CITY OF

LONG

Memorandum

Date:  June 24, 2026
To: Mayor and Members of the City Council
From: Thomas B. Modica, City Manager \/(L(/U

Subject: State Budget: Governor Newsom’s FY 27 May Revision

On May 14, 2026, Governor Newsom released the May Revision to the proposed Fiscal
Year 2027 (FY 27) State Budget (Budget). The total Budget is now estimated at $349.9
billion, slightly more than the Governor’s January estimate of $348.9 billion. The purpose
of this memorandum is to provide an overview of any significant budget adjustments
included in the May Revision and potential impacts to the City of Long Beach (City).
Details of the Governor's January Proposed State Budget were discussed in a
memorandum released on February 6, 2026.

Overall, the May Revision does not propose any significant new expenditures and
provides a balanced budget for 2026-2027 and 2027-2028. Estimated general fund
revenues for FY 27 are $16.5 billion higher than projected in January over the three-year
budget window, largely driven by personal income tax and an upgraded stock market
outlook. To assist in providing for a positive operating balance in the future in 2027-28,
the May Revision provides for a transfer of $9.7 billion into the Surplus Holding Account,
which was created by the legislature in 2024, to temporarily set aside anticipated surplus
revenues.

While the May Revision demonstrates the State’s economic resiliency and makes
significant investments in education, there is very limited investment in housing and health
care programs for the State’s most vulnerable residents.

Housing and Homelessness

The Governor's May Revision included several small, targeted investments in housing
programs, but fell short of investing the resources needed to address homelessness and
housing affordability. Similar to last year’s budget, the May Revision continues to align
staff and resources to support the Governor's Reorganization Plan to establish the
California Housing and Homelessness Agency, which will streamline access to state
financing programs. The May Revision does not include any new funding for key
programs to address homelessness, including the Homeless Housing, Assistance and
Prevention (HHAP) grant program, but maintains the $500 million allocated for HHAP
round 7 in FY 26.

However, the May Revision proposes additional accountability measures for existing
HHAP recipients to be eligible for HHAP round 7, including having a pro-housing
designation, local matching funds, and a compliant housing element. The amount of local
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matching funds potentially required to receive HHAP round 7 grants is still being
negotiated through the legislative process but is expected to create additional competition
for extremely limited resources from the county, state and federal agencies. Additionally,
the May Revision includes a proposal to make affordable housing projects ineligible for
competitive state funding if the local government serving as lead or co-applicant imposes
development impact fees on the project.

The Governor proposed $100 million for homeowners impacted by the 2025 Los Angeles
wildfires, and the creation of a Disaster Rebuilding Fund. The May Revision does not
include any resources for renters displaced by the wildfires or funding for the expanded
Renter’s Tax Credit included in the FY 25-26 Budget Act.

While not included in the May Revision, recent changes to the State’s Cap-and-Invest
program from the California Air Resources Board (CARB) may also reduce revenue for
the Greenhouse Gas Reduction Fund, which supports the Affordable Housing and
Sustainable Communities program.

Health and Human Services

The May Revision maintains many of the Governor’s proposed eligibility and coverage
changes included in the January budget, reflecting the impact of federal policy changes
under H.R. 1. The May Revision includes $334.2 billion ($90.4 billion General Fund) for
health and human services programs in 2026-27. The Medi-Cal budget includes $194.4
billion ($48.6 billion General Fund) in 2025-26 and $216.7 billion ($44.9 billion General
Fund) in 2026-27. The May Revision reflects Managed Care Organization (MCO) Tax
revenue of $4.5 billion in 2025-26 and $2.5 billion in 2026-27 to support the Medi-Cal
program.

The May Revision reflects a reduction of $583.8 million ($471.6 million General Fund) in
2026-27 and $1.5 billion ($1.2 billion General Fund) ongoing, due to the new federal policy
that prohibits states from covering federally eligible emergency Medicaid services for
individuals with unsatisfactory immigration status in risk-based managed care delivery
systems. To comply with this new federal requirement, Medi-Cal members with
unsatisfactory immigration status will receive all covered Medi-Cal services through the
fee-for-service delivery system effective January 1, 2027.

The May Revision projects total H.R. 1 disenroliment of 44,000 in 2026-27 and 1.3 million
by 2029-30, a decrease of 478,000 in 2026-27 and 446,000 by 2029-30 compared to the
Governor’'s Budget. The May Revision also includes an estimated reduction of $357.6
million ($90.3 million General Fund) in 2026-27 and $9.6 billion ($2.4 billion General
Fund) by 2029-30, resulting from the new work and community engagement requirements
for the Affordable Care Act adult expansion population, effective January 1, 2027. This
will result in a General Fund increase of $12 million in 2026-27 and $1.2 billion in 2029-
30.
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The May Revision projects a General Fund cost of $668.1 million in 2026-27 and savings
of $294 million in 2029-30 and ongoing for a July 1, 2027, transition to restricted-scope
Medi-Cal for individuals impacted by the federal eligibility change for qualified non-citizens.
This population will be transitioning to the fee-for-service delivery system effective
January 1, 2027. Effective October 1, 2026, federal policy will exclude individuals with
certain immigration statuses from being federally funded for full-scope Medi-Cal, which
significantly reduces federal funding for this population. If the state were to otherwise
continue to provide full-scope fee-for-service Medi-Cal to this population, the annual cost
is estimated to be an additional $1.3 billion expenditure from the General Fund.

The May Revision projects a General Fund reduction of approximately $427.3 million in
2027-28, decreasing to approximately $314.3 million annually in 2029-30 to increase
monthly premiums for adults with unsatisfactory immigration status to $50, effective July
1, 2027. The 2025 Budget Act included $30 premiums for this group of adults effective
July 1, 2027.

Public Safety and Criminal Justice

The May Revision does not propose any new funding for Proposition 36 implementation,
following the $100 million allocated in FY 26. The May Revision proposes the following
one-time investments to improve California’s public safety:

e $10 million for the Board of State and Community Corrections to administer a
competitive Vertical Prosecution grant program aimed at preventing human
trafficking.

e $40 million to support physical security enhancements to nonprofit organizations
that have historically been targets of hate-motivated violence.

e $25 million for Victims of Crime Act Supplemental Funding to address the
decreasing federal funding that supports a variety of services for victims of crime.

e $20 million to support the Trial Court Trust Fund (TCTF) in 2026-27 and 2027-28
to address rising court interpreter costs and support language access and
interpreter services in all case types in the trial courts.

e $141 million to continue the Next Generation 9-1-1 deployment and transition the
system from a regional model to a unified statewide system model.

Ad(ditionally, $414.1 million will be available through the Cannabis Tax Fund to address
the impacts of Proposition 64, the Adult Use of Marijuana Act including:

e $248.5 million for education, prevention, and treatment of youth substance use
disorders and school retention.

e $82.8 million for the clean-up, remediation, and enforcement of environmental
impacts created by illegal cannabis cultivation.

e $82.8 million for public safety-related activities.
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Transportation

The May Revision maintains that over the next five years, Caltrans will continue to deliver
$18 billion in planned state highway repair and rehabilitation projects in the State Highway
Operations and Protection Program (SHOPP). Additionally, Caltrans and local partners
will invest $2.5 billion in projects through the State Transportation and Improvement
Program (STIP). The May Revision proposes the following one-time investments to
enhance California’s transportation system:

e $40 million for continued Clean California litter abatement and encampment
cleanup efforts along state highways.

e $6.2 million funding for homeless encampment liaison programs to coordinate
state and local responses along highway rights-of-ways.

e $16.4 million for Caltrans to deploy generative artificial intelligence tools intended
to improve roadway safety and traffic mobility analysis.

The May Revision also proposes statutory changes to establish and administer an
automated enforcement program on the State Highway System portion of the Games
Route Network (GRN) in advance of the 2028 Olympic and Paralympic Games that will
be held in the Los Angeles region. The automated enforcement program is intended to
deter unauthorized use of the GRN through the issuance of fines to vehicles that do not
have authorization to use the GRN while also enabling CHP to prioritize its limited
resources effectively across the Games' security needs. Caltrans is also continuing its
efforts to build out the GRN in advance of the 2028 Games, but additional funding is
required for this effort, either from the state budget or state transportation funding to
complement future federal support.

TK-12 Education

The May Revision includes total funding of $151.6 billion for TK-12 education, including
$91.3 billion from the General Fund. The revised Guarantee for TK-14 schools is
calculated to be $124.9 billion in 2024-25, $125.1 billion in 2025-26, and $127.1 billion in
2026-27. These revised Proposition 98 levels represent an increase of approximately $28
billion over the three-year period relative to the 2025 Budget Act, and an increase of
approximately $6.4 billion from Governor's Budget.

The May Revision includes a statutory LCFF cost-of-living adjustment (COLA) of 2.87
percent, up from 2.41 percent at Governor's Budget. Additionally, the May Revision
includes $906.7 million to further increase funding for LCFF. This discretionary investment,
commonly referred to as a “super COLA," results in a total (statutory plus discretionary)
COLA of 4.31 percent.

The May Revision reflects the state’s ongoing commitment to invest in and improve
instruction and services for students with disabilities, maintaining the $509 million
discretionary increase for special education included at Governor's Budget, and adding
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an additional ongoing special education base rate investment of $1.8 billion. In total, this
represents a nearly $2.4 billion increase in special education funding, or 43 percent over
the 2025 Budget Act.

The May Revision also requires all TK-12 local educational agencies, and community
colleges, to provide all employees with up to 14 weeks of paid pregnancy disability leave
beginning in 2026-27.

The Governor's Budget included $1 billion ongoing Proposition 98 General Fund to
expand the community school model to more school sites that have large concentrations
of students from low-income families, English learners, and youth in foster care.

Other significant budget adjustments include $30 million one-time Proposition 98 General
Fund for grants to local educational agencies to increase identification of and improve
outcomes for students experiencing homelessness. These funds will supplement existing
federal McKinney-Vento Children and Youth grant program funds to expand access to
the program.

Higher Education

The May Revision proposes total funding of $50 billion, including $31.2 billion General
Fund and local property tax and $18.8 billion other funds, for the higher education and
the California Student Aid Commission. Significant budget adjustments for the California
State University include:

e The proposed increase of $264.8 million ongoing General Fund, representing a 5
percent base increase for the fifth and final year payment of the Compact. The May
Revision also maintains the proposed increase of $100.9 million ongoing General
Fund to provide partial funding for the fourth year Compact payment as scheduled
in the 2025 Budget Act.

e The planned one-time deferral of the 2025-26 Compact investment of $252.3
million, representing a 5-percent base increase in the fourth year of the Compact,
to 2027-28.

e The proposed delay of a one-time repayment of $143.8 million, representing a
deferral of a one-time 3-percent base increase from 2025-26, from 2026-27 to
2027-28.

Significant budget adjustments for California Community Colleges include:
e An ongoing increase of $197.7 million Proposition 98 General Fund to reflect a

change in the cost-of-living adjustment from 2.41 percent to 4.31 percent

e The May Revision requires all community colleges, as well as TK-12 public schools,
to provide all employees with up to 14 weeks of paid pregnancy disability leave
beginning in 2026-27.
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e An ongoing increase of $122.8 million Proposition 98 General Fund as a result of
decreased offsetting local property tax revenues.

Next Steps

Following the May Revision, the Legislature will continue to develop the Budget proposal
and negotiate additional changes with the administration. The Governor must sign the FY
27 Budget before July 1, marking the start of the fiscal year. City staff will continue to
advocate for the City's budget priorities, including HHAP, 2028 Olympic and Paralympic
Games, and Public Health programs, with state leadership. City staff will provide an
updated memorandum upon adoption of the FY 27 Budget. For any questions, please
contact Sarah Patterson, Manager of Strategic Partnerships and Government Affairs, at
sarah.patterson@longbeach.gov.

CC: DAWN McINTOSH, CITY ATTORNEY
DoucLAs P. HAUBERT, CITY PROSECUTOR
LAURA L. Doubp, CITY AUDITOR
APRIL WALKER, ASSISTANT CITY MANAGER
TERESA CHANDLER, DEPUTY CITY MANAGER
MEREDITH REYNOLDS, DEPUTY CITY MANAGER
GRACE YOON, DEPUTY CITY MANAGER
TYLER BONANNO-CURLEY, DEPUTY CITY MANAGER
KEVIN LEE, CHIEF PuBLIC AFFAIRS OFFICER
MONIQUE DE LA GARZA, CITY CLERK
DEPARTMENT HEADS
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