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Revenue Projections under Covid-19 
CLIENT UPDATE #1: Sales and Use Tax

Avenu has been hard at work developing economic assumptions on which to build revenue 
projections for each of our clients. For many of our clients, Sales and Use Tax is a primary 
revenue source and one that currently is in a state of flux. The pandemic has caused  
reduced economic activity, business closures, and uncertainty about the future.

The recent Sales Tax Executive Order from Governor Newsom also impacted sales tax  
cash flows. This communication is intended to explain the lower than normal first quarter 
 2020 allocations to local governments resulting from the pandemic and the Governor’s 
Executive Order.

Sales and Use Tax Liabilities  Deferred by CDTFA

Extension Program: On April 2, 2020, Governor Newsom 
issued Executive Order N-40-20 that allowed businesses 
with under $1M in tax liability to delay their first quarter 
sales and use tax filings for 90 days. This action means 
that first quarter filings for these businesses, normally 
required by the end of April, could be delayed until the 
end of July.

Deferral Program: Another state program allows small 
businesses ($5M or less in taxable sales) to defer up to 
$50,000 of their sales and use tax liabilities until next 
fiscal year. For those who request the deferral, the owed 
amount would be payable in twelve equal installments 
over the following year and would not be subject to interest 
or penalties as long as these payments are made. The 
payments will start in August 2020 and they will not extend 
beyond July 31, 2021.

The Avenu team continues to have ongoing discussions 
and communication with the CDTFA in order to better 
understand and report back to our clients on the status 
and impacts of Q1 Extensions/ non-filings, Q1 & Q2 sales 
tax deferrals, late payments and other sales tax issues. 
According to the CDTFA, the impact of the first quarter 
2020 sales and use tax return and payment extensions are 
as follows:

• First quarter allocations to local jurisdictions are 
down approximately 13% compared to the first 
quarter 2019. A portion of the decrease was 
reduced economic activity and a portion was due 
to the Extension/non-filers.

• CDTFA stated that they believe most of the 
decrease will be recovered when businesses that 
elected to take the three-month extension file and 
pay those returns that are due by July 31, 2020. 
These revenues will be paid to local governments 
in August and most will accrue them to FY 19/20.

• The CDTFA estimates that 178,288 tax payers 
who have a tax obligation of under $1M have 
$844M in taxes still outstanding.

• 85 taxpayers who have tax obligations of over $1 
have $81M still outstanding as well.

• The liabilities allowed under the Executive Order 
that can be included are tax liabilities from the first 
and second quarters of 2020 and include monthly 
and fiscal year filers.

• It is important to note that all taxes remain due 
eventually: they are not waived.
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The delay in payment of taxes results in a timing issue of when tax revenues will be received by local jurisdictions. The 
Extension program will delay some payments to August and the Deferral program will delay some payments to FY 20/21.

Applications for the Deferral payment plan will be available in July 2020. To date CDTFA has stated that they have received 
inquiries from approximately 6,800 businesses or their representatives interested in the Deferral program.

We are in contact with CDTFA and we will provide further updates as more information becomes available.

Other Brief Updates 

Proposition 172- PSAF Revenue:
Although the decline in taxable sales May 2020 over May 
2019 (March sales) averages 21.9% statewide, the range
among counties is significant: -17.1% to -41%. The 21.9% 
tracks with our current forecast. However, at the end of 
June, the June (April Taxable Sales) Prop 172 payments 
will provide a better indicator of the assumptions on the 
recession rates we used for each of our clients.

Unemployment
Recent estimates of U.S. unemployment came in lower 
than expected at 13.3%. The Bureau of Labor Statistics 
acknowledged that there are errors in the 13.3% number 
and that it is likely higher. California’s unemployment 
rates are published monthly, after state analysts have had 
a chance to closely review all available data. The most 
recent estimate, published last week, showed a California 
unemployment rate of 15.5%, with more than 5.1 million 
Californians out of work.

In addition, the actual number of unemployed is assumed 
to be much higher due to: recent data issues with the 
unemployment survey, those workers that choose not to 
register for unemployment, and undocumented workers not 
counted in the survey. The ‘real’ unemployment rate is likely 
much higher than the typical figure used. We are keeping a 
close eye on this.

Consumer Spending
Historically, unemployment rates are highly correlated 
with consumer confidence and consumer spending, which 
ultimately impact sales tax revenue. It is difficult to predict 
consumer spending at this time given the uncertainties  
with employment, the nature of the recovery, and the  
re-opening of businesses. Again, we will be tracking 
consumer spending and consumer behavior closely  
to analyze new trends.

Conclusion
We hope that this brief update keeps you informed and 
up to date. Please do not hesitate to contact your Client 
Services Representative at any time - we are here to help 
you through these difficult times.

NOTES: A copy of the Governor’s 90 day extension
Executive Order can be found here. Information
about the $50,000 deferral program can be found
here.
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https://www.labormarketinfo.edd.ca.gov/data/unemployment-and-labor-force.html
https://www.gov.ca.gov/wp-content/uploads/2020/03/3.30.20-N-40-20.pdf
https://www.cdtfa.ca.gov/news/20-07.htm#:~:text=Sacramento%20%E2%80%93%20Governor%20Newsom%20today%20announced,incurring%20any%20penalties%20or%20interest.

