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Budget overview
VML budget analysis continues; more to come
VML is continuing to analyze the budget and will produced a more detailed summary as soon as possible.  In the meantime, here is an overview of the conference report adopted last Sunday, and some details on items of interest to local governments.  Additional locality-specific information will be available on March 17 for HB 599 funding, on March 26 for Compensation Board funding, and probably on March 19 for direct aid to education.


In analyzing the actions proposed and taken on the state budget, one issue proved to be the driving force – car tax relief.   Faced with a $4.5 billion budget gap, former Gov. Tim Kaine proposed to eliminate the Car Tax Relief Program, saving $1.9 billion.  To replace the general fund dollars, he offered legislation to impose a 1 percent surtax on the personal income tax.  The new revenues would be distributed to local governments if they agreed to repeal the tax imposed on personal use vehicles.


The Kaine proposal received a chilly reception in the opening weeks of the session.  Gov. Bob McDonnell announced his opposition even before taking office.  The Senate Finance Committee never considered the measure.  And, the House unanimously voted the proposal down. 


The General Assembly then assumed the task of restoring the $1.9 billion to the Car Tax Relief Program.  This was the deciding moment of the legislative session because without a major influx of new revenues the General Assembly would have to cut state programs even deeper.  To further complicate this challenge, the legislature also wanted to restore, at least partially, a number of other state programs affecting public safety, constitutional officers, and economic development.


The General Assembly’s “solution” turned out to be a mesh of new fees, revenue adjustments, state spending cuts, and an assumption that Congress will extend additional federal stimulus dollars for Medicaid.

Fees

The introduced budget bill included about $145 million in fees.  The Senate approved an amendment package with an even greater amount while the House purged all fees from its budget amendments.  Reconciling competing philosophies on fees locked up the budget conference for days.  In the end, the General Assembly agreed to some $99.1 million in new or higher fees.

	Fee
	Biennial

amount

(in millions)

	$4 for Life (from $4.25 to $6.25)
	
$25.2

	Deed recordation (from $10 to $20)
	
18.2

	License reinstatement – Trauma Fund
	
18.0

	Court filings – Sheriffs & Comm. Attrnys
	
19.0

	DEQ water discharge, solid waste, & hazardous waste
	
5.0

	Health Department – restaurant, hotel, campground, water wells, and sewers
	
7.6

	Internet crimes against children
	
3.6

	VDACS -- Food inspection
	
1.1

	DMME – coal and mineral mines
	
0.9

	DLI – apprenticeship registration
	
0.5

	TOTAL
	
$  99.1


Federal stimulus dollars

The House budget plan assumed that Congress would extend the Federal Medical Assistance Percentage (FMAP).  Under this program, the federal government increases its match against state dollars for Medicaid services.  The extra federal dollars are used to supplant general fund money.  FMAP was originally part of the American Recovery and Reinvestment Act (ARRA) passed last year by Congress.


Although the Senate budget plan did not rely on FMAP, the House and Senate conferees did agree to assume some $370.4 million from this funding source.  (The FMAP extension has been passed in different bills by the House of Representatives and the U.S. Senate.)


 By agreeing to use FMAP, the General Assembly reduced general fund dollars in the health and human resources budget by some $360.2 million.  In turn, FMAP dollars serve to backfill, either entirely or partially, general fund reductions affecting free clinics and community health centers; Medicaid providers such as hospitals, nursing homes, and physicians; pharmacy providers; other health care providers; and health and mental health services.  If the FMAP dollars do not materialize, then the restorations will not be made.

Revenue adjustments

The conferees agreed to raise the official revenue forecast by $262.8 million for the biennium.  Most of the revision reflects McDonnell’s mid-session reforecast of $118 million; and assumptions made by the General Assembly calling for higher interest rate earnings ($36.1 million) and smaller income tax refunds for individuals and businesses ($84.4 million).


The General Assembly also projects an unreserved balance of $131.3 million resulting from adjustments made in FY 10.  Most of the balance derives from McDonnell’s reforecast for FY10 and the conferees’ assumptions on tax refunds.

State spending cuts


Many of the state spending cuts target local government services, increasing the pressure on local elected officials to make up the losses with local revenues.  For example, the General Assembly approved for the biennium a $120 million across-the-board cut based on the type and amount of state dollars received.  (Item 473.10 #1C)  This is the same reduction strategy employed by the General Assembly in the 2008 Session.  The only difference is that the General Assembly upped the ante from $50 million a year to $60 million a year.


The legislature also slashed public education by almost $600 million.  And, this is a “net” number, and includes the $174.1 million of new spending to provide a full hold-harmless on the Composite Index in the first year and a 50 percent hold-harmless in the second year.  Next biennium’s reductions are on top of the $550.1 million general fund cut in FY10 and the millions removed by Kaine in the introduced version of HB 30.

The reduction in public education includes a state “deferral” of $345.8 million for teacher retirement, retiree health care credit, and group life insurance.  (In addition to this cut the General Assembly “deferred” another $504.0 million in VRS payments for state employee retirement and other post-employment benefits.)  Reducing the state’s contribution undermines the funded status for Teachers Retirement unless investment earnings soar by double-digits. 

Conclusion

The General Assembly restored the Car Tax Relief Program without a tax increase.  This is no small achievement.  However, the amendments adopted to achieve this aim result in a structurally unbalanced budget.  The General Assembly is relying on yet-to-be-realized federal dollars, retirement contribution “deferrals,” and cuts to public education and public safety programs.  Most of these savings and revenues are temporary, and some will require a substantial re-payment.  The simple fact is that the Commonwealth cannot support with its own revenues this level of spending, even if significantly reduced, without shifting more costs to local governments and without major fiscal gimmicks.

Here are some details on items of particular interest to local governments: 

Local aid to the Commonwealth

The budget not only continues the flexible, across-the-board spending reductions to cities and counties, but increases the amount of those cuts to $60 million a year.

State aid for local police departments
The budget restores $22.3 million in FY 11 and $10.3 million in FY 12 for HB 599 funding (state aid for local police departments).  This should equate to a reduction of 1.2 percent below the actual amount for FY 2010. The Department of Criminal Justice Services plans to release updated information as early as tomorrow (March 17).
Direct aid to education

The Superintendent of Public Instruction will release a memorandum, probably this Friday, containing a detailed explanation of the changes in the budget for K-12 education, and containing locality-specific information on state and local required funding.  We will send a copy of that information to managers and legislative liaisons as soon as it is posted.

The budget Kaine proposed last December included a $249.2 million decrease in state contributions to K-12 direct aid to education for FY10, the current fiscal year, and an additional $392.9 million in funding for FY11-FY12.  

The reduction of $249.2 million in FY10 obscures the extent of general fund reductions, however.  The budget included a reduction of $550.1 million from the general fund, offset by a transfer of $219.0 million from the State Fiscal Stabilization Fund (federal stimulus funds) and an additional $81.9 million from lottery profits and the Literary Fund.  The $219.0 SFSF funds had previously been set aside for FY11.  Thankfully the conference report included no additional reductions for FY10.

The reductions included in the biennial budget proposed by Kaine included the elimination of state funding for some 13,000 support staff positions and a variety of changes in funding formulas that reduce state funding.  Many of these were termed “technical” or “policy” changes, but the bottom line is that for most part the changes simply shifted costs to local governments by making some spending items ineligible for state reimbursement, or by artificially lowering the amount of reimbursement.

The budget for 2010-12 as adopted by the General Assembly further reduces state general fund support for public education, although it increases non-general fund support (from lottery proceeds and the Literary Fund).  The budget includes $126 million in federal stimulus funds for FY11.

Here are some highlights of particular importance:

● Updated composite indexes are used in both years of the biennium.

● Funding is provided to hold harmless those localities that lost funding due to the use of the updated composite indexes.  There is a 100 percent hold harmless for FY 11 and a 50 percent hold harmless for FY12.  

● At-risk funds are not placed into a block grant (as proposed in the House budget earlier this session), but eligibility for K-3 class size reduction is changed, with a decrease in funding, and the enrollment loss program is eliminated. 

● The planning period for middle and secondary school teachers is funded. The House budget proposed earlier in the session had eliminated funding for these positions.

● Teacher retirement contribution rates are set at 4.81 percent in FY11 and 6.49 percent in FY12, not including the 5 percent employee share. 

● The VPSA technology grant program is restored (it was eliminated in the introduced budget).  Grants of $26,000 per school and $50,000 per school division will be available from the issuance of $57.6 million in FY 11 and $57.8 million in FY 12 in equipment notes.

● The SOQ funding formula is changed to “save” the state about $92 million of year by eliminating funding for leases, rental equipment and travel; changing the methodology for accounting for federal funds (the federal “deduct”), and changing the way the linear weighted average is calculated.  On the latter issue, the linear weighted average already produces a conservative average which is then used to determine how much the state will recognize as costs.  The changes make the average even lower, and even more out of line with the costs paid in the majority of school divisions.

● Funding is restored for the Commonwealth Center for Children & Adolescents in Staunton (the introduced budget proposed closing the center).  

● Use a 15-year cycle for replacement of school buses, thus saving the state about $10 million a year.

● Reduce textbook funding by one-third (about $16 million reduction in FY11 and $18 million in FY12).

● Allow flexibility in staffing by increasing allowable class size by one student and waiving temporarily a variety of staffing standards for specific programs (language amendment; does not affect state funding).

Other aid to education

Cooperative extension.  Reduces funding by $1 million in FY12, and requires a strategic plan be developed in FY11.

Aid to local libraries.  Reduces funding by an additional 5 percent a year.

Arts. Reduces funding for the Commission for the Arts by an additional 15 percent a year.

Public broadcasting. Reduces funding by an additional 15 percent a year.

Compensation Board

The Compensation Board will produce locality- and officer-specific numbers on March 26.  The board has produced a summary of changes in the budget, which are posted on VML’s Web site.  The budget does not use communications tax revenues to restore funding for constitutional officers.  More on the communications tax issue will be covered in the upcoming detailed Legislative Bulletin. 
Health and Human Services

The budget contains contingent funding of $370.4 million for the biennium in enhanced Federal Medical Assistance Percentage funds.  The anticipated federal funding would mitigate the reductions of $360.2 million for the biennium in the adopted budget.  Much of the contingent funding would restore funding for providers, and would add 250 waiver slots for the intellectually disabled beginning in FY11.

Planning district commissions

State funding is reduced by an additional $256,003 each year.

Compensation and benefits

Includes language allowing political subdivisions (including school boards) to require employees to pay a portion or all of the required 5 percent employee contribution to retirement.  Current state employees will not be required to contribute to their retirement.  Legislation passed during the session requires state employees to pay. 

Establishes a workforce transition act for local governments, similar to that available to state employees.  Savings are realized only if positions are eliminated or held vacant for at least three years. The program is the same as included in the introduced budget; details will be provided in the next bulletin. 
