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Analysis:  Proposed amendments to FY2012 budget; the proposed 2012-2014 budget

This bulletin summarizes the major proposals of interest to local governments in both the FY2012 “caboose” budget, and the proposed 2012-2014 budget.  An overview of the budgets is first, followed by more details on individual items within agency budgets, including links (when possible) to the budget document.  VML budget staff contacts are listed for each area as well.


This document is lengthy as it covers both the caboose bill and the bill for the next biennium.  These links below may help you navigate more quickly.
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Overview and introduction to HB/SB 30 (2012-14 biennium) and HB/SB29 (2012 “caboose” budget)
VML staff contact: Neal Menkes (nmenkes@vml.org)
Gov. Bob McDonnell introduced on December 19 his “legacy” budget to a joint meeting of the Senate Finance, House Appropriations and House Finance Committees.  This is the only budget that his administration both develops and administers before leaving office in January 2014.  The purposes, policies and programs included in the budget proposal are the metrics by which his administration will be measured.  In his speech to the legislators, the governor identified five core objectives:

· Prioritize spending on ideas and policies that promote job creation, economic development and entrepreneurship;

· Invest in programs that make government more efficient, effective and accountable;

· Adequately fund key budget areas that lay the foundation for the future;

· Solve specific big problems like the pension system and transportation maintenance; and

· Build up cash reserves to help weather the impacts of adverse economic events.

Of particular interest to local governments are McDonnell’s actions to reduce the “Local Aid to the Commonwealth” budget cuts from $60.0 million a year to $50.0 million and $45.0 million in FY 2013 and FY 2014, respectively.  Also, cities and towns with qualifying police departments will support the governor’s proposal to continue the $172.4 million a year of state financial assistance in the new biennium.  The amounts to be distributed to each locality under the “599” program will equal the amounts allocated in FY 2012.  

Budget assumes continued economic growth


For the new biennium, the McDonnell administration projects general fund revenues growth of 3.3 percent in FY 2013 and 4.5 percent in FY 2014.  These figures are based on improved economic performance in this fiscal year and last.  Total general fund revenue collections rose 5.8 percent in FY 2011, ahead of the official forecast of 3.5 percent.  In this fiscal year, total revenues are, thus far, increasing by 5.9 percent, ahead of the official estimate of 3.7 percent.     

The economics behind the governor’s budget are also based on the advice provided by the Joint Advisory Board of Economists and the Governor’s Advisory Council on Revenue Estimates.  The economists project personal income to grow by 3.7 percent in FY 2013 and 4.2 percent in FY 2014.  Employment is expected to modestly increase by 1.2 percent for the remainder of this fiscal year and by 1.0 percent in the next year.  

In terms of revenues, the improved economics are expected to result in solid gains in individual income tax collections (3.5 percent in FY 2013 and 5.0 percent in FY 2014), and in sales tax collections (2.8 percent in FY 2013 and 3.4 percent in FY 2014).  These two revenue sources account for over 80.0 percent of all general fund revenues.

Overall budget continues to grow

The McDonnell budget weighs in at $85.7 billion for the biennium.  This breaks down to $51.1 billion in non-general fund spending and $34.5 billion in general fund spending.


Non-general fund items include money from federal grants for programs like Medicaid, institutional revenue paid with patient fees at mental health institutions and teaching hospitals as well as college tuition and fees, transportation taxes, unemployment insurance dollars, and the master tobacco settlement agreement fund.


The $34.5 billion of general fund spending is almost 8.0 percent greater than this biennium’s general fund spending, but is roughly $1.0 billion less than general fund dollars appropriated in the 2006-08 biennium.


This budget includes $882.4 million in budget cuts, which is significantly less than the $3.2 billion slashed in the 2008-10 biennium and the $2.2 billion of reductions in the 2010-12 biennium.  The bulk of the proposed reductions are targeted in health and education.  Unlike previous budget reductions, there are no federal stimulus dollars to cushion the impacts.

	Agency
	Title
	Biennial Reduction*

	Dept. of Medical Assistance Services
	Withhold inflation from hospital rates; capture savings from federal bonus payment; continue indigent care reductions for teaching hospitals; reduce income limits for optional long-term care eligibility group; maintain nursing facility rates
	($404.9)

	Direct Aid to Public Education
	Eliminate funding for nonpersonal inflation; modify federal revenue deduction calculation; adjust nonparticipation rate for Preschool Initiative; remove cost of competing adjustment funding for support positions.
	($363.8)

	Secretary of Education
	Remove public broadcasting funding
	($7.2)

	Other targeted reductions
	
	($23.1)

	2%/4%/6% reduction plans
	190 different reduction actions
	($83.6)

	TOTAL REDUCTIONS
	
	($882.4)

	*$s in millions; numbers rounded



McDonnell’s spending plans reflect the priorities he articulated to the General Assembly’s money committees.  A $300.0 million deposit will be made to the Rainy Day Fund, and the Federal Action Contingency Fund will be bumped up to $50.0 million.  These two actions and his proposed $31.4 million unappropriated balance will build up the state’s cash reserves.  


The VRS budget amendments will reverse the actions taken in this biennium to prop up the general fund budget through a diversion of retirement contributions.  The amendments, in effect, return retirement funding to more traditional levels.  The governor will also propose additional transfers and dedications of general fund revenue for transportation maintenance.  These two actions deal with his commitment to fix specific big problems.


As for K-12 education, Gov. McDonnell proposes $438.0 million in new state funding.  Most of these dollars will be used to shore up the teacher retirement fund.  It is unclear if this spending counts as “classroom dollars.”


The chart below shows where the governor proposes to spend general fund money.  Just seven programs account for over 80.0 percent of the general fund.  However, these budget drivers have decidedly different growth rates.  According to the Department of Planning and Budget, for the ten-year period ending in FY 2014, public education will increase by 27.2 percent or an average of 2.7 percent a year.  Higher education and mental health services will increase 30.1 percent and 35.8 percent, respective over these ten years.  Medicaid is the spending rocket, and is projected to increase by 103.2 percent.  Corrections services, in contrast, will increase by less than 22 percent over this decade. 
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Introduction to HB/SB 29 (Caboose Bill)


The caboose bill has a normal shelf life of 2-3 months.  The bill’s purpose is to provide the governor and the General Assembly one final opportunity to adjust revenues and spending in the closing months of a biennium.



Gov. McDonnell proposes a net general fund reduction of $157.9 million and a net increase in non-general fund appropriations of $954.0 million.  If approved by the General Assembly, total appropriations for the 2010-12 biennium will increase by 796.2 million to $81.6 billion.


The general fund change comprises spending increases of $145.9 million and $303.8 million in budget reductions, resulting in a net decrease of $157.9 million.


The largest spending increase is the $67.2 million deposit to the Virginia Transportation Infrastructure Bank.  The “bank” is to provide direct loans to private and governmental entities to construct and maintain transportation infrastructure and transit systems.  The next largest appropriation is $30 million for the Federal Action Contingency Trust Fund (FACT) to help the state prepare for future federal spending cuts. 


Localities will be interested in the proposed $4.6 million in additional support for per diem payments to local and regional jails, $3 million for next year’s presidential primary (of which $2.7 million is to reimburse localities), and $2.1 million to adjust sales tax revenue for public education.


As for spending cuts, the largest is the $114.0 million removal of funding set aside as reserve for the anticipated mandatory deposit to the state’s Rainy Day Fund.  Some $90.4 million is proposed to be cut from Medicaid.


There are also several cuts to public education, including $32.6 million to update lottery proceeds, $5 million to update Fall Membership and Average Daily Membership enrollment counts, and $3.1 million to update costs of incentive and categorical programs.  These reductions are driven by formula and not by new policies.  


Comprehensive Services for At-Risk Youth and Families is slated for a $24.8 million decrease to take into account caseload decline and service changes made by local governments (more community-based services, fewer residential placements).


The almost billion dollar increase in non-general fund spending is tied to bond proceeds for VDOT’s construction program.  The General Assembly approved last session a multi-billion bond package for transportation. 
HB/SB 29 (FY2012, the current year budget)

The following is a summary of items contained in HB/SB29, the budget bill to amend the current year budget (FY12) that ends June 30, 2012.  This “caboose budget” makes changes to the final months of the final year of the two year biennium.  
State aid and transfer payments to local government

VML staff contact:  Janet Areson (jareson@vml.org) 

State assistance to local law enforcement (HB 599).  No changes in this fiscal year to the level of funding approved by the 2011 General Assembly ($172.4 million).  The FY12 distribution numbers can be seen here.

Tennessee Valley Authority (TVA) payments. Aligns appropriation for distribution in accordance with the Governor’s economic advisory council’s revenue forecast; this increases the appropriation  for payments in lieu of taxes by $6,000, bringing the total distribution to $1.27 million for this year. (Item 255)

Rolling Stock Taxes.  Aligns appropriation for distribution in accordance with the Governor’s economic advisory council’s revenue forecast; this decreases the appropriation for rolling stock taxes by $300,000, bringing the total distribution to $5.9 million for this year. (Item 255)
Administration

VML staff contacts:  Janet Areson (jareson@vml.org), Mary Jo Fields (mfields@vml.org) 
Compensation Board


Jail per diems.  Adds $4.6 million to support the actual number of state prisoners in local or regional jails during this fiscal year (. (Item 67.30)

Delayed jail openings.  Saves $1.4 million in state funds because of the delayed opening of jail expansions in Loudoun County and Pittsylvania County. (Item 67.20 M.)
Elections Administration


Presidential primary funding.  Adds $3 million to pay for the March 6, 2012, presidential primary.  Of this amount, $2.73 million can be used to reimburse localities for expenditures associated with the primary and up to $270,000 may be used to cover costs incurred by the State Board of Elections. (Item 470 J.)

Community and Economic Development

VML staff contact:  Neal Menkes (nmenkes@vml.org) 

Virginia Tourism Authority

Tourism Promotion.  Provides an additional $250,000 to attract and promote an international tourism event.  The money supplements a $1.0 million appropriation already in place in FY 2012.  (Item 120 F.) 

Department of Housing and Community Development


Fort Monroe Authority.  Provides an additional $2.6 million to address less than anticipated revenue from residential and commercial property on the Fort, the loss of federal financial support, and capital and maintenance improvements.  The amendment bumps up total general fund spending in FY 2012 to $4.5 million.  (Item 120 F)
Federal Action Contingency Fund 


Trust fund.  Allocates $30 million in FY12 to capitalize a Federal Action Contingency Trust Fund to help prepare the state for federal spending reductions. (Item 470 K.) Additional appropriations are included in the biennial budget.

Education
VML staff contact:  Mary Jo Fields (mfields@vml.org) 

Direct Aid to Education.  Reduces funding by $20.4 million in FY12 (reduction of $39 million in general fund and increase of $18 million in lottery funds). The reductions primarily reflect changes in average daily membership projections and participation. (Item 132)  The Superintendent’s memorandum explains details. 
Line of Duty 
VML staff contact:  Mary Jo Fields (mfields@vml.org) 


Eligibility work group.  Language requires the Secretaries of Finance and Public Safety and the Governor’s Chief of Staff to convene a work group, to be appointed by these officials, to review the process for determining eligibility. The purpose is to look at cost efficiencies and determining a fair and equitable division of responsibility between the state and localities for Line of Duty Act costs. The study is to be completed by July 1, 2012. (Item 258 G)

Health & Human Resources
VML staff contact:  Janet Areson (jareson@vml.org) 
Comprehensive Services Act for At-Risk Youth and Families


Caseload and use changes.  Reduces state appropriations by $24.83 million to reflect the anticipated reduction in caseload and caseload expenses.  Program costs have been declining for the past three years due to localities using more community-based programs and using fewer residential programs.  The caseload has seen less growth as well; the forecast shows minimal increases in expenditures for the current year and the next biennium.  This reduction does not restrict funding for eligible children or families in the program. (Item 274)
Transportation

VML staff contacts:  Neal Menkes (nmenkes@vml.org), Joe Lerch (jlerch@vml.org)


State Transportation Infrastructure Bank. Transfers $67.2 million in year-end general fund surplus to the Virginia Transportation Infrastructure Bank (VTIB). The VTIB was created as part of the Governor’s 2011 omnibus transportation legislation to provide direct loans to private and governmental entities for the construction and capital maintenance of the state’s transportation and transit infrastructure. Up to 20 percent of the VTIB funds are available as grants to localities, with the remainder available as low interest loans to private or public entities. In order to be eligible for grants, local governments must demonstrate that the specified project cannot be financed on reasonable terms or would otherwise be financially infeasible without the grant.

The bank was capitalized initially with $32.7 million in general fund appropriations and $250 million from the Commonwealth Transportation Fund. (Item 452 G)


Industrial Access Road Funds. Reduces by $1.5 million in FY2014 funds available for constructing, reconstructing, maintaining, or improving access roads and railroad tracks within counties, cities and towns for economic development sites. Current level funding is $7 million per year. (Item 455 B)
HB/SB 30, the proposed 2012-2014 budget

The following is a summary of proposed actions to take place in the budget that will begin July 1, 2012.  As with HB/SB29, this summary begins with state assistance to local government and then is generally organized by secretariat (administration, education, etc.).  Everything outlined here is a proposal – the General Assembly will review and make its own changes to this proposal before it becomes law.

State aid and transfer payments to local governments

VML staff contact:  Janet Areson (jareson@vml.org)
State assistance to local law enforcement (HB 599).  Maintains the FY2012 funding level of $172.4 million during FY 2013 and FY 2014.  The Code of Virginia states that the program’s funding growth is tied to the anticipated rate of growth in the state general fund, which is projected to grow at 3.3 percent in FY 2013 and 4.5 percent in FY 2014.  The proposed level of funding does not meet the Code requirements. (Item 395)
Recordation Taxes.  Maintains the $40 million in funding each year of the biennium. (Item 265)
Tennessee Valley Authority (TVA) payments. Reduces funding level by $70,000 from the current year, to $1.2 million for each year of the biennium. (Item 265)
Rolling Stock Taxes.  Maintains the FY 2012 funding level of $5.9 million each year of the biennium. (Item 265)
Communications Sales and Use Tax.  Reduces the funding level to $440 million each year of the biennium, a reduction of $20 million from the FY 2011 and FY 2012 levels. (This used to appear under Taxation.) (Item 265); Also, transfers $114,775 in sales and use tax revenues each year to the Department of Taxation to pay for administering the tax (Section 3-1.01 CC.)
ABC profits/wine taxes.  Although the Code of Virginia still authorizes the sharing of ABC profits/wine taxes with local governments, the state no longer shares any proceeds with local governments.

Sales tax on fuels in certain transportation districts.  Increases the estimated amounts for distribution to $78.6 million in FY 2013 and $79.8 million in FY 2014 (from $62 million in FY 2012) from the additional sales tax on fuel in localities affiliated with the Northern Virginia Transportation Commission and the Potomac Rappahannock Transportation Commission. (Item 265)
Rental vehicle tax distribution.  Increases the amount of rental vehicle taxes distributed to localities by $3 million from the FY12 level, to a total of $36 million each year of the biennium. (Item 265)
Administration
VML staff contact:  Janet Areson (jareson@vml.org), Mary Jo Fields (mfields@vml.org)
State Compensation Board


Sheriffs’offices.  Restores $7.37 million each year in funds that were initially reduced in the last biennium as a result of failed legislation to establish a Public Safety Fund fee.  (Item 68)
State Electoral Board


Compensation of Electoral Boards. Decrease of $160,686 to eliminate the current state supplement currently given for counties with towns. (Item 88 B, wording pertaining to a supplement based on the number of towns in a county is deleted.) The executive budget document notes:  “Localities can supplement the state's compensation.” 

Reduced printing and mailing costs.  Eliminates funding for printing and mailing absentee and voter registration applications to localities ($77,290 each year).  Instead, the state will make electronic copies of the applications for localities to print as needed (and localities will incur the costs). (Item 87)
Compensation and benefits

VML staff contact:  Mary Jo Fields (mfields@vml.org)


State employee retirement rates. Sets 8.76 as the employer retirement rate contribution rate for state employees. (Item 468 G 2). Establishes a group life insurance rate of 1.19 percent-0.71% employee and 0.48% employer. (Item 468 I 2).  Teacher retirement is covered under Direct Aid. The VRS Board of Trustees certified a state employee contribution rate of 13.07 percent; the rate certified by VRS for group life insurance was 1.32 percent-0.79% employee and 0.53% employer.

State employee bonus. Funds a three percent bonus for state employees effective Dec. 1, 2012 provided agency savings are achieved and other criteria are met. (Item 468 N)


Constitutional officers/employees.  Bases the state share of retirement costs for constitutional officers and employees on the lower of either 2.33 percent or the rate for the local political subdivision.  (Item 75 Q)  No locality has a rate lower than 2.33 percent; this policy action simply lowers state contributions to retirement for constitutional officers and their employees. Note also that state law requires that enhanced benefits be granted sheriffs deputies; these enhanced benefits drive up the cost of retirement, but the state pays very of that mandate.  


Local retirement rates. No amendment to change the payment of member contributions for Plan 1 employees.  (Item 468 K)


Line of Duty Act.  The Department of Accounts includes no changes for this program (changes could depend on recommendations made by the workgroup called for in the FY12 caboose budget proposal). The budget includes $1.7 million each year to pay state costs associated with the line of duty act (Item 469 I). 

Community and Economic Development

VML staff contact:  Neal Menkes (nmenkes@vml.org) 


Gov. Bob McDonnell told legislators that the state “must prioritize spending on ideas and policies that promote job creation, economic development and entrepreneurship.”  The information below describes his initiatives of greatest interest to local governments.  

Department of Agriculture and Consumer Services

Governor’s Agriculture and Forestry Industries Development Fund.  Provides $1 million in each year for the fund to attract economic prospects involving agriculture and forestry operations to locate or expand in Virginia.  Of these amounts in each year $250,000 will be used to improve local economic development efforts related to agribusiness.  The Fund appears to be modeled after the Governor’s Development Opportunity Fund, and would require the General Assembly to enact enabling legislation.  The Fund may be used for public and private utility extension; road, rail, or other transportation access; site work; construction of publicly-owned buildings; training; grants or loans to industrial development authorities; or anything else permitted by law.  (Item 93)


Fees.  The budget bill proposes three fee increases to save general fund dollars or to increase services.  The affected agency programs include the weights and measures program ($1 million non-general fund each year; a per device inspection fee not to exceed $8 per device Item 97); annual food inspection fees for businesses that process, manufacture, store, or sell food ($223,420 non-general fund each year to reflect a $20 increase Item 98); and laboratory fees for poultry testing ($48,962 non-general fund each year for testing related to avian influenza and other diseases Item 94).
Economic Development Incentive Payments

Base Realignment and Closure Commission Recommendations.  Provides $7.5 million in FY 2013 to assist localities with infrastructure, environmental clean-up, workforce training, and other items related to the military’s realignment of bases.  Priority is first given to any locality with a master jet base.  (Item 105 J)


Major Employment and Investment Projects.  Proposes $2 million in FY 2013 to assist political subdivisions in the performance of site and site development work for prospective Major Employment and Investment (MEI) Projects as defined in § 2.2-2260, Code of Virginia.  The Virginia Economic Development Partnership will give consideration to those grant applications that promote regional revenue sharing and identify strategic targets and select sites that are compatible with strategic targets.  (Item 105 K)
Department of Housing and Community Development


Industrial Site Revitalization.  Proposes $3 million each year for the Virginia Removal or Rehabilitation of Derelict Structures Fund.  The Fund provides grants to localities to acquire, demolish, remove, rehabilitate, or repair derelict structures.  (Item 109 J)

Virginia Main Street Program.  Provides $500,000 each year for the Main Street Program to promote economic and physical revitalization of historic downtowns and neighborhood commercial districts.  (Item 109 K)

Virginia Enterprise Zone Program.  Decreases funding for the program in each year by $1.5 million, cutting the total appropriation for the Enterprise Zone Program to $14.4 million.    In FY 2011, the agency was able to pay 100 percent of all eligible claims.  Prior to that year benefits were pro-rated because of insufficient resources. (Item 110)

Fort Monroe Authority (FMA).  Proposes $6.2 million in FY 2013 for the state’s share of the estimated operating costs of the Authority.  (Item 109 H)

Homeless Assistance.  Provides $500,000 in FY 2013 to provide rapid re-housing assistance to move homeless persons out of shelters and into permanent housing as quickly as possible.  The initiative is consistent with the Homeless Outcomes Advisory Committee’s recommendations.  (Item 108 D)
Virginia Economic Development Partnership

Regional Collaboration.  Provides $500,000 in FY 2013 as targeted incentives to encourage regional economic development offices, institutions of higher education, and other private or public sector entities to develop specific economic development plans and strategies.  (Item 123 N)

Brownfields Restoration.  Reduces funding for the Brownfields Restoration and Economic Development Fund by $371,366 each year.  The Fund provides grants to address environmental problems or obstacles to reusing brownfield sites and to promote the sites.  (Item 123)
Virginia Tourism Authority
Local and Regional Tourism.  Provides $1 million in FY 2013 and $2 million in FY 2014 for grants to regional and local tourism authorities and other tourism entities to promote tourism attractions and events.  This is a boost of $575,000 a year over previous levels.  The grants must meet specific criteria, including a 3:1 return on investment on leveraged funds.  (Item 129 F)  

Advertising and Marketing Funds.  Proposes $3.1 million in each year to supplement appropriations to promote Virginia’s tourism industries through an enhanced advertising campaign.  At least $1 million each year is reserved for a cooperative advertising program to partner with private sector tourism businesses.  (Item 129 K)
Education

VML staff contact:  Mary Jo Fields (mfields@vml.org)

Direct Aid to Education


The big picture.  Total state funding (general and non-general fund) increases by $195.2 million in FY13 and by $243 million in FY14 (from the total direct aid amount in the adopted budget for FY12). 

The spending increase is driven by higher retirement, group life, and health insurance rates for teachers and other school personnel. These higher rates will cost the state an additional $170.9 million in FY13 and $171.5 million in FY14.  State reimbursement is based on state-funded positions and state-recognized salaries. The local share, based on current staffing, would be about $303 million in FY13 and $304 million on top of that in FY14.

Here are some details, which are included in Items 138 and 139 of the budget. This explanation, however, is drawn primarily from the Superintendent of Public Instruction’s memoranda on the proposed budget. 


Teacher retirement/fringe benefit rates.  Sets an employer retirement contribution rate of 11.66 percent for teachers (the current budget funds a 6.33 percent rate).  (Item 468, G2)  This rate is lower than the 16.77 percent rate certified by the VRS board last October. The difference is that the governor uses an 8 percent investment return assumption, while the VRS board uses a 7 percent return assumption. The General Assembly traditionally has used the 8 percent rate. The board certified a group life rate of 1.32 percent and a health insurance credit for teachers at 1.19 percent.

	Funded Retirement/Fringe Benefit Rates*
	FY12
	FY13
	FY14

	Teacher rate (Employer Share) 
	6.33%
	11.66% 
	11.66%

	Employee Share
	5.00%
	 5.00%
	 5.00%

	Group Life (Employer Share)
	 0.28% 
	0.48%
	 0.48%

	Group Life (Employee Share)
	 0% 
	0.71% 
	0.71%

	Retiree Health Care Credit 
	0.60%
	 1.11% 
	1.11%

	Total Retirement, Group Life, Health Insurance (employer and employee share)
	12.21%
	18.96%
	18.96%



Non personal support. Eliminates the use of an inflation factor in calculating the state share of the cost of non personal support items, which results in a reduction of $54.4 million in FY13 and $54.6 million in FY14. Non-personal support items includes recognition of the costs of health insurance, utilities and transportation, to name a few components. This policy change will mean that the state will base its reimbursements on 2010 costs. Just using health insurance as an example, nationwide, the rate of inflation for family health insurance was 9 percent in 2011 and approximately 3 percent in 2010. School divisions will be paying on a “real-time” basis. This policy shift does nothing to change what these items cost. It only decreases state support. The real inflation is $54 million a year, but the state won’t be sharing in those costs. 


Federal revenue deduct.  Increases the federal revenue deduct by including a portion of the State Fiscal Stabilization Funds in the calculation of federal revenues subject to the deduct, which results in a reduction of $54.0 million in FY13 and $54.1 million in FY14. This assumes that school divisions used at least a portion of the SFSF for personnel-hiring or retaining teachers, salary increases, bonuses, or other actions.  Some school divisions used the SFSF funds for capital or other non-recurring items, but they are affected by this policy change to the same degree as a school division that spent all the SFSF on personnel. 

Cost-of-competing supplement.  Eliminates the cost-of-competing supplement for support personnel in Northern Virginia, for a reduction of $32.2 million in FY13 and $32.4 million in FY14. Item 139 C 5 a2: the language includes funding for instructional but not support personnel.


Virginia Preschool Initiative. Provides $68 million a year for VPI.  The amount of state funding in the FY12 budget is $63 million.  The budget proposes basing participation on kindergarten enrollment instead of VEC projections on the number of 4 year-olds, and continues to reflect the traditional non-participation rate of 25 percent non-participation rate. (Item 139 C 13 4a)

Composite index update.  Updates composite index figures at a state cost of $42.7 million in FY13 and $45.0 million in FY14. Item 139 A 4a defines composite index; the funding is not broken out as a separate item.


Sales tax projections.  Projects increases in sales tax revenues, which are offset by decreases in basic aid. The net increase is $17.6 million in FY13 and $35.7 million in FY14. Item 139 includes the sales tax and basic aid distributions, but does not show the increase as a separate item. Sales tax is based on the number of school age children based on estimates developed by the Weldon Cooper Center (this is the first year that this method of distribution has been used). Item 139 B 20 and other subsections.

Lottery. Projects an increase of $14.4 million in FY13 and $19.1 million in FY14 to bring total lottery funds up to $450.3 million in FY13 and $455.0 million in FY14.  The budget also moves some programs back and forth between the general fund and the lottery account. Item 139 B 22.


Jobs for Virginia Graduates. Increase in funding of $250,000 a year.


Project Discovery.  Eliminates all state funding for the 25 Project Discovery programs. The $619,000 a year is used to help pay for Communities in Schools, described below. Funding for Project Discovery is not included in Item 138, which is where it typically would be.


Communities in Schools. Adds $1 million each year to establish Communities in Schools to support dropout prevention activities. Local matching grant of $100,000 would be required. Item 138 J


Mentoring and Hard to Staff Schools. Eliminates $839,067 in each year for the mentoring and hard to staff schools program, and redirects the funding to an increase in the Race for the GED program, an increase in state funding for summer residential governor’s schools and foreign language academies, and to provide funding for Virtual Virginia to support the statewide implementation of the required course on economics and personal finance.  The funding for the Race for the GED program will be used to offset increases in fees charged by GED testing vendors.  Funding and language relating to the mentoring and hard to staff schools is not included in Item 139; the rest of the explanation comes from the superintendent’s memo. On a policy note, this action uses funding directed at hard to staff schools for a much broader range of schools. 


Charter schools. Adds $100,000 a year to assist in the development of charter schools. Item 138 K


PluggedInVa. Provides $465,375 a year for a workforce training program offered through the eight superintendents’ regions.  The funding is redirected from an adult literacy program and from the Race for the GED program.


PSATs. Includes $913,016 in each year to pay the cost of preliminary SAT tests for tenth-graders. Item 139 C 34


Math and science education. Adds $500,000 in FY13 and $100,000 in FY14 for a pilot project to improve recruitment of math and science teachers, and adds $300,000 in FY13 and $400,000 in FY14 to establish a pilot project to recruit students to major in math and science. Item 138 N, O


School consolidation.  Provide for a fifteen year composite index hold harmless when two or more school divisions consolidate, regardless of whether or not the consolidation was the result of local government consolidation. Item 139 A 4c.1


Reporting requirements. Requires divisions to report on the percentage of the annual operating budget allocated to instructional costs, and requires the department to establish a methodology for allocating division expenditures to instructional and non-instructional costs. Item 139 B 26


The budget did not replace the one-time spending items included in the FY11 budget, for the composite index hold harmless account, supplemental support for school operating costs, and performance pay incentives initiative. About $107 million was included in the FY11 budget for these programs.  

Secretary of Education


Public Broadcasting. Removes all funding ($3.6 million in FY13 and the same in FY14) for public television, public radio and educational telecommunications.  (Funding item deleted in its entirety.  Funding would have been included under the Secretary of Education Item 130.) 


Extension service.  Removes language relating to a study of the extension division, as the study has been completed. 

Department of Education Central Office


Technical assistance.  Removes $316,000 in funding for each year that had been provided for technical assistance to localities establishing preschool programs for at-risk four-year-olds and for Virginia Views Program, a web-based career planning system for grades K‐8 provided through Virginia Tech. (Had funding been provided, it would have been in Item 131).


Academic reviews. Adds about half a million in FY13 to pay for additional academic review programs. Eliminates funding for the Partnership for Successful Schools ($180,000 each year). (Item 134)


Adds $377,812 in FY13 and $239,312 in FY14 to support performance evaluation training and to establish an advisory group to assist new applicants wishing to establish charter, virtual or college laboratory schools. (Item 137, E & F)

Other Education
Library aid.  A two percent reduction ($295,436) each year in state library aid.  Item 239 

Finance
VML staff contact:  Neal Menkes (nmenkes@vml.org) 

Department of Accounts


Partial restoration of budget cuts to cities and counties.  Reduces the amount of the budget cuts by $10 million in FY 2013 and by $15 million in FY 2014, resulting in new total cuts of $50 million in FY 2013 and $45 million in FY 2014.  The reductions in the current biennium are $60 million each year.  The current Appropriation Act deems the cuts as “necessary as a result of the downward adjustment in general fund revenues caused by the slowing of the Virginia economy.”  In the upcoming biennium, general fund revenues are projected to increase by 3.3 percent in FY 2013 and by 4.5 percent in FY 2014.  The reason stated in the Budget Bill for the reductions is “the continued slowing of the Virginia economy.”  (Item 472)


Revenue stabilization fund.  Proposes $132.7 million in FY 2013 and $166.4 million in FY 2014 to be deposited to the Revenue Stabilization Fund (“Rainy Day Fund”) in accordance with Article X, Section 8 of the Constitution of Virginia.  (Item 266)

Department of Planning and Budget


School efficiency review program.  Reduces by $15,790 each year the support for the program managed by the Department of Planning and Budget.  The remaining appropriation each year for this activity is $147,206.  (Item 271 E)  
Miscellaneous


Federal Action Contingency Fund. Allocates $20 million in FY14 to capitalize a Federal Action Contingency Trust Fund to help prepare the state for federal spending reductions. (Item 469 J) The caboose bill included an appropriation of $30 million.

Governor’s Opportunity Fund.   Allows up to $1 million from the fund to be used to in the event of shortfalls in funding for several enumerated areas, including matching federal Superfund grants, etc. (Item 469 D 6) 
Health & Human Resources

VML staff contact:  Janet Areson

Comprehensive Services Act for At-Risk Youth and Families


Caseload/funding reductions.  Reduces state funding by $12.776 million in FY13 and $9.586 million in the second year to reflect anticipated reductions in caseloads and program costs.  Program expenditures have declined over the past three years. (Item 283)

Wrap-around services in public schools. Moves this service from the mandated pool to the non-mandated pool for a state savings of $5.40 million each year.  This service was put under the mandated service pool by the State Executive Council, and is not addressed by the Code of Virginia.  Funding of $700,000 is being added to non-mandated pool to offset a part of the loss of funds. (Item 283)
Department for the Aging


Home- and community-based services.  Reduces funding by $131,853 each year (a 1.8 percent reduction) for these services provided by the 25 area agencies on aging.  Services in this category include adult day care, homemaker services, personal care, and transportation. (Item 284)

Eliminate non-state agency appropriations.  Reduces state support by 50 percent in FY2013 ($386,722) and 100 percent in FY2014 ($767,945) for a number of community-based agencies across the commonwealth that offer a variety of services and programs for older Virginians.  These agencies will be seeking other funding sources to keep their programs afloat. (Item 284)
Department of Health


Poison control center funding.  Supplants state general funds for the state’s three poison control centers with motor vehicle registration fee funds ($500,000 each year). (Item 297)

Close remaining general medical clinics.  Reduces, and then eliminates state general funding for the three remaining general medical clinics in the Alexandria, Newport News, and Norfolk health departments (reduction of $233,500 in FY2013 and $466,963 in FY2014).  These clinics will no longer accept patients and will transition current patients to either a federally-qualified health center, free clinic, or other safety net provider.  (Item 297)

Local dental services.  Closes state-supported dental clinics and expands the pilot program with remote supervision of dental hygienists (reductions of $967,944 in state funds and $696,362 in non-general funds each year). (Item 296)

Reductions to community-based organizations.  Substantially reduces or eliminates funding to a number of non-state agencies that provide a variety of health services in communities across the commonwealth, as well as three statewide associations that work with community-based health programs.  These include the Virginia Community Healthcare Association, the Virginia Health Care Foundation, and the Virginia Association of Free Clinics, as well as the St. Mary’s Health Wagon, Olde Town Medical Center, Alexandria Neighborhood Health Services, Crossover Ministry, Bedford Hospice House, Chesapeake Adult General Medical Clinic and Arthur Ashe Health Center.   (Item 297)

CHIP.  1) Eliminates appropriation of federal TANF dollars for the Comprehensive Health Investment Project (CHIP) ($500,000 each year); 2) reduces state funding of the program by two percent in the first year ($30,318) and by 50 percent in the second year ($757,946).  CHIP works with low-income expectant mothers and families with young children regarding health and developmental issues, dental health, and chronic illness management. (Item 297)

Tuberculosis prevention and control.  Replaces expiring federal funding with state funding of $49,331 each year to continue efforts to prevent, identify, and treat tuberculosis. (Item 293)

Increase environmental health services fees.  Increases fees for restaurant permits, temporary restaurant permits, and restaurant plan review fees from $40 to $60 and uses the new funding to supplant some state general funds ($454,120 each year) used to administer this program. (Item 296)

Water supply assistance grants.  Reduces state support for the Water Supply Assistance Grant program by $717,316 each year.  This will not affect obligated drinking water projects. (Item 298)

Environmental health specialists.  Eliminates 16 full-time staff members who process and issue permits for onsite sewage disposal systems and drinking water wells (state savings of $600,608 each year and $435,223 in non-general funds each year.) (Item 299)

Drinking water operations.  1) Reduces state general fund support for this office by $36,280 each year; 2) increases the maximum fee charged per connection to all public and private community waterworks from $2.05 to $3.00 to generate an additional $841,163 each year to supplant the general funds used to pay for technical assistance given by the VDH Office of Drinking Water. (Item 298 B)

Department of Medical Assistance Services (Medicaid)


Indigent care reductions.  Reduces funding by $14.955 million each year, which is a continuation of state reductions from the 2010-12 biennium for indigent care services paid to VCU and UVa academic health centers.  Language states that this mirrors the general fund impact of no inflation for inpatient services for private hospitals, plus an additional reduction for indigent care.  These hospitals will still receive the full federal share of costs.  (Item 307 3.)

Regional managed care for foster care.  Language allows the Department to seek federal authority to enroll foster care children on a regional basis – or more likely, on a statewide basis -- in the Medicaid managed care program.  The 2011 General Assembly gave authority for a foster care managed care pilot program for City of Richmond; the state determined that a regional/statewide approach was more practical to minimize service disruptions.  (Item 307, DDD.)

Mental health transition services for children.  Language increases the time period allowed for services provided by transition coordinators to support children who are leaving private residential treatment facilities for home- and community-based care, and their families.  Currently, these coordinators assist for three months before a transition and 30 days after discharge; this would increase the transition assistance period to 15 months (three months prior to, and 12 months after discharge).  The goal is to make transitions more successful, and reduce costs overall since community-based care is less costly than residential care. (Item 307 HHH.)
Department of Behavioral Health and Developmental Services

Jail diversion and reentry services.  Appropriates $2.197 million each year to community-based contractors based on need and community preparedness as determined by the commissioner (Item 315 L.)
Department of Social Services

Auxiliary grants.  Maintains current funding level for this program ($22.64 million); changes the program’s maximum rate on Jan. 1, 2012, from $1,112 to $1,136 per month (with a 15 percent differential in planning district eight).  Local governments must pay a 20 percent match for each individual from their community who uses an auxiliary grant, so the local match would increase accordingly in 2012. (Item 340 A.1.)

General relief.  Reduces state support for this program by $558,566 each year, leaving $500,000 each year.  This optional (i.e., non-mandated) program is used by localities to help people who have no other means with costs for items like medical or dental services, burial expenses, assistance for unattached children and interim assistance. The program requires a local match.   It was amended for FY2012 to serve only children in foster care, but that language is not included in the introduced budget. (Item 342)

Eligibility information systems.  Adds state funding of $6.4 million in FY2013 and $4.4 million in FY2014 along with federal funding of $44.5 million in FY2013 and $8.2 million in FY2014 to bring the current eligibility determination systems into the 21st century.  The department shall use existing resources if additional funding is necessary.  This should help local social services departments, whose staff members carry out eligibility work on the state’s behalf.  (Item 345 E.1.) 
Natural Resources
VML staff contacts:  Joe Lerch (jlerch@vml.org)

Overview


State law requires that 10 percent ($50.3 million) of the projected revenue surplus be deposited to the Water Quality Improvement Fund (WQIF) for reducing pollutants that impair the Chesapeake Bay and other state waters.  Of this amount the Governor is proposing that 90 percent ($45.3 million) would be allocated towards reimbursing localities for sewage treatment plant upgrades, as detailed below under the Department of Environmental Quality.  The remaining 10 percent ($5 million) would be allocated towards reducing pollutant runoff from agricultural activities, as outlined below under the Department of Conservation and Recreation.  Regardless of what happens in the session, the unfunded commitment that Virginia has made to reimbursing local governments for required sewage treatment plant upgrades is currently $100 million.
Department of Health


Waterworks Fee Increase. Raises the current annual operation fee of $2.05 per connection for all public and private waterworks to $3. The additional funds generated by the fee increase, $841,163 per year, would supplant state general fund support for technical assistance provided by VDH Office of Drinking water. (Item 298 B)

Department of Conservation and Recreation (DCR)


Non-point source pollution.  Transfers $5 million in year-end general fund surplus to into a subfund of the Water Quality Improvement Fund (WQIF) that is used specifically for reducing runoff pollutants from agricultural activities. (Item 360 K1)

Department of Environmental Quality (DEQ)


Suspend litter prevention & recycling grants. Suspends payments from litter taxes to the Litter Control and Recycling Fund which provides grants to local governments for litter prevention and recycling; transfers these tax payments to the state general fund instead. The resulting transfers would be $191,250 in FY2013 and $127,500 in FY2014. (Items 366 B and 3-1.01 GG).


Point source pollution.  Transfers $45.3 million in year-end general fund surplus into a sub-fund of the Water Quality Improvement Fund (WQIF) to reimburse localities for sewage treatment plant upgrades. (366 D1)

Public Safety

VML staff contact:  Janet Areson
Department of Criminal Justice Services


Criminal justice training academies.  Language states that the Board of Criminal Justice Services shall not approve or provide funding for the establishment of any new criminal justice training academy from July 1, 2012 through June 30, 2014 (the biennium).  (Item 393 1b.)

Pre-trial and community corrections grants.  Reduces by $690,342 the amount of funds available each year for discretionary grants and technical assistance to localities to develop, implement, operate, and evaluate programs, services, and facilities. Also under this item are two funding increases for areas with regional jail expansions:  Central Virginia, $112,500 in FY2013 and $225,000 in FY2014 and Southwest Virginia, $200,000 in FY2013 and $600,000 in FY2014. (Item 393 C.1.) 

State assistance to local law enforcement (HB 599).  Maintains the FY12 funding level of $172.4 million during FY2013 and FY2014.  The Code of Virginia stipulates that the program’s funding growth is tied to the rate of growth in the state general fund, which is projected to grow at 3.3 percent in FY2013 and 4.5 percent in FY2014.  As such, the proposed level of funding does not abide by the language in the Code. (Item 395)
Department of Juvenile Justice

Continue moratorium.  Continues through the coming biennium the state moratorium on the approval of, or additional funding for the state share of the cost of construction, enlargement, or renovation of a local or regional detention center, group home, or related facility.  Only emergency maintenance projects to resolve life safety issues will be considered.  (Item 408 A.)


VJCCCA reduction.  Reduces funding by $1.335 million each year of the biennium for the Virginia Juvenile Community Crime Control Act (VJCCCA), bringing the funding level to $10.379 million.  These funds are used by local governments, working with juvenile judges, court service units, and other juvenile justice stakeholders, to run a variety of programs that focus on early-stage juvenile offenders to divert them from further involvement in the juvenile justice system and to reduce recidivism among other juvenile offenders.  As in the last biennium, a total of $1.335 million each year is proposed for transfer from DJJ/VJCCCA to the Department of Military Affairs to help pay for the Virginia Commonwealth Challenge Program, a military-style residential program for youth operated through the Virginia National Guard at Camp Pendleton in Virginia Beach.  (Item 408 E.1.) and (Item 412)
Department of Military Affairs

STARBASE youth education program.  Designates $350,000 in non-general funds each year of the biennium to establish a STARBASE youth education program (a program of the U.S. Department of Defense) to promote science, technology, engineering and math learning and careers among at-risk youth in particular.  This national program was begun in 1994.  (Item 412 B.)
Transportation

VML staff contacts:  Neal Menkes (nmenkes@vml.org), Joe Lerch (jlerch@vml.org)

Overview


As part of omnibus transportation legislation - yet to be introduced - Governor McDonnell proposes to dedicate a greater portion of the sales tax and year-end surpluses to transportation.  While this approach could provide some additional funding for both maintenance and construction, it does so at the expense of the other general fund priorities such as education and public safety.  His proposal, which must be approved by the General Assembly, includes the following transfers of general fund revenue to transportation:

● Increasing transportation’s share of year-end surpluses to 75 percent.  Currently, two-thirds of remaining surpluses are dedicated to transportation after required deposits to the rain day fund and water quality improvement fund. 
● Increasing the dedicated transportation allocation of the sales tax from 0.50 percent to 0.75 percent over the next eight years.  For this biennial budget McDonnell proposes increasing the dedicated sales tax percentage to 0.55 percent, which would generate $110 million in new transportation funding for the Highway Maintenance and Operating Fund (HMOF). 
● Proposing that the first one percent in revenue growth over five percent each year be dedicated to transportation

Intercity Passenger Rail. Authorizes the Commonwealth Transportation Board (CTB) to transfer $6.7 million in FY 2013 and $19.4 million in FY 2014 from the Rail Enhancement Fund to the Intercity Passenger Rail Operating and Capital Fund (IPROC). The IPROC was created by the 2011 General Assembly because beginning in 2013 states must begin paying operating and capital costs for Amtrak intercity regional service. There is currently no dedicated of revenue for IPROC. (Item 442 D)


Maintenance Funds. Transfers annual revenues of $2.33 million each year of the biennium from the Waste Tire Trust Fund, administered by DEQ, to the HMOF. In 1989 General Assembly created the fund by enacting a $0.50 cents per tire fee on tires sold at retail. The monies were used to develop and implement a plan for the transportation and management of waste tires. In 2003 the legislature increased the fee to $1.00 per tire, beginning July 1, 2003, and running through June 30, 2011, with all extra revenue dedicated to tire pile cleanups.  On July 1, 2011, the tire fee reverted to $0.50 per new tire sold. Earlier this month the DEQ reported to the Governor and General Assembly that “…Since 2003, DEQ has utilized the additional $0.50 in tire recycling fee revenue to support the cleanup of legacy tire piles. To date, just over $14 million has been spent to recover and beneficially use over 8 million tires from these piles. An estimated 1.7 million tires remain in the 123 “known” piles at this time.” (Item 447 E)
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