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Legislative Analyst Office (LAO) Fiscal Outlook For 2021-22 (November 2020) 

• “Rapid but Uneven Recovery” produces “Windfall” for 2021-22 = $26 billion 
O WINDFALL AND OPERATING DEFICIT (excerpt from LAO Fiscal Outlook for 2021-22) 

 What Do We Mean by “Windfall”? The main goal of our Fiscal Outlook is to assess how much 
capacity the budget has to pay for existing and—potentially—new commitments. To answer this 
question, we compare our projections of revenues to spending under current law and policy. 
When projected revenues exceed those expenditures, we ordinarily use the term “surplus” to 
describe the difference. This year, we are using a different term to describe this dynamic: 
windfall. We use this term for two reasons. First, because the estimated resources available in 
2021-22 are only the result of revisions in prior- and current-year budget estimates. And second, 
because the available resources are entirely one time under our main forecast. 

 What Do We Mean by “Operating Deficit”? The windfall is the amount available to allocate in 
the budget year (2021-22), whereas an operating deficit occurs over a multiyear period. An 
operating deficit results when annual revenues are lower than expenditures under current law 
and policy, causing a year-over-year decrease in the Special Fund for Economic Uncertainties. An 
operating surplus occurs when the reverse is true. 

 How Can There Be an Operating Deficit and Windfall in 2021-22? When the Legislature passed 
the 2020-21 budget, the state faced a sudden and unknown budget problem. The Legislature 
took $54 billion in actions to address that problem (for example, it withdrew funds from 
reserves, shifted costs, reduced spending, and increased revenues). Based on new information 
learned since the budget was passed, the actual budget problem that needed to be solved in 
2020-21 will be much lower than initially estimated. In short, the Legislature took more 
actions—predominantly one-time actions—than were needed to balance the budget this year. 
However, we continue to project that expenditure growth outpaces revenue growth. This means 
that, on an ongoing basis, the budget does not have sufficient revenues in each year to cover 
the cost of current commitments. That is, the state has an operating deficit. (Notably, the 
multiyear estimates by the Department of Finance at the time of the budget act also showed an 
operating deficit.) 

• State Revenues 
o Through 4 months of the fiscal year, State Revenues exceed the June Spending Plan by $11.3 billion 
o Through the remainder of the fiscal year, the LAO estimates revenues will exceed the June Spending 

Plan by $22.2 billion to meet the LAO’s estimate of exceeding June Spending Plan revenues by $33.5 
billion 

• Prop 98 
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Statutory COLA Funded COLA Deferrals Prop 98 Supplement

State Total = $12.4B;
$11.1B for K-12




