facilities, AIDS waiver supplemental payments, 
already awarded physician and dentist loan repayments, and trauma screenings 
(and associated trainings). 

• Community-Based Adult Services (CBAS) and Multipurpose Senior Services Program 
(MSSP)—The May Revision proposes to eliminate the CBAS and MSSP programs. 
The effective date for CBAS would be January 1, 2021 for a General Fund savings of 
$106.8 million in 2020-21 and $255.8 million in 2021-22 (full implementation). The 
effective date for MSSP would be no sooner than July 1, 2020. These proposals are 
discussed in detail under The Department of Aging.

Federally Qualified Health Centers (FQHC) Payment Adjustments—The May Revision 
proposes to eliminate special carve outs for FQHCs for a savings of $100 million 
($50 million General Fund).

http://www.ebudget.ca.gov/2020-21/pdf/Revised/BudgetSummary/HealthandHumanServices.pdf 

Other Issues:

All state workers will take a 10% pay cut, including according to the Governor he and his staff. They will be working with the various unions, however, the “lowest paid” state workers get a raise which will allow them to progress to the $15 minimum wage. The 

increase to the minimum wage due in January will occur. However, if federal funds are received, sufficient to restore these reductions - occur in July 2020 will be “triggered off”, expected savings $2.8 billion. 
Revenue solutions

The May Revision maintains three General Fund tax proposals in the Governor’s Budget:

 ◦ Extending the sales tax exemption for diapers and menstrual products through the end 

of 2022-23.

 ◦ Extending the carryover period for film credits awarded under Program 2.0 from 6 years 

to 9 years.

 ◦ Extending the current exemption from the minimum tax for first year corporations to 

first year LLCs, partnerships, and LLPs. 

• The May Revision also maintains a new tax on e-cigarettes based on nicotine content and 

will be deposited in a new special fund. Begins 2021 - $2/40mm of nicotine



includes flavored tobacco as well 

• The Administration is committed to streamlining and increasing compliance of the state's 

cannabis tax collection, but is delaying changes proposed in the Governor's 

Budget. 

• Suspend Net Operating Losses for 2020, 2021, and 2022 for medium and large 

businesses. 

• Limit business incentive tax credits from offsetting more than $5 million of tax liability 
for 2020, 2021, and 2022. 

• Require used car dealers to remit sales tax to the Department of Motor Vehicles with the 
registration fees. 

• Require the use of market value for determining price for private auto sales.
Homelessness 
Under Project Room Key, state is buying hotels and will turn them over to the cities and counties. $750 million GF to establish the CA Access to Housing Fund and $695 million for advancing and innovating Medi-cal which speaks to the social determinants of health. 
Paid Family Leave

The May Revision continues to include the expansion of job protections for any worker eligible for paid family leave (PFL) benefits and resources to support small businesses that extend these benefits to their employees. It also maintains a $10 million General Fund investment for the Social Entrepreneurs for Economic Development initiative, providing entrepreneurial training for individuals, including those who are undocumented.
Sources:
Governor Newsom’s Press conference 

Keely Bosler, Director of DOF 

http://www.ebudget.ca.gov/FullBudgetSummary.pdf 
for details of each budget - http://www.ebudget.ca.gov/budget/2020-21MR/#/BudgetDetail 
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