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FiscaL OVERVIEW
—Frederick Church

As long as we are lucky we attribute it to our smartness; our
bad luck we give the gods credit for.
— Josh Billings

Last July’s year-end issue of this report had considerable discussion
of the size of the budget surplusin Ohio and other states. Thefeeling was
that state and local governmentswere at the peak of a5 year run of good
economic and fisca conditions. Asit turnsout, FY 1998 wasn't quite the
peak. The National Conference of State Legislatures (NCSL) recently
reported the results of its state budget survey for FY 1999. NCSL's gen-
eral conclusion was that states are in “their best financia condition in
decades.” For the 44 states that responded to the survey, aggregate end-
ing fund balances — combining the general fund and rainy day fund
balances — were $33.4 billion, or 9.4 percent of FY 1999 genera fund
spending. This is the best figure since NCSL has been tracking state
finances. Before this year, FY 1980 and FY 1998 (last year) had posted
the highest ending balances, at 9.0 percent of spending. Just asin FY
1998, in FY 1999 17 states had combined ending fund balancesin excess
of 10 percent of general fund spending. Ohio was once again one of
those 17 dtates, and was one of the 11 “billion dollar club” states, with
year-end balances over $1 hillion.

Ohio's year-end balances are not quite as high as a the end of FY
1998. Last year, Ohio’ s combined ending GRF and BSF baances amounted
to $1,947.1 million, or 13.6 percent of GRF spending, excluding transfers
and federal moneys (i.e. state dollars only), but including encumbrances.
This year, the combined ending balances were $1,883.7 miillion, or 12.5
percent of state GRF spending plus encumbrances. So Ohio is still well
ahead of the U.S. average of 9.4 percent. Ohioisalso still ahead of all its
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Note to our readers: This is Fred’s swan song. After a 12 year stint with LBO, during which he wrote the Fiscal Overview,
Tracking the Economy, and Revenue sections of this publication— in addition to forecasting the State’s revenues— Fred has
departed the capital grounds of Ohio for the scenic shores of Maryland. Thank you, Fred, for your many years of dedicated
service to the state of Ohio. Your quick wit and contribution to the multitude of tax policy issues in Ohio will be sorely missed.

Fred is now the Assistant Director of the Bureau of Revenue Estimates in the Maryland Comptroller’s Office. Good luck tracking
and forecasting revenues in Maryland!

It is a time, then, for new beginnings with our next issue. Along with the new fiscal year, we usher in a new era for Budget
Footnotes. Doris Mahaffey, another of LBO’s capable Senior Economists, will be penning the Revenues section, with Allan
Lundell, Economist, ‘Tracking the Economy’ in Ohio. Look for their bylines in future issues. Welcome aboard, Doris and
Allan, in this new capacity!
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Table 1a
Combined GRF and BSF Fund Balances as a % of GRF Sonendina (State $ Onlv)

FY 1998 FY 1999

Indiana 17.7% 19.8%
Ohio 13.6% 12.5%
Michigan 12.7% 11.2%
U.S. Average (for states reporting) 9.0% 9.4%
Kentucky 8.5% 4.7%
lllinois 6.7% 7.0%
Pennsylvania 3.6% 6.1%
Wisconsin 3.5% still in session
West Virginia 2.7% 2.6% I

neighboring states and fellow Great Lakes states, except for Indiana. A
comparison with these other statesisin Table l1a.

Asonecan seein Table 1b, below, Ohio's FY 1999 year-end GRF bd-
ance was not quite aslarge aslast year. The year-end balance shrank from
$1,084.4 million to a dill-hedthy $976.8 million. In FY 1998, GRF non-
federd revenues were $852.6 million over estimate, and GRF spending,
adjusted for the shortfall infedera grants, was $178.5 million. This$1,031.1
million deviation from the forecast explained most of the big GRF fund
balance that year. In FY 1999, non-federa GRF revenues were $327.9

Table 1b
Comparison of GRF Surplus. FY 1998 and FY 1999

FY 1999 FY 1999

Revised Original
Differences from Estimate FY 1998 Forecast Forecast
GRF Non-Federal Revenue $852.6 $327.9 $1,103.1
GRF Spending and Transfers Out ($651.3) ($314.2) ($303.7)
Federal Revenue ($472.7) ($46.6) ($432.8)
Net Spending ($178.5) ($267.6) $129.1
Net Surplus or Deficit $1,031.1 $595.4 $974.0
Ending GRF Balance (Unobligated) $1,084.4 $976.8 $976.8

million above the revised estimate, and GRF spending, adjusted for the short-
fdl infederd grants, was $267.5 million. Thisamountsto $595.4 million, far
short of the $976.8 million ending fund balance. However, abetter compari-
son here is between the final revenue and spending figures, and the original
forecasts upon which the FY 1998-1999 budget was based. Non-federal
revenues finished $1,103.1 million above the origind FY 1999 estimate.
Because the federal revenue shortfall was so huge, spending and transfers,
adjusted for thefedera shortfall, were actually $129.1 million over theorigina
forecast. The total deviation from the forecast was $974.0 million, close to
the ending balance of $976.8 million. These calculations are summarized in
Table 1b, abovel!

The $976.8 million ending GRF balance provided for atransfer of $325.7
million to the public school building fund, $90.0 million in transfers to
SchoolNet Plus and Distance Learning, a$46.4 million transfer to the BSF,
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a $221.5 million carryover baance Table 1c
for FY 1999, and a$293.2 million tax Use of Endina GRF Fund Balance. FY 1998-1999
cut. Theuses of the FY 1999 ending
balance, with a comparison to FY £Y 1998 Y1290
1998, are summarized in Table 1c. _ ,
Unobligated Ending GRF Balance $1,084.4 $976.8
TFransfers to Other Funds:

Even with respect to the revised | school Buildings ($170.0) ($325.7)
estimates, FY 1999 revenues were | Solvency Assistance ($30.0) $0.0
strong. Eight of the 12 GRF tax | Education Technology $0.0 ($90.0)
sources exceeded therevised OBM | Budget Stabilization Fund ($44.2) ($46.4)
:ﬁ:ﬁlcsr? at;roa\j(e rt?/eene;t?n\'llva?z, ﬁoéi Total Transfers ($244.2) ($462.1)
percent. Year-over-year growth in | carryover to Next Year ($138.8) ($221.5)
tax revenue was 2.6 percent.? The
tota over@ein non-federa revenue | Income Tax Cut (Transfer to ITRF) $701.4 $293.2
was $327.9 miillion, and year-over- Tax Rate Cut Percentage 9.34% 3.63%
year growth was
5.3 percent. The TABLE 1
bi ggest revenue General Revenue Fund

Simplified Cash Statement

overages were In ($ in millions)

the personal in-

come tax ($266.2 Month Fiscal Year .

miIIion), the sales of June 1999 to Date Last Year Difference
and.use tax ($55'3 Beginning Cash Balance $842.0 $1,649.0

m||||0n), the estate Revenue + Transfers $2 0040 $10 065 3

tax ($36.5 million),

and investment Available Resources $2,846.1 $20,714.3

earnings ($33.4 | Disbursements + Transfers $13335 $19201 8

million). The big- _

gest shortfalls Ending Cash Balances $1,512.5 $1,512.5 $1,649.0 ($136.5)
wereinthe Corpo- Encumbrances and Accts. Payable $535.7 $564.6 ($28.9)

rate franchise tax
($28.2 miIIion), and | Unobligated Balance $976.8 $1,084.4 ($107.6)
the public utility
excise tax ($37.4
miIIion). Combined GRF and BSF Balance $1,883.7 $1,947.1 ($63.4)

BSF Balance $906.9 $862.7 $44.2

When one looks at the original estimates, the star performers were clearly the income tax and the sales and
use tax. Theincome tax finished $207.0 million above the estimate, but that iswithout adjusting for the impact of
the 1998 tax cut. If the $627.8 million transfer from the ITRF to the GRF (89.5 percent of the total $701.4 million
tax cut) isincluded, then the total income tax overage is $834.8 million.® That and the $138.6 million in the sales
and use tax explain $973.4 million, or more than 88 percent, of the $1,103.1 million overage in non-federa
revenue with respect to the original estimate.

The news on the other side of the ledger was also good, athough not quite as striking. Spending excluding
transfers was $461.1 million below the revised estimate. Y ear-over-year spending growth was 5.4 percent.
Totd outlays, including transfers, were $314.2 million below estimate. Adjusting for the shortfal in federa
revenue, total outlays were $267.5 million below the revised estimate.*

Medicaid spending ended the year $107.5 million below the revised estimate ($231.8 million below the origi-
nal estimate), although it flirted with a much larger variance until late in the year. Through March, Medicaid
spending was $190 million below estimate and up only 0.6 percent over FY 1998. Spending for the last quarter of
the fiscal year ate up $82.5 million of that variance, and was up 13.1 percent from last year. Thiswas partly the
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result of using $34.5 million to fund
SETS pendlties, and the spending
of $69.5 million at the end of June

Medicaid Spending, FY 1988 -1999

that was originaly planned to be $6,000.0 25.0%

encumbered but not disbursed. =

Even after these events, Medic- $5,000.0 M’ 20.0%

aid spending for the year as a ¥ $4.0000 15.0% g

whole increased by only 3.4 per- ° R / / \ g

cent. S $3,000.0 10.0% <
. E $2,0000 / \/\ A 500 >

By category, Medicaid Spend- —a— grf medicaid v \

ing had very large positive and $1.000.0 4— ali 400-525 _ / 0.0%

negative variances, which partly S —4— % change (right axis) ¥ .

cancelled each other out. HMO $0.0 ———— -5.0%

ding was $152.8 million be-
Ev?eﬂ?mate, and nursing home CELSLES IS SIS SLS LY

spending was $86.7 million below
estimate. All other categories
were over estimate, including hospitals, prescription drugs, and physician services. HMO spending was not only
below estimate, but also declined significantly from last year.

Viewed from another angle, Medicaid underspending was the result of reduced participation outweighing
increasing costs per recipient. The total number of Ohioans eligible for Medicaid declined by 3.8 percent from
FY 1998 to FY 1999. Thiswasdriven by the declinein the OWF-related eligible population, which has paralleled
the decrease in the TANF rolls.

On the cost per patient side (aside from fixed fee schedule payments) Medicaid is having to pay more.
Overall medical care inflation has begun accel erating again after having declined for severa years. Prescription
drugsin particular are seeing rapid priceincreases. Also, the fact that OWF-related eligibles are declining means
that the higher-cost patients (ABD and other categories) make up alarger share of the total eligible population.
This change in the case mix increases the cost per recipient.

Most of the other categories with significant underspending were aso in the human services area. The
exception is the general government area ($108.8 million), but that is largely a function of accounting adjust-
ments, which will be discussed in the disbursements section of this report. The single biggest variance was in
TANF, which ended up $153.7 million, or 16.3 percent, below the estimate. TANF spending was actually $214.9
million below the origina estimate. Spending actually increased by 0.5 percent from last year, despite the fact
that the number of recipients fell by over 103,000, or 26.0 percent. However, once one accounts for the $75
million in federal grant money that was not appropriated, and the $55 million lapse that was assumed at the
beginning of the year, and miscellaneous other factors, total TANF underspending was about $275 million. This
is the amount that was added to the ever-growing TANF reserve.

Outside of welfare and human services, there was substantial underspending in primary and secondary
education ($37.4 million), but this was much less than in FY 1998. One reason for the lower variance was the
change in the funding structure. H.B. 650 largely eliminated unit funding for specia education and vocational
education. Unit funding had been a consistent source of underspending in FY 1998 and prior years.

InFY 1999, encumbrances actualy fell dightly from their record FY 1998 level. The state had been on apath
of encumbering more and more year-end unspent money, allowing agencies to carry over unspent dollars to the
next year for specified purposes, rather than allowing appropriations to lapse and thus adding them to the ending
fund balance (and thusto atransfer of anincreasein thetax cut). In FY 1999, there was at |east asmall reversal
in that trend, with encumbrances falling from 3.3 percent of GRF spending (excluding transfers) to 3.0 percent.
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However, if the $69.5

million in planned Med- Growth in GRF Encumbrances
icaid encumbrances had
been added to that totdl, $600.0 35%
the figure would have 55000 m 0%
been 3.4 percent, yet / -
another increase. $400.0 S~ T25% £
©“ [
3 |i\‘i\ /E/B\‘/ 120% &
Why exactly the & %3000 ~— 1L &
enciesfee theneedto | = /'/’_‘ i~
& $200.0 ’—_—‘\‘t —e— Encumbered ] °
encumber more and Amount 11.0% $
more money at year’S $100.0 —@— Encumbrances — 050
end is something of a as a % of Spending| | ™7
puzzle. In some cases, $0.0 ; ; : : : : : - : : 0.0%

Y FY FY FY FY FY F FY FY FY FY

such as Medlcald’ the 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

encumbranceissmply a

timing issue ODHS gen-

erally encumbers the final week’s Medicaid payment and actually writes the check in the next fiscal year
(athough they didn’t do that this year). In other cases, it is not clear why there has been a steady increase in
the amount of appropriations that agencies cannot spend during the fiscal year, although they find that they
need the money at year’s end.

GRF Revenues, Spending, and Surplus: FY 1989-1999 Fi na”y’ LBO noted
sinmill last year that the states
£15.000 e sy | Ded deviated from their
’ e o usua cyclicd pattern of
$18,000 4
$17,000 7 sl | :228'8 budget surpluses and
$16,000 /:é’; =4 1 54000 deficits. The old pattern
$15,000 0 1 $200'0 went something likethis:
$14,000 2z 00 statesfall short in reces-
$13,000 . :
512000 4157"/ —4— GRF Revenue 1 52000 sions, and S0 they cut
, —>— GRF Spending 1 spending, raise revenues,
$11,000 T—# ~ Surplus (Deficit) - right axis (3400.0) and uses the rainy day
$10’OOO T T T T T T T T T T ($6000) )
FY FY FY FY FY FY FY FY FY FY FY fund (if any). When the
1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 €conomy recovers, stete
forecastersarestill very

cautious, and the state
begins to run budget surpluses. Eventualy forecasts start to catch up with the new economic reality, and the
executive and legidative branch become more aggressive in either increasing spending or reducing revenuein
response to the surplus. Eventually the economy slows again, often catching forecasters at least somewhat
unprepared, and the state once again falls into a deficit. So, a graph of budget deficits and surpluses tends to
follow a sine-wave pattern.

However, in FY 1998, the continued growth in the incometax pushed Ohio and other states away from this
pattern. Although Ohio’s GRF surplus had been gradudly shrinking through FY 1997, it resumed growing again
in FY 1998. The chart above shows that, on a current operating basis, under our particular definition, the GRF
surplus did shrink somewhat in FY 1999.° Once all transfers other than liquor profits are backed out, GRF
revenues exceeded spending by $368.3 million, less than haf of the $770.1 million amount for FY 1998. Given
thisfact, it is somewhat surprising that the ending GRF fund balance end up being amost as large at the end of
FY 1999 as at the end of FY 1998. The GRF had a high enough carryover balance that a large operating
surplus was not required for alarge ending balance. Q
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TRACKING THE EconomY
—Frederick Church

The current economic news is being dominated by fears of inflation. There is amost ceaseless speculation
about what the Federal Reserve will do to the target federal funds rate and the discount rate at its next meeting
(August 24M). Long-term interest rates are aready rising: the national average 30-year fixed-rate mortgage
ticked up to 8.08 percent in early August.® This is the first time mortgage rates have exceeded 8 percent since
June of 1997. The stock markets continue to fall in reaction. For example, the Dow Jones Industrial Average
(DJA) closing value fell by 563.9 points, or 5.0 percent, in the roughly two-week span from July 16™" through
August 2'9. Technology stocks have been hit particularly hard by interest rate fears. Over the same period that
the DJIA lost 5 percent, the NASDAQ composite index lost 8.4 percent of its value.

In the short run, one can point to particular news releases and events as a source of the renewed concern
about inflation. First, Chairman Greengpan’s commentsin his July 23 testimony to the House Banking Commit-
tee were interpreted as a sign that the Federal Reserve was once again seeing inflation as an imminent threat.’
Second, the July U.S. employment report was very strong. The unemployment rate held steady at 4.3 percent,
hourly wages rose faster than at any time since January, and the economy added a higher-than-expected 310,000
nonfarm jobs. Third, data showing wage increases and a productivity slowdown suggested that inflationary
pressure through the labor market was re-emerging.

For some investors, the gain in nonfarm employment was the most troubling aspect of the report. Most
economists had predicted gains in the range of 200,000 to 230,000 new jobs, well below the actud figure. The
report revived fears that the economy is on the brink of overheating. After months of decline, manufacturing
added 31,000 jobs in July, only the second increase in factory employment since March 1998. Mot of the
increase was concentrated in durable goods, where, according to analysts, employers took on new workers to
boost their inventories. The other growth sector was retailing. Retail employment grew by 91,000 jobs. So far
this year, retail job-growth has averaged about 51,000 a month, about twice the monthly average for the same
period in 1998. The July gain was amost double the CY 1999 average, or amost four times as much asthe CY
1998 average.

For other investors, the biggest
warning sign was from the wage data.
Average hourly wagesin July roseto | 6.0%
$13.29 from $13.23in June, asix-cent | 5.9 o/
increase. That compares with afive- 4o M
cent gain in June and a four-cent in- | " W /_/_\/\/\,
crease in May. Over the last three | 3.0% \\_/A /'*/\./‘
months, hourly earnings have risen at
an annua rate of 4.6 percent, well
above the 3.8 percent July-to-July in-
crease. In addition, the employment | 0.0% v O WageandSalary |
cost index (ECI) showed employment
costsincreasing by 1.1 percent in the f&kgﬁ@&@fﬁ gﬁ‘@fﬁ @‘&gﬁ&&k
second quarter, compared with 0.4
percent in the first quarter. The ECI
iswidely considered to be the most comprehensive and perhaps the best measure of wage and benefit costs to
employers. However, a closer examination of the ECI makes it unclear if the second-quarter figure is more a
bellwether of change or afluke. In the first quarter, the ECI increase was a surprisingly low 0.4 percent. When
thefirst and second quarter figures are examined together they do not necessarily suggest increased inflationary
pressures. If one looks at the ECI’ s year-over-year increase through the second quarter, it comes out to 3.2
percent, which isonly very dightly higher than the 3.0 percent year-over-year increase through the first quarter.

ECI Year-Over-Year Growth, 1989-1999

2.0%

—e—ECI - Total Compensation| |

1.0%
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The year-over-year increase through June 1998 was 3.5 percent, and it was not a harbinger of an acceleration
ininflation through FY 1999.

Along with the increase in the ECI and in hourly wages, productivity growth sowed in the second quarter of
CY 1999. Nonfarm business productivity, which measures workers' output for each hour worked, increased at a
1.3 percent annual rate in the second quarter, slower than the first quarter’s 3.6 percent pace. The productivity
numbers are watched as an indicator of inflation, because increases in productivity mean that wages and ben-
efits can increase without putting upward pressure on output prices.

Asaresult of theincrease in wages and the dowdown in productivity growth, unit labor costs (the amount of
money employers pay in wages and benefits for each unit of output) increased by 3.8 percent in the second
quarter after rising only 0.8 percent in thefirst quarter. Thiswas the fastest rate of increasein ayear-and-a-half.
Even so, the year-over-year increase in unit labor costs was only 1.4 percent.

The financia markets are clearly placing a lot of emphasis on the second-quarter results: a strong labor
market, increasing wages and labor costs, dowing productivity growth. They fear that the Federal Reserve will
see these as signs of a possible spurt in inflation and act to pre-emptively increase short-term interest rates.
Long-term interest rates are aready rising due to inflation expectations, and the equity markets are declining in
response.

The question is: are financial U.S. Unemployment Rate vs. CPI Inflation, 1970-1998

markets over-reacting? Are the
16.0%

second quarter data releases the

. % ——U.S. unemployment rate | |
mark of a new trend, or a blip? | 14.0% (annual avg)
Are the more modest year-over- | 12.0% —&— CPlinflation rate (all [
year growth figures a more reli- | 10.0% \S(—\ items) |
able indicator? 8.0%

g /\>€/\ I~
It may bethat thefinancia mar-

kets reaction to the latest eco- 4.0%

nomic dataisthe manifestationof | 2% W

a more deep-seated feeling, 0.0%+— T T T rrrr T T
namely that the times cannot con- LS P FLLFLISFSLSPSSS LS
tinue to be this good without an
increase in inflation and atighten-
ing by the Federa Reserve. In a sense, the markets are waiting for economic data to confirm a prior theory.
Many economists have been surprised that GPD growth could be so high for so long, and that the unemployment
rate could be so low for so long, without an increase in inflation.

We have discussed NAIRU theory in this space before and will not undertake an exhaustive review of it
here. Sufficeit to say that earlier in this expansion, many economists did not believe that the U.S. unemployment
rate could drop below 6 percent for any length of time without an increase in inflation. These economists have
been confounded by the fact that the unemployment rate has now been below 6 percent for 59 consecutive
months. That's not a typo — five years of unemployment below 6 percent. When it became clear that the
unemployment rate was going to stay below 6 percent and inflation was not about to spin out of control, NAIRU
theorists set the new target at 5 percent. The unemployment rate has now been at or below 5 percent for 28
consecutive months — more than two years.

Some analysts believe that the financial markets' revived fears of inflation are overblown. DRI’ s June 1999
summary of the U.S. economy led with an article titled “Inflation: The Phantom Menace.” The author, David
Wyss, stated that for the longer term DRI expects:

(i) the coreinflation rate to decrease;
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(i) therate of increase in the ECI to slow;
(ili) productivity growth to remain strong.

The WEFA Group aso sees CPI inflation of only 2.2 percent to 2.4 percent over the next few years. Thislow
inflation would be good news for the U.S. economy. However, it does not mean that, if this forecast comestrue,
the stock market will necessarily rebound and resume growing soon. DRI also believes that the stock market is
overvalued, and that big investor reactions to minor economic news may be based on the redlization that current
prices are very fragile.

It is worth remembering that as we wrapped up FY 1998, we were also writing about short-term turmoil
roiling the financial markets. Last year, it was the economic/currency crisisin Asiaand disappointing corporate
earnings that had investors unsettled. This year it's mortgage rates, wage inflation, fears of overheating, and
concern about the actions of the Federal Reserve. The turmoil at the end of FY 1998 made many people forget
or dismiss the extraordinary performance of the U.S. economy in FY 1998. Professional forecasters reduced
their estimates of income and GDP growth, and worried about recession. The stock market dove, beginning on
July 17, In spite of these things, the U.S. economy had another exceptional 12 month run through FY 1999.
Short-term pessimism has been easy to sdll, but it has not yet borne long-term fruit. QO
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Status of the General Revenue Funad
REVENUES

— Frederick Church

Torecap information presented
in the Fiscal Overview section,
non-federal GRF revenues were
$327.9 million above the revised
estimatein FY 1999, and $1,103.1
million abovethe origind estimate.
Whether one uses the original or
revised estimates, the biggest
overages were in the income tax
(if one includes the ITRF trans-
fer) and the salesand usetax. The
income tax was $266.2 million
above the revised estimate, and
$834.8 million above the origind
estimate ($207.0 millioninincome
tax collections and $627.8 million
in ITRF transfers). By LBO’s
caculation, baseline income tax
collections (factoring out law
changes, adding back losses due
to the tax cut) grew by “only” 7.6
percentin FY 1999, as opposed to
14.4 percent in FY 1998. How
could collections plus ITRF trans-
fers be so much higher than the
origina forecast with an “ordi-
nary” growth rate (this was ap-
proximately the average annual
growth in collections in the pre-
ITRF years of FY 1993-1996)?
WEél, since the original forecast
was made before FY 1998, the
huge overagein FY 1998 provided
amuch higher starting point for FY
1999 collections. Growth of 7.6
percent (till higher than the fore-
casted baseline growth) starting
from a much higher level was

Table 2
General Revenue Fund Income
Actual vs. Estimate
Month of June, 1999
($ in thousands)

REVENUE SOURCE
TAX INCOME Actual Estimate* Variance
Auto Sales $74,596 $71,499 $3,097
Non-Auto Sales & Use 440,157 411,783 28,374

Total Sales $514,752 $483,282 $31,470
Personal Income $589,905 $628,591 ($38,686)
Corporate Franchise 229,168 183,530 45,638
_Public Utility 210,831 216.000 (5.169)

Total Major Taxes $1,544,656  $1,511,403 $33,253
Foreign Insurance $1,805 $780 $1,025
Domestic Insurance 186 3,288 (3,102)
Business & Property 129 1,750 (1,621)
Cigarette 26,579 25,245 1,334
Soft Drink 0 0 0
Alcoholic Beverage 5,120 4,836 284
Liquor Gallonage 2,274 2,310 (36)
Estate 4,961 4,725 236
Racing 0 0 0

Total Other Taxes $41,055 $42,934 ($1,879)
| Total Taxes $1.585.711 _ $1,554.337 $31.374
NON-TAX INCOME
Earnings on Investments $39,555 $28,750 $10,805
Licenses and Fees 2,012 2,400 (388)
Other Income 41 021 40 590 431

Non-Tax Receipts $82,588 $71,740 $10,848
TRANSFERS
Liquor Transfers $9,000 $9,000 0
Budget Stabilization 0 0 0
Other Transfers In 0 7523 (Z.523)

Total Transfers In $9,000 $16,523 ($7,523)
TOTAL INCOME less Federal Grants $1,677,299  $1,642,600 $34,699
Federal Grants $326,708 $271,050 $55,658
TOTAL GRF INCOME $2,004,007 $1,913,650 $90,357
* July, 1998 estimates of the Office of Budget and Management.
Detail may not add to total due to rounding.

enough to produce a huge overage in FY 1999.

The sales and use tax was $55.3 million above the

revised forecast and $138.6 million above the origi-
nal forecast. Y ear-over-year growth in the sales tax
was 5.3 percent, and that growth was remarkably
evenly split between auto sales and non-auto sales.
Thiswas adowdown from the 6.0 percent growth in

FY 1998. The other big overages were in the estate
tax and in investment earnings. The estate tax fin-
ished the year $36.5 million above the revised esti-
mate and $41.7 million above the origina estimate.
Investment earnings finished $33.4 million above the
revised estimate and $64.6 million above the original
estimate.
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Table 3
General Revenue Fund Income
Actual vs. Estimate
Fiscal Year-to-Date 1999
($ in thousands)
REVENUE SOURCE
Percent

TAX INCOME Actual Estimate* Variance EFY 19908 Chanae
Auto Sales $760,406 $735,000 $25,406 $722,836 5.20%
Non-Auto Sales & Use 4 784 943 4 755 004 29 939 4542 687 5 330

Total Sales $5,545,349 $5,490,004 $55,345 $5,265,523 5.31%
Personal Income $6,416,830 $6,150,600  $266,230 $6,212,546 3.29%
Corporate Franchise 1,084,063 1,112,300 (28,237) 1,196,601 -9.40%
Bublic Utility G37 565 675000 (37 435) 672 996 -5 260

Total Major Taxes $13,683,807 $13,427,904  $255,903 $13,347,667 2.52%
Foreign Insurance $271,609 $260,000 $11,609 $280,941 -3.32%
Domestic Insurance 77,547 75,000 2,547 63,218 22.67%
Business & Property 6,229 7,000 (771) 6,450 -3.42%
Cigarette 290,563 297,000 (6,437) 296,627 -2.04%
Soft Drink 0 0 0 0 #N/A
Alcoholic Beverage 53,786 52,000 1,786 52,410 2.63%
Liquor Gallonage 27,650 27,500 150 27,325 1.19%
Estate 141,456 105,000 36,456 114,784 23.24%
Racing 0 0 0 0 #N/A

Total Other Taxes $868,840 $823,501 $45,339 $841,755 3.22%
| Total Taxes $14,552,648 $14,251,405 $301,243 $14,189,422 2.569 o|
NON -TAX INCOME
Earnings on Investments $148,356 $115,000 $33,356 $129,000 15.00%
Licenses and Fees 36,117 40,000 (3,883) 36,318 -0.55%
Other Income 129,734 132,000 (2,266) 123,562 4.99%

Non-Tax Receipts $314,206 $287,000 $27,206 $288,880 8.77%
FRANSEERS
Liquor Transfers $90,000 $87,000 $3,000 $88,000 2.27%
Budget Stabilization 0 0 0 $0 #N/A
OtherTransfersin 680078 683671  (3,593) 280,764 142.22%

Total Transfers In $770,078 $770,671 ($593) $368,764  108.83%
TOTAL INCOME less Federal Grants $15,636,931 $15,309,076  $327,855  $14,847,066 5.32%
Federal Grants $3,428,373 $3,475,002 ($46,629) 3,290,761 4.18%
TOTAL GRF INCOME $19,065,304 $18,784,078  $281,226  $18,137,827 5.11%
* July, 1998 estimates of the Office of Budget and Management.
Detail may not add to total due to rounding.

The major shortfallswere in the corporate fran-
chise tax and the public utility excise tax. The fran-
chisetax fell $28.2 million below therevised estimate
(which was unchanged from the original estimate).
The public utility excise tax fell $37.4 million below
the revised estimate, $15.6 million below the origi-
nal estimate.

A late-year surge brought federal revenues to a
finish only $46.6 million short of the estimate. Not
too long before the year’ send, it had looked like fed-
era revenues might be $100 million short, but in-
creased Medicaid and TANF spending in the last
quarter led to agreater draw of federal money. Over-
all, federa grants did somewhat better than onewould
expect given the level of underspending in Medicaid,
TANF, and other human services programs. In FY
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1998, exactly the opposite was the case: the federal
revenue shortfall was bigger than one would expect
given the underspending in Medicaid, TANF, and other
human services. It looks like, on balance, federal rev-
enuesfor the two years combined fit the spending data
much better than for either year separately. Whether
thisis partly the result of the mismatch between state
and federal fisca yearsis unclear.

Personal |ncome Tax

The personal income tax exceeded all the estimates
except the last one. When OBM and LBO made their
final forecasts for the Conference Committee on HB
283, we both assumed that GRF income tax revenues
for FY 1999 would finish a about $6,450 million (LBO

said $6,453.0 million). Income tax revenues actualy
ended up at $6,416.8 million. The overages of the last
few yearsfinally pushed usto the point where wewere
too optimistic.

With respect to the July 1998 revised estimates, the
GRF income tax overage was $266.2 million. LBO's
data on the income tax is not as complete as what we
usually have by thistime, but the available data shows
that the overage for al funds, including the loca gov-
ernment funds (L GFs) was $303.2 million. Every com-
ponent of the tax contributed to the overage, with
annual returns and refunds making the largest contri-
butions. The variances between actual and estimated
collections, and year-over-year growth by component
are summarized in the table below.

FY 1999 Income Tax Collections. bv Comnonent The 3.3 percent year-over-year
amounts in milions of dollars growth in the income tax in FY
1999 came in spite of an increase
Yr-Over-Yr .
Component Actual Estimate  Variance Growth inthe ITRF ratecuit from 3,99 per-
~TEOT= cent in taxable year 1997 to 9.34
Employer withhholding $6,102.6 $6,049.6 $53.0 7.9% ercent in taxable vear 1998. The
Quarterly estimated payments $1,448.1 $1,379.6 $68.5 5.5% P . ) Y ’
Annual Tax Payments $612.1 $516.6 $95.5 -7.9% annual increasein therate cut was
Refunds ($1,030.5)  ($1,110.0) $79.5 3050 | thus 5.35 pe’rcent. As we stated
earlier, LBO's calculation is that
Total Major Components $7,132.3  $6,835.8 $296.5 baseline tax collections increased
Total All Components $7,175.6  $6,872.3 $303.2 3.3% | by 7.6 percent from FY 1998 to
Total GRF Amount $6,416.8  $6,150.6 $266.2 3.3% | FY 1999. The caculation of this
baseline is shown
Derivation of Baseline Income Tax Growth Percentages. FY 1993-1999 in the following
table.
1993 1994 1995 1996 1997 1998 1999
Income Tax Collections
(GRF Baseline only) $4,2266  $4,535.7 $4,880.7 $5262.8  $5382.3 $6,212.5 $6416.8 Last year,
LLGSF, LGF, LGRAF LBO, OBM, and
Collections the Tax Depart_
Total FY Collections $4,718.1  $5,084.8 $5453.7 $5880.6  $6,014.2 $6,941.8 $7,169.6 ment were still
Addback: SpeCUIan ng about
Loss Due to ITRF how much of the
Rate Cuts - 1st year FY 1998 income
impact $352.8 $238.9 $596.2
Loss Due to ITRF \ \ tax pverage“ was
Rate Cuts - 2nd year trang tOfy. or “one-
impact $62.3 $422 | time.” Looking
Personal Exemption back after FY
[ $40.0 $89.0 $111.0
fereases 1999, we see that
Subtract: quarterly estimated
Personal Income Tax payments grew by
Share of Pass-Through _
Entity Withholding $11.4 $390 5.5 pergent, de
spitetheincremen-
Total Baseline $4,718.1  $5,084.8 $5453.7 $5880.6  $6,407.0 $7,320.6  $7,880.0 tal 5.5 percenf[ tax
% growth 7.8% 7.3% 7.8% 9.0% 14.3% 76w | rate reduction.
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This indicates that
non-wage income
was still growing
strongly in taxable
year 1998. Although
we have hard data
only through taxable
year 1997, there is a
wealth of anecdotal
evidence that capital
gains realizations
grew strongly againin

Non-Auto Sales Tax
U.S. Retail Sales Growth (Nominal)
Ohio Tax Revenue Growth

Auto Sales Tax

U.S. Retail Sales Growth (Nominal)
Unit Sales, Light Vehicles

Ohio Tax Revenue Growth

Ohio Tax Revenue Growth vs. Retail Sales Growth, FY 1995 - 1999

FY 95 FY 96 FY 97 FY 98 FY 99

Non-auto retail sales are lagged by a month to reflect Ohio's payment schedule.

6.1%
6.4%

4.2%
5.6%

5.3%
5.5%

4.3%
5.8%

6.1%
5.3%

9.7%
2.0%
4.7%

8.2%
1.0%
1.7%

4.9%
-0.6%
0.7%

5.4%
3.0%
7.3%

7.4%
2.8%
5.2%

taxable year 1998,

along with the stock market. While revenues did not
grow as strongly in FY 1999 asthey did in FY 1998,
there was certainly no “giving back” of thelarge gains
in FY 1998.

Stock prices have increased since the beginning
of taxable year 1999, although lately the mgjor indi-
ces have dropped. We may see sower growth in
capital gains redlizations this year, which could lead
to somewhat slower growth in the income tax in FY
2000 (both OBM and LBO built that expectation into
their forecasts for the current budget). Overall busi-
ness profitability is a so important for the income tax,
since an increasing share of receipts comesfrom the
net income of unincorporated businesses.

What is the risk to the income tax forecast? A
major stock market correction would seem to be the
largest risk. The stock market has appreciated so
much that even after acorrection, thereisprobably a
large stock of unrealized gains that could be taken,
resulting in some additional incometax revenues. This
istrue unlessthe price correction is truly substantial,
on the order of 15 percent to 20 percent.

Sales and Use Tax

The performance of the sales and use tax was
steady in FY 1999, adthough growth was only 5.3
percent, rather than the 6.0 percent in FY 1998. The
auto and non-auto components of the tax showed very
similar performance. The auto tax was $25.4 million
over the estimate, up 5.2 percent from last year (down
from 7.3 percentin FY 1998). The non-auto tax over-
agewas $29.9 million, with 5.3 percent growth (down
from 5.8 percent in FY 1998).

Low unemployment, low inflation, low mortgage
rates, and low interest rates generally made consum-
ers willing to continue spending in FY 1999. Ironi-

cdly, low inflation continues to curb sales tax rev-
enue growth somewhat. Real purchases continue to
show hedlthy growth, but retail inflation isso low that
nominal dollar gains are not very impressive.

Asthe accompanying table shows, Ohio sales tax
revenue growth dightly lagged nationa retail saes
growth in FY 1999, after growing faster than retail
sdesin FY 1998. For the two years combined, retail
sales growth and tax revenue growth are very smi-
lar. In general, non-auto sales tax growth has closely
paralleled non-auto retail sales growth for the past 5
years. Interestingly, in dow years, growth in the auto
salestax has more closely followed unit sales of light
vehicles, rather than the reported dollar retall sales
figure.

Most of the indicators point toward continued
steady growth in the sales and use tax in FY 2000 -
2001, but perhaps dower than in FY 1999. The em-
ployment and incomeindicatorslook positive for con-
sumers. On the other hand, the recent increase in
interest rateswill hurt durable goods sal es somewhat.
The increase in mortgage rates has slowed
refinancings to a crawl, which will also take away
one of the sales tax growth engines. Finaly, dower
growth in stock prices, or an outright market correc-
tion, will curb consumption, particularly of big-ticket
items. Both OBM and LBO have forecast non-auto
sales tax growth of 4 percent annualy for the up-
coming biennium. Thisisdightly dower than the per-
sona income growth rate predicted by the Governor’s
Economic Advisory Council (GEAC).

Corporate Franchise Tax

Ohio’s franchise tax revenues from current year
liability — the $1,079.2 million that it took in over
January through June — fell by 9.2 percent from FY
1998. Collections were $28.2 million below the esti-
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Ohio CFT Pavments. FY 1987-1999 (millions of $)

Ohio Franchise Tax, Ohio Franchise Tax, U.S. corp.

Current Payments % change Total Payments % change profits, pre-tax
FY 87 $769.0 $788.7 $222.6
FY 88 $805.2 4.7% $844.6 7.1% $293.6 31.9%
FY 89 $870.4 8.1% $948.1 12.3% $354.3 20.7%
FY 90 $817.7 -6.1% $812.6 -14.3% $348.1 -1.7%
FY 91 $751.7 -8.1% $769.0 -5.4% $371.7 6.8%
FY 92 $747.8 -0.5% $761.6 -1.0% $374.2 0.7%
FY 93 $799.5 6.9% $801.4 5.2% $406.4 8.6%
FY 94 $875.4 9.5% $897.3 12.0% $465.4 14.5%
FY 95 $1,026.2 17.2% $1,043.8 16.3% $535.1 15.0%
FY 96 $1,103.2 7.5% $1,114.0 6.7% $635.6 18.8%
FY 97 $1,127.0 2.2% $1,150.8 3.3% $680.2 7.0%
FY 98 $1,189.0 5.5% $1,196.6 4.0% $734.4 8.0%
FY 99 $1,177.2 -1.0% $1,182.1 -1.2% $717.8 -2.3% baseline
FY 99 ($98.0) law changes
FY 99 $1,084.1 Net GRF receipts

mate, which was based on the assumption of a 7.0
percent decline. This was the result of a number of
tax law changes madein HB 215, the operating bud-
get act for the FY 1998-1999 biennium. LBO had
projected that those changes would result in a net
loss of $98.0 million in FY 1999.% As yet, we cannot
tell if that $98.0 million number was approximately
right or not. However, we have made calculations on
the assumption that the estimate was correct.

Under this assumption, Ohio’s baseline current-
basis collectionsfell by 1.0 percentin FY 1999, while
U.S. before-tax profits fell by 2.3 percent. The rev-
enue decline was thus about 44 percent of the U.S.
profit decline. Thisis alower revenue elasticity than
we have seen recently. Revenue growth since the
recession has averaged about 60 percent of U.S.
profit growth. However, the historical data showsthat
in years of declining profits, this relationship varies.
The 44 percent figure is close to the long-run aver-
age over the FY 1990 - 1998 period.®

As we have stated before, there are secular fac-
tors changing the corporate franchise tax, aswell as
the recent law changes. The income of unincorpo-
rated businesses (including capital gains income) is
both contributing to pushing up the personal income
tax in Ohio and in other states, and also reducing cor-
porate tax revenue. The owners of all types of busi-
nesses other than regular “C” corporations —
proprietorships, partnerships, S-corporations, LLCs,
etc. — pay the persona income tax rather than the
franchise tax. If a large number of businesses are

choosing to organize as flow through businesses like
LLCs, rather than as C corporations, that would give
an extra kick to the income tax while dowing down
growth in the franchise tax.

Public Utility Excise Tax

The public utility excisetax finished the year $37.4
million below estimate, adrop of 5.3 percent, or $35.4
million, from FY 1998 collections. The drop in the
certified tax ligbility for the tax between tax year 1997
and tax year 1998 wasonly $12.0 million (from $690.0
million to $678.0 million). Almogt al of the decline
wasinnatural gas($9.1 million) and eectriclight ($2.8
million).

The drop in fiscal year collections exceeded the
drop in tax year liability because of the now familiar
“double-whammy” effect that is due to the way the
tax ispaid. When liability dropped from tax year 1997
t0 1998, it meant that the estimated payments against
tax year 1998 taxes (based on 1997 liability) were
too high. Thus, when the state reconciled tax year
1998 payments and ligbilities, in November and De-
cember of 1998, the state ended up owing substantial
refundsto utilities. So, lower estimated payments plus
refunds against last year's payments added up to a
significant drop in overall collections. For thisreason,
fiscal year public utility excise tax collections have
tended to follow a kind of sine-wave pattern.

Readers may remember that in FY 1998, pretty
much the opposite scenario occurred. The state re-
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ceived a favorable double-impact from higher esti-
mated payments and additional tax due instead of
refunds. Natural gas was the culprit there also, as
ligbility increased significantly from tax year 1996 to
tax year 1997. As natural gasliability fell back in tax
year 1998, overal public utility excisetax in FY 1999
fell back to dightly below their FY 1997 level.

Both OBM and LBO forecast significantly lower
public utility tax revenues in future years. Among
other things, S.B.3, the comprehensive electricity re-

structuring bill, replaces the public utility excise tax
with a kilowatt-hour tax that will not raise as much
revenue as the current tax would have. Thisis ex-
pected to cause aloss of $10.9 million to the GRF in
FY 2001 (no impact in FY 2000), and more in future
years. Also, the existing coal tax credit is increased
by H.B. 384, which will reduce the excise tax paid
by eectric utilities until the kilowatt-hour tax begins,
at which timeit will act to reduce the corporate fran-
chisetax. In FY 2001, this will cause a GRF loss of
$125 million. O

1 The annual budget surplus (or deficit) will never be exactly equal to the ending fund balance, due to the impact of
carryover balances from the prior year, the change in encumbrance amounts, and other factors.

2 This disproves the idea current in some quarters that tax revenue “cannot possibly” grow by a number less than 3
percent. It just did. It istrue that thisfigure is distorted by the transfers from the GRF to the Income Tax Reduction Fund
(ITRF) and from the | TRF back to the GRF. Thisiswhy L BO feel sthat the growth in non-federal revenueisthe best indicator
of revenue performance, given the complications of the ITRF transfer mechanism.

3 Thereissome confusion about the use of incometax collectionsand I TRF transfersasasummary statistic. Inthiscase,
calculating the revenue overage, it is legitimate to add them together. On the other hand, it is not really legitimate to add
them together in different years, calculate the percentage changes, and assume that represents the baseline growth rate.
Thisisasubtle point that depends upon the timing of the impact of the tax rate cut.

4 Asin FY 1998, interpreting the spending number is somewhat more difficult than interpreting the revenue number,
because the spending shortfall was accompanied by avery large amount of encumbrances (commitments to spend appro-
priationsin the next fiscal year).

5 Thisisnot the only definition of operating surplus available. LBO will explore the measurement of the GRF surplus at
greater length in alater issue.

6 Thisdataisfrom HSH Associates, aButler, N.J., financial publisher that collects datafrom mortgagelendersaround the
country. In April, average mortgage rates were still below 7 percent.

7 Among other things, the chairman said that the Federal Reserve would act “promptly and forcefully ... if new data
suggest it islikely that the pace of cost and price increases will be picking up.”

8 The corporate tax reform package is often quoted as leading to a much smaller loss of $26.0 million, but that was
actually anet number that included offsetting revenue increases through the personal income tax.

9 Longtimereaders of thisreport are probably familiar with thelitany of reasonswhy Ohio franchisetax revenues do not
correlateall that well with U.S. corporate profits: differing taxableyears, the dual net worth-net incometax base, the separate
treatment of financial institutions, net operating loss carryovers, etc. We presumethat this has changed somewhat with the
cap on the net worth tax, but it will take awhile for the new relationship to become clear.
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DISBURSEMENTS

— Jeffrey E. Golon*

It was a simple case of being
seduced by the numbers. After
the state’ s FY 1999 underage hit
$574.0 million in February, it
seemed from our vantage point
that challenging FY 1998 s$700.1
million year-end underage was
well within reach. No problem.
Good as Gold. Not! Following di-
rectly on February’s heels were
two healthy monthly overages,
and, by the time the smoke had
cleared at the close of FY 1999,
$112.9 million had been whittled
out of the year-to-date underage,
knocking it back to end the year
at $461.1 million under estimate.

Two forces had essentially
propelled us to that February
peak in underspending. Thefirst,
and foremost, was the salutary
effect of declining human ser-
vices caseloads, which effec-
tively checked Temporary
Assistance to Needy Families
(TANF) and Medicaid program
spending. Second, and not nearly
as potent a force, were timing-
based disbursement delaysled by
the Department of Education’s
school district subsidy programs.
In the last four months of thefis-
ca year, this second force jumped
ship and joined the other side so
to speak, as many of these tim-
ing matters began to resolve
themselves and state money
started to flow out the door, just
a little latter than had been as-

sumed would be the case. And, aswe all are keenly
sengitive to in matters of state spending, what timing

giveth, timing taketh away.

June. Excluding transfers, the month boiled down
to a pitched battle between three GRF pieces that
featured one program component with a massive
$74.1 million underage pitted against two other pro-

Table 4
General Revenue Fund Disbursements
Actual vs. Estimate
Month of June, 1999
(% in thousands)

USE OF FUNDS

PROGRAM Actual Estimate* Variance
Primary & Secondary Education (1) $290,396 $296,993 ($6,597)
Higher Education 150,193 148,685 1,508
Total Education $440,589 $445,678 ($5,089)
Health Care/Medicaid $490,731 $435,429 $55,302
Temporary Assistance to Needy Families 48,469 45,249 3,220
General/Disability Assistance 4,554 4,234 320
Other Welfare 26,243 22,558 3,685
Human Services (2) 45,838 56,719 (10,881)
Total Welfare & Human Services $615,835 $564,188 $51,646
Justice & Corrections $112,912 $99,764 $13,148
Environment & Natural Resources 2,950 3,804 (854)
Transportation 815 7,912 (7,097)
Development 7,728 10,799 (3,072)
Other Government (3) 22,626 92,378 (69,752)
Capital 7,154 296 6,858
Total Government Operations $154,185 $214,953 ($60,768)
Property Tax Relief (4) $122,593 $104,884 $17,709

Debt Service 0 0 0

Total Program Payments $1,333,201  $1,329,703 $3,498
TRANSFERS
Local Govt Distribution $0 $0 $0

Budget Stabilization 0 0 0

Other Transfers Out 297 26,200 (25,903)
Total Transfers Out $297 $26,200 ($25,903)
TOTAL GRF USES $1,333,498  $1,355,903 ($22,405)

(1) Includes Primary, Secondary, and Other Education.

(2) Includes Mental Health, Mental Retardation and Developmental Disabilities, and
Other Human Services.

(3) Includes Requlatory and Nonregulatory agencies, Pension Subsidies, and Reissued
Warrants.

(4) Includes property tax rollbacks, homestead exemption, and tangible property tax
exemption.

* Auqust, 1998 estimates of the Office of Budaet and Management.

Detail may not add to total due to roundina.

gram components that had a rather sizeable com-
bined overage totding $73.0 million. The net result
was essentially a stalemate. The rest of the GRF's
program components exchanged a mix of consider-
ably smaller underages and overages, but in the end
the outcome was not altered dl that dramatically, as
evidenced by the tiny $3.5 million totad monthly over-
age that was posted for June.
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The lead underage in this disbursement battle to-
taled $74.1 million and was chipped in from the Con-
trolling Board's budget, which is buried within the
catch-all Other Government component of the Gov-
ernment Operations program category. While ex-
tremely large, this monthly underage did not appear
to be significant. It smply reflected the results of a
device— built into the origina disbursement estimates
assembled last August by the Office of Budget and
Management (OBM) — intended to account for the
portion of the Controlling Board' stotal FY 1999 GRF
appropriation that is expected to be transferred to
other state agency budgets. As the reader may be
aware, Controlling Board appropriations are not dis-
bursed per se, but are transferred to, and then dis-
bursed from, other state agency budgets.

Of the two major monthly overages, the largest
totaled $55.3 million and was thrown in by Medicaid.
This overage was merely timing-based as a big por-
tion of Medicaid funding that was to be encumbered
for disbursement in July was unexpectedly disbursed
inJune. Thus, it hitin FY 1999 and not in FY 2000 as
planned. The second major monthly overage totaled
$17.7 million and emanated from the Property Tax
Relief program. This June overage was aso timing-
based, which is typica of the monthly disbursement
variances posted by this program.

Table 4 providesamore detailed picture of June's
disbursements by program category.

Year-to-Date. Excluding transfers, the state closed
FY 1999 with a $461.1 million year-to-date under-
age, $311.3 million, or 67.5 percent, of which was
located in the Welfare and Human Services program
category. The key player was the Department of
Human Services, whose budget is the sole occupant
of four of the Welfare and Human Services program
category’ sfive components. The sum of the year-to-
date underages in these four components alone —
HedthCare/Medicaid ($107.5 million) + Temporary
Assistance to Needy Families (TANF) ($153.7 mil-
lion) + Generd/Disability Assistance ($10.2 million)
+ Other Welfare ($36.2 million) — totaled $307.6
million. In effect, two-thirds (66.7 percent) of the
state’ s year-to-date negative disbursement variance
was traceable exclusively to the Department of Hu-
man Services. While some of these departmental
underages were clearly timing-based, particularly in
the case of the Other Welfare component, a signifi-
cant portion represented true savings that were be-

ing generated as a result of declining caseloads in
certain service areas of the Medicaid, TANF, and
Genera/Disability Assistance programs. We would
also respectfully hazard the observation that a no-
ticeable chunk of federa TANF money was going
unspent because the department and county govern-
ments are till trying to reengineer organizational
mindsets and service delivery systems away from
cash assistance to a broader system of workforce
development.

A secondary contributor to this spending picture
was the state's Government Operations program
category with a negative disbursement variance of
$111.7 million, which amounted to one-quarter (24.2
percent) of thetotal year-to-date underage. Two pro-
gram components drove over 90.0 percent of thispart
of the state's underage. First, the Controlling Board
pitched in $74.1 million, which we previousy noted
as showing in the month of June and dismissed as no
more than an accounting adjustment. Second, the
Department of Administrative Services, buried within
the state’ sgrouping of nonregulatory agencies, threw
in another $29.1 million. Lower than anticipated rent
and building operating expenses for certain state-
owned buildings and slower than expected spending
on computing and communications services to other
state agencies were the chief culprits.

The Department of Education &l so deserves some
mention here, particularly in light of the fact that its
contribution to the year-to-date underage was some-
what masked by other disbursement varianceswithin
the Education program category that includes al pri-
mary, secondary, and higher education agencies. The
department posted a $69.3 million year-to-date un-
derage that was based upon a messy mix of three
forces: (1) planned FY 1999 disbursementsthat were
delayed and pushed into FY 2000; (2) prior years
encumbrances that were not disbursed as expected
and cancelled; and (3) unexpected baancesin ahand-
ful of line items with very large FY 1999 appropria-
tions.

A more detailed picture comparing fiscal year-to-
date variances by program category is provided for
the reader in Table 5.

Federal Money. Of the year-to-date
underspending in the TANF and Medicaid programs
combined ($261.2 million), 79.6 percent, or $208.0
million, was in the federa share of these two human

Budget Footnotes

260

June/July, 1999




-

-

Ohio Legislative Budget Office

Table 5
General Revenue Fund Disbursements
Actual vs. Estimate
Fiscal Year-to-Date 1999
(% in thousands)
USE OF FUNDS
Percent

PROGRAM Actual Estimate* Variance FY 1998 Change
Primary & Secondary Education (1) $4,794,835 $4,832,205 ($37,370) $4,356,945 10.05%
Higher Education 2,301,054 2,288,175 12,879 2,209,215 4.16%

Total Education $7.095,889 $7.120.380 ($24,491) 6.566,160 8.07%
Health Care/Medicaid $5,229,514 $5,336,993  ($107,479 $5,056,299 3.43%
Temporary Assistance to Needy Families 787,849 941,583 (153,733) 783,799 0.52%
General/Disability Assistance 57,836 68,082 (10,247) 56,869 1.70%
Other Welfare 401,552 437,740 (36,188) 379,576 5.79%
Human Services (2) 1,086,584 1,090,231 (3,647) 1,072,687 1.30%

Total Welfare & Human Services $7,563,334 $7.874,629 ($311,295 $7,349,230 2.91%
Justice & Corrections $1,592,197 $1,602,709 ($10,512) $1,495,299 6.48%
Environment & Natural Resources 120,836 117,305 3,530 122,417 -1.29%
Transportation 35,319 38,267 (2,948) 36,079 -2.11%
Development 117,946 115,724 2,223 112,983 4.39%
Other Government (3) 356,065 464,907 (108,842) 335,160 6.24%
Capital 9.818 5.000 4818 4255 130.76%

Total Government Operations $2,232,182 $2,343,912 ($111,730 $2,106,192 5.98%
Property Tax Relief (4) $1,000,948 $1,014,400 ($13.452) $958.844 4.39%
Debt Service 124,510 124,670 161 106,593 16.81%

Total Program Payments $18,016,863 $18,477,992 ($461,129) $17,087,020 5.44%
TRANSFERS
Capital Reserve $0 $0 $0 $0 —
Budget Stabilization 44,184 44,184 0 34,400 28.44%
Other Transfers Out 1,140,709 993,760 146,949 735,176 55.16%

Total Transfers Out $1,184,894 $1.037.944  $146,950 $769,576 53.97%
TOTAL GRF USES $19,201,757 $19,515,936 ($314,179, $17,856,596 7.53%
(1) Includes Primary, Secondary, and Other Education.
(2) Includes Mental Health, Mental Retardation and Developmental Disabilities, and

Other Human Services.
(3) Includes Requlatory and Nonreqgulatory agencies, Pension Subsidies, and Reissued

Warrants.
(4) Includes property tax rollbacks, homestead exemption, and tangible property tax

exemption.
* August, 1998 estimates of the Office of Budaet and Management.

services programsthat arejointly funded by the state
and federa government. Furthermore, a substantial
portion of this underspending in the federal share —
$145.4 million — was exclusively attributable to
TANF. Once the federal money associated with
TANF and Medicaid was backed out, the year-to-
date underspending in non-federa state money was
reduced to $253.1 million. At year’ s-end, the reader
is once again reminded that any unspent federal
TANF funding really represents money the state will

have earned by meeting its required maintenance of
effort (MOE). On the other hand, an underage in
Medicaid redly signals aloss of anticipated revenue
since the state will not have spent the money neces-
sary to earn financial reimbursement from the fed-
era government.

Appropriations Summary. At thispoint, we' dlike
to take a detour from our typica discussion of the
variance between actual and estimated disbursements
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Table 6
GRF Appropriation Summary*
Budget Original Outstanding Appropriation
Fiscal Year Appropriation Transfers Disbursements Encumbrances Balance

1990 $ 793,386 $ $ - $ 793,386
1991 $ 472,579 $ $ 228,198 $ 37,767 $ 206,614
1992 $ 44,650 $ $ - $ - $ 44,650
1993 $ 366,179 $ $ 29,750 $ 59,008 $ 277,421
1994 $ 779,969 $ $ 386,705 $ 240,436 $ 152,828
1995 $ 3,335,121 $ $ 768,108 $ 655,861 $ 1,911,152
1996 $ 36,660,725 $ $ 4,726,213 $ 13,252,003 $ 18,682,509
1997 $ 92,373,312 $ - $ 16,094,132 $ 29,346,763 $ 46,932,417
1998 $ 902,969,738 $ (44,972,818) $ 334,798,444 $ 44,711,517 $ 478,486,960
1999 $ 18,587,596,290 $ 44,848,312 $ 17,659,831,581 $ 447,446,405 $ 525,166,616

$ 19,625,391,948 $ (124,506) $ 18,016,863,131 $ 535,749,760 $ 1,072,654,552

*Data drawn from RAPPR17S, a Central Accounting Sytem report as of June 30, 1999.

for asnapshot review of GRF appropriation activity.
To do that, the reader is directed to Table 6 which
contains a selective summary of the $19.63 billionin
GRF appropriationsthat wasregistering in the state’' s
accounting system as of June 30, 1999 (second data
column labeled “ Origina Appropriation”). All of this
GRF appropriation authority, theoreticaly at least, was
available for disbursement in FY 1999.

While not surprising to seasoned watchers of state
spending, exclusive of the $18.59 hillion in FY 1999
appropriations, this GRF appropriations total includes
$1.04 billion stretching as far back as FY 1990. The
pre-FY 1998 agppropriations essentialy represent GRF
funding that state agencies had encumbered with the
intent to disburse those amounts sometimein FY 1999,
The nature of the FY 1998 appropriations ($902.9
million), on the other hand, is not as straightforward.
It includes not only encumbered funding but unspent
FY 1998 appropriation authority aswell, which isthe
portion of a state agency’s FY 1998 appropriations
that had neither been disbursed in FY 1998 nor en-
cumbered at year’ s-end for disbursement in FY 1999.
Although there is some guesswork involved, our best
estimate is that, of the total FY 1998 appropriation,
$427.7 million was encumbered and $475.2 million
was unspent appropriation authority. This distinction
relative to FY 1998 appropriations is important be-
cause, unlike encumbered funding, state agencies|ost
control of this $475.2 million in unspent 1998 appro-
priation authority to the Office of Budget and Man-
agement (OBM). This meant that the only way that
a state agency had of accessing any of its unspent
FY 1998 appropriation authority was through the ac-

quiescence of OBM. And any such agreement typi-
caly manifests itsdf in the form of a request for
Controlling Board approval to transfer those unused
FY 1998 appropriationsinto FY 1999.

The third column of data in Table 6 — “Trans-
fers’ — summarizes the transfer of FY 1998 appro-
priationsinto FY 1999, as well as the moving of FY
1999 GRF appropriations among various line items.
The bulk of this transfer activity occurs pursuant to
Controlling Board approval of state agency requests
to move GRF funding around. There were three no-
table transfers that moved unspent FY 1998 appro-
prigtions into FY 1999: (1) $17.9 million in unspent
Department of Education appropriations to bolster
subsidy funding distributed to school districts; (2)
$12.8 million in unspent Ohio Instructional Grants
funding to augment the Part-time Student Instruc-
tional Grant program in the Board of Regents bud-
get; and (3) $2.6 million in unspent Department of
Health appropriations principaly used to triage acash
flow problem in its disease prevention program.

Thethird and fourth columns of datain Table 6 —
“Disbursements’ and “ Outstanding Encumbrances’
— summarize the amount of GRF appropriations that
either have been spent (disbursed) or itemsfor which
state agencies have committed appropriated funding
(encumbrances) for disbursement in FY 2000.

The fifth and last column — “ Appropriation Bal-
ance— summarizesthe GRF appropriationsthat have
not been transferred, disbursed, or encumbered.
These are amounts that have lapsed and reverted
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back to the GRF's FY 1999 ending cash baance.
Thelargest amounts of lapsed FY 1998 and FY 1999
appropriation authority were traceable to two human
services programs. TANF and Medicaid. Of the
lapsed FY 1998 gppropriation authority, $333.6 mil-
lion, or 69.7 percent, came from the TANF and Med-
icaid programs, with the former providing $204.4
million and the latter throwing in $129.2 million. Of
the lapsed FY 1999 appropriaion authority, $365.7
million, or 69.6 percent, emanated from these same
two human services programs, but their relativeroles
were reversed. In this instance, Medicaid produced
$184.0 million and TANF chipped in adightly lower
amount of $181.7 million. The basic, though certainly
not the sole, force behind the lapsing of this TANF
and Medicaid appropriation authority was largely the
same — declining caseloads.

The lapsing of TANF's appropriation authority,
however, must be seen in a different light than does
thelapsing of Medicaid appropriations. Thetwo years
of lgpsed TANF appropriation authority totaling $386.1
million represents aportion of thefederal funding that
isowed and available to the state over the lifetime of
the TANF program. The two years of lapsed Medic-
aid gppropriation authority totaling $313.2 million,
however, is another matter. Of that $313.2 million,
$182.2 million, or 58.2 percent, was in the federal
share of this state-federal program and represents
federal reimbursement that the state built into its FY
1998 and FY 1999 budgets, but did not earn. This
was aloss of anticipated revenue since the state had
not spent the money necessary to earn financia re-
imbursement from the federal government.

Disbursements in Detail. The remainder of this
article contains a selective review of the disburse-
ment activity of many, but by no meansall, sate agen-
ciesthat utilized GRF funding during FY 1999.

Primary & Secondary Education

Arts& SportsFacilities. TheOhio Arts& Sports
Facilities Commission, whose mission is to evauate
the need for arts and sports facilities and to adminis-
ter their planning, design, construction, and operation,
finished FY 1999 with a very naticeable $6.1 million,
or 40.5 percent, overage. Its source was quickly un-
covered: the commission’s $24-plus million debt ser-
vice appropriation (line item 371-401, Lease Renta
Payments). Relative to debt service spending in FY
1999, the estimate led us to expect $14.2 million in

disbursements, $9.8 million in encumbrances, and
$797,591 in lapsed appropriation authority. The red-
ity was quite different: $20.4 million in disbursements,
no funds were encumbered, and $4.3 million in ap-
propriation authority lapsed. Upon investigation, we
learned that the higher-than-anticipated debt service
spending was caused by the combination of a late
capita bill and a quicker-paced project schedule. It
appeared that the commission was accelerating the
pace of its current projects so as to be further along
when itsnew dlate of capital projects became active.

Blind School. The most notable aspect to the FY
1999 disbursement story for the Ohio State School
for the Blind, aresidentia school located in Franklin
County that serves school age Ohio residents with
visud disabilities, was tied to an action taken by the
Controlling Board in the waning stages of the fiscal
year. Due to a hiring freeze imposed by the Gover-
nor, the school was forced to delay filling five staff
positions, which in turn meant that they were virtu-
aly guaranteed to lapse in excess of $200,000 from
their persona services line item (226-100). Rather
than lose al of that GRF funding, the school sought
and received Controlling Board approval to transfer
aportion of that excess personal services appropria
tion ($64,738) to its maintenance line item (226-200)
for the purpose of undertaking certain critical health
and safety repairs. Specificaly, these additiona main-
tenance funds were to be used to renovate or repair
boiler systems, roofs, and lighting at the school.

Education. The Department of Education closed
FY 1999 with a $69.3 million underage, which was
1.5 percent below an estimated spending level of $4.7
billion. Of this underage, $47.4 million, or 68.4 per-
cent, was traceable, in order of magnitude and dis-
cussed in more detail below, as follows: (1) $17.7
million in line item 200-520, Disadvantaged Pupil Im-
pact Aid (DPIA); (2) $10.2 million in line item 200-
502, Pupil Transportation; (3) $9.3 millioninlineitem
200-545, Vocational Education Enhancements; (4)
$7.7 million in line item 200-507, Vocationa Educa
tion; and (5) $2.5 million in line item 200-534, Deseg-
regation Costs.

What happened to produce these line item
underages?

DPIA. Starting with FY 1999, the DPIA program
(lineitem 200-520) was restructured to include fund-
ing for al-day and everyday kindergarten, K-3 class
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size reduction, and safety and remediation measures.
DPIA program funding was enhanced aswell with a
healthy 37.5 percent increase that bumped FY 1999
to $386.6 million, up from $281.2 millionin FY 1998.
Under the restructured DPIA program, every school
district with at least the statewide average concen-
tration of poverty became digiblefor al-day and ev-
eryday kindergarten funding. The $96.6 million built
into the FY 1999 DPIA appropriation for all-day and
everyday kindergarten was made by assuming that
all 105 digible school districts would provide al-day
and everyday kindergarten at the 100 percent level,
in other words, to al of their kindergarten students.
An €dligible school district, however, receives funding
based on its actual all-day and everyday kindergar-
ten percentage. Approximately $80.6 millionwasdis-
bursed to 91 dligible school digtricts providing al-day
and everyday kindergarten. The other 14 éigible dis-
trictsdid not receive any of thisfunding, asthey chose,
for whatever reason, not to provide all-day and ev-
eryday kindergarten. This was the principal factor
behind the $17.7 million underage posted inthe DPIA

program.

Pupil Transportation. The $10.2 million underage
inthe pupil transportation program (lineitem 200-502)
had three principa components: (1) $6.8 million in
surplus funding from the FY 1999 appropriation; (2)
$2.3 millioninunplanned FY 1999 encumbrances; and
(3) $1.1 million in cancelled prior years encum-
brances. With respect to the surplus funding, which
was only 2.9 percent of the lineitem’s $231.6 million
FY 1999 appropriation, it reflected the fact that FY
1997 data was projected forward to build the line
item’sFY 1999 appropriation, while actua payments
were based on FY 1998 and FY 1999 data. Asof this
writing, we were still uncertain as to what had
changed in the data such that less of the FY 1999
funding was disbursed than one might have expected.

Vocationa Enhancements. In FY 1999, the voca-
tiona education enhancementsprogram (lineitem 200-
545) included $152.6 million for joint vocationa school
digtricts, $24.2 million funding for additional costs of
vocational education in comprehensive high schools,
and $24.4 million for various vocationa education
related set-asides. The dower than expected disburse-
ment of two of the set-asides ($4.9 million for the
replacement or upgrading of essential instructional
equipment and $3.3 million in lead vocationa educa
tion school grants) was the main force behind the
$9.3 million underage in this line item.

Vocationa Education. Beginningin FY 1999, fund-
ing for vocationd education was moved into lineitems
200-501, Base Cost Funding, and 200-545, V ocational
Education Enhancements. Thus, what was|eft of line
item 200-507, V ocetional Education, for disbursement
in FY 1999 conssted of $27.1 million in funding en-
cumbered from prior years appropriations. Of this
encumbered amount, only $2.0 million was disbursed
in FY 1999, $4.8 million was transferred into the FY
1999 appropriation for line item 200-501, Base Cost
Funding, $20.1 million lapsed and became part of the
GRF s ending cash balance, and dightly in excess of
$100,000 was still encumbered and presumably avail-
able for disbursement sometime in FY 2000.

Desegregation Costs. The $2.5 million underage
in the desegregation program (lineitem 200-534) was
due dmost entirely to the fact that the $50.4 million
FY 1999 appropriation exceeded the demand for this
funding, which pays for the state's share (approxi-
mately 50 percent) of the cost of court-ordered de-
segregation cases and associated legal fees. The bulk
of the appropriation — $47.2 million — was distrib-
uted as earmarked to the Cleveland City Schools
($38.2 million), the Dayton City Schools ($4.0 mil-
lion) and the Cincinnati Magnet School Program ($5.0
million). Virtudly dl of the remaining appropriation
was simply not needed for any other desegregation-
related costsin FY 1999. Looking out into the near-
term future, only one school district was specifically
designated to receive desegregation funding — Day-
ton City Schools — which is scheduled to receive at
least $9.0 million in each of fiscal years 2000 and
2001

FY 1999 Encumbrances. At its late June meet-
ing, the Controlling Board approved the department’ s
requests to make various appropriation changes, in-
cluding the transfer of $45.6 million in operating funds
from various line items, largely to effect necessary
year-end revisions to the state's estimated $4.7 bil-
lion FY 1999 foundation payment plan. Of the trans-
ferred operating funds, $43.6 million was moved to
supplement what is by far the largest component of
that plan: lineitem 200-501, Base Cost Funding. This
bolstering of the FY 1999 Base Costing Funding in-
cluded $27.8 million in FY 1999 gppropriation sur-
pluses moved as follows: (1) $0.5 million from line
item 200-500, School Finance Equity; (2) $6.8 million
from lineitem 200-502, Pupil Transportation; (3) $17.5
million from line item 200-520, DPIA; (4) $1.3 mil-
lion from line item 200-521, Gifted Pupil Program,;
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and (5) $1.7 million from line item 200-545, VVoca
tional Education Enhancements. Theremaining $15.8
million moved to support FY 1999 Base Cost Fund-
ing came from the unspent FY 1998 appropriation
authority in various line items. These transferred
operating funds, combined with line item 200-501's
existing FY 1999 available baance, were then used
to pay for various outstanding set-asides and for FY
1999 foundation SF-3 funding adjustments.

The foundation SF-3 funding includes the follow-
ing six line items: (1) 200-500, School Finance Eq-
uity; (2) 200-501, Base Cost Funding; (3) 200-502,
Pupil Transportation; (4) 200-520, DPIA; (5) 200-
521, Gifted Pupil Program; and (6) 200-612, Base
Cost Funding (L ottery Profits). It was not unusual to
see FY 1999 surplusesin some of the foundation line
items. Asmany peopleareaware, in FY 1999, aschool
digtrict’s SF-3 funding was subject to the following
cap: the greater of a 10 percent total annual increase
or a sx percent annual increase in per pupil SF-3
funding. Although every component of SF-3 funding
was subject to the cap, thefiscal effect that thiswould
have in reducing spending was only worked into the
FY 1999 appropriation for line item 200-501, Base
Cost Funding. In other words, the full calculated for-
mula amounts were appropriated for the other SF-3
lineitems.

As of June 30, 1999, the department had encum-
bered atotal of $121.7 million fromits FY 1999 GRF
appropriations, with $94.4 million of that amount
traceable to six line items as follows: (1) $58.6 mil-
lioninlineitem 200-501, Base Cost Funding; (2) $12.6
million in line item 200-545, Vocationa Education
Enhancements; (3) $7.2 million in line item 200-503,
Bus Purchase Allowance; (4) $6.1 millioninlineitem
200-540, Specid Education Enhancements; (5) $5.4
million in line item 200-514, Post-Secondary/Adult
Vocationa Education; and (6) $4.5 millioninlineitem
200-520, DPIA. Most of these encumbrances will
be used to pay outstanding set-asides within these
lineitems.

The outstanding set-aside obligations within the
Base Cost Funding program (lineitem 200-501) were
covered by $41.1 million of theline item’s $58.6 mil-
lion in encumbrances that included: (1) $13.8 million
for category three specia education student supple-
mental reimbursements; (2) $8.5 million for post-sec-
ondary enrollment payments; (3) $6.8 million for
exempt vauation adjustment payments; (4) $2.1 mil-

lion to fully fund payment adjustments pursuant to
sections 3317.026, 3317.027, and 3317.028 of the
Revised Code; (5) $2.0 million for reappraisal guar-
antee payments; and (6) $2.0 million for youth ser-
vicetuition. With respect to post-secondary payments
within the Base Cost Funding program, it should be
noted that there was no specific set-aside. These
payments are to be deducted from a school district’s
state aid. However, the deduction generaly happens
oneyear after-the-fact. In other words, the state made
post-secondary enrollment payments to colleges and
universitiesin FY 1999. Then these paymentswill be
deducted from school districts’ state aid in FY 2000.

Theremaining $17.5 million in encumbrancesfrom
the $58.6 million total encumbered within line item
200-501, Base Cost Funding, was committed for FY
1999 SF-3 payment adjustments due to data correc-
tions. As a result of school funding reform enacted
by the 122nd Generd Assembly, beginningin FY 1999,
state foundation SF-3 funding for al students is di-
rected to their resident district. Prior to FY 1999, state
support was disbursed directly to the entity that actu-
ally educated a particular student, regardless of
whether that was the child’s home school district or
not. Many school children, especially those receiving
specia and/or vocational education services, are edu-
cated by a school district other than their resident
district or by an educational service center. For FY
1999, school districts were guaranteed to receive at
least their comparable FY 1998 SF-3 funding amounts.
To make afar comparison, FY 1998 state unit fund-
ing for contractual special and vocationa students
needs to be attributed back to such a student’s resi-
dent district. The comparable FY 1998 SF-3 funding
amount affects FY 1999 funding calculations for a
school district that is on the guarantee or subject to
the cap. The department used estimated FY 1998
SF-3 funding to do cdculations throughout the year
whilethe actual datawere collected. The actua data,
which became available at the end of FY 1999, indi-
cated that the amount of funding the state needed to
disburse would be approximately $24.0 million higher
than estimated. A higher FY 1998 funding amount
will increase FY 1999 funding for adistrict that ison
the guarantee or subject to the cap. As of this writ-
ing, the department was making those FY 1999 SF-3
funding adjustments.

Of the $12.6 million encumbrance in the voca-
tiona education enhancementsprogram (lineitem 200-
545), $9.8 million will be used to pay outstanding
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set-asides, including $4.9 million for vocationa edu-
cation lead school grants in comprehensive high
schools and $3.3 million for vocational education
equipment replacement supplement payments. The
remaining $2.8 million was reserved for 58
unallocated units for joint vocationa school districts
(JvSDs). A tota of 3,000 units were authorized for
JVSDsin FY 1999. At the end of June 1999, 2,942
units were allocated and the average unit reimburse-
ment was approximately $44,000. Units need to be
formed and approved by the department. It wasthere-
fore not unusual to see additiond unit alocations af-
ter the end of afiscal year, though one may question
whether al 58 unallocated units will actually be dis-
tributed.

Timing played a key role in the $7.2 million en-
cumbrance in the bus purchase alowance program
(lineitem 200-503). The program providesfunding to
assist school districts and educational service cen-
ters (ESCs) with bus purchases or bus service con-
tracts. Noneof thisfunding ($37.3 millionin FY 1999)
can be distributed without approval of the Controlling
Board. Up to 25 percent of the appropriation for this
lineitem was reserved for approved buses purchased
and identified as* non-public or handicapped,” which
are fully reimbursed by the state. The Controlling
Board released $9.3 million (25.0 percent of the total
FY 1999 appropriation) for non-public and handi-
capped bus purchasesin FY 1999. These funds, how-
ever, will not be disbursed until buses are actualy
delivered to school districts or ESCs. School districts
and ESCs generally start the purchase process after
the Controlling Board's approval. Therefore, it was
not unusual to see that a chunk of this line item’s
appropriation was still encumbered at the end of a
fiscd year.

The $6.1 million encumbrance within the specia
education enhancements program (line item 200-540)
included outstanding set asides of $3.0 million for
home instruction payments for specia education stu-
dentsand $1.7 million for specia education aide fund-

ing.

The $5.4 million encumbrance in the post-second-
ary/adult vocational education program (lineitem 200-
514) wasmainly for the year-end payment adjustment.
Part of funding is not to be disbursed until partici-
pants completed training programs. Such data are
often not available until the end of afiscal year. The
program provided $20.7 millionin FY 1999 fundingin

support mostly of full-time and part-time adult voca-
tiona education programs.

The $4.5 million encumbrance in the DPIA pro-
gram (line item 200-520) included a $1.5 million out-
standing set-aside for the Effective School Program
aswedl as $1.3 million unspent from the $8.7 million
sat aside in FY 1999 for the pilot school choice pro-
gram. This|atter set-aside was paid out of the DPIA
formuladlocation for the Cleveland City Schoolsand
the unspent portion will be returned to the district.

Prior Years' Encumbrances. The department
entered FY 1999 with a totd $197.8 million in en-
cumbered funds from prior fiscal years, some of
which stretched all the way back to FY 1995. Of that
amount in prior years encumbrances, $114.7 million,
or 58.0 percent, was disbursed, $51.3 million was
cancelled and effectively transferred back to the GRF
cash balance, $21.4 million was till encumbered and
available for disbursement in FY 2000, and $10.4
million was transferred by action of the Controlling
Board to supplement the FY 1999 appropriation au-
thority of various departmenta line items, in particu-
lar 200-501, Base Cost Funding.

The$21.4 millionin remaining prior years encum-
brancesincluded $11.6 millionin the Base Cost Fund-
ing line item from fiscal years 1996 and 1997.
Conversations with the department have led us to
believe that there are no outstanding obligations in
thislineitem from thosetwo fiscal years. Thus, we'd
assume at thistime that the $11.6 million in outstand-
ing encumbrances is unlikely to get out the door, but
instead will be cancelled and returned to the state’s
available FY 2000 GRF cash balance.

Library Board. The State Library Board, whose
mission it is to develop, maintain, provide, and dis-
seminate information and library materials and ser-
vicesincluding the connection of the 250 public library
systems in the state through the Ohio Public Library
Information Network (OPLIN), finished FY 1999 with
a negative disbursement variance of $656,094, 4.1
percent below the estimate. Disbursements totaling
$16.1 million were expected, while the total actualy
disbursed hit $15.4 million. A closer look at the de-
tails of the board’'s FY 1999 disbursement activity
reveded that, despite the underage, very little of its
total FY 1999 appropriation was |eft behind to lapse
into the state's ending GRF cash baance. Of the
board's $15.8 million total FY 1999 appropriation,
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$14.6 million (92.1 percent) was disbursed, $1.1 mil-
lion (7.1 percent) was encumbered, and a tiny
$141,221 (0.9 percent) lapsed.

If one were to review its monthly disbursements
over the fiscal year, you would find what are for the
board some relatively large monthly overages and
underages. These variances, however, were not al
that significant as they were principaly driven by
delays in the release of subsidy payments, specifi-
cally those headed for regional libraries for the blind
and physically handicapped in Cincinnati and Cleve-
land (line items 350-501 and 350-503, respectively).
The processing of the paperwork for these subsidies
moved more slowly than was expected, thus the ac-
tual date of disbursement wastypically off by amonth
or 0.

The last item of note amongst the board's eight
GRF lineitemswas 350-504, Ohio Humanities Council,
which contained a $97,000 FY 1999 appropriation to
fund joint humanities projects between local libraries
and the Ohio Humanities Council. The estimates led
us to believe that the line item’ s appropriation would
be distributed in four quarterly payments, however,
only one of the four expected quarterly payments had
been made by the end of the fiscal year. Again, the
paperwork necessary to release this subsidy funding
moved more slowly than anticipated, thus delaying
and moving its expected release date to thefirst month
in FY 2000. To ensurethat funding would till be avail-
ablefor ditribution at that time, the remainder of the
line item’s FY 1999 appropriation ($72,750) was en-
cumbered.

School Facilities Commission. The interest-
ing and interrelated features of the School Facilities
Commission’sFY 1999 spending activitieswere two-
fold: first, a monster $28.3 million ending year over-
age (a positive 93.5 percent variance); and two, the
disbursement of its entire $58.5 million FY 1999 ap-
propriation. The expectation at the start of the fiscal
year was that the commission, which provides fund-
ing, oversight, and technical assistanceto local school
districts in the construction and renovation of school
facilities, would close FY 1999 with an encumbrance
of close to $27.0 million. That did not happen, as,
contrary to the expected, those funds were disbursed
in May.

What happened? The commission’ slone GRF line
item (230-428, Lease Rental Payments) covers debt

service costs incurred by the issuance of bonds to
fund school building improvements. The plan called
for this roughly $27.0 million to be encumbered for a
bond sale that was to occur after the close of FY
1999. Apparently, market conditions were such that
a decision was made to issue a considerably larger
bond in May than planned, with the notion being that
this action would reduce the state' s future debt ser-
vice costs.

SchoolNet. The Office of Information, Learning,
and Technology Services (SchoolNet) — charged
with the administration of al programs for the provi-
sion of assistance to school districts and other edu-
cationa ingtitutions for the acquisition and utilization
of educational technology and recently renamed the
Ohio SchoolNet Commission — finished the fiscal
year relatively close to expectations with a $1.1 mil-
lion underage, which was 4.1 percent below the esti-
mate. This negative disbursement variance was
entirely attributable to line item 228-404, Operating
Expenses, used almost exclusively to support
SchoolNet's administrative costs. The estimate led
us to expect that the line item’s entire FY 1999 ap-
propriation of $17.6 million would be disbursed, but
that did not happen, as $910,504 was encumbered
for disbursement in FY 2000. In addition, a much
smaller amount in the line item — $160,006 — was
allowed to lapse, lessthan one percent of its FY 1999
appropriation. From the larger perspective of
SchoolNet's entire FY 1999 appropriation of $25.3
million, the amount that was alowed to lapse repre-
sented a miniscule 0.6 percent of the total.

Higher Education

Regents. The Board of Regents may have closed
with a year-to-date positive disbursement variance
of $12.9 million, but in the context of a $2.3 billion
budget, thiswas only an overage of 0.6 percent rela
tive to the estimate. There were five principa con-
tributors to this overage, much of which was made
possible by actions of the Controlling Board. First,
and by far the largest, was line item 235-549, Part-
time Student Instructional Grants, which fundsa pro-
gram of need-based financial assistance to
undergraduate students attending Ohio colleges and
universities for part-time study. The overage in this
line item was $12.7 million, the source of which was
aNovember 1998 transfer of $12-plus million in un-
used FY 1998 appropriation authority housed in the
board’ s $90-plus million Ohio Instructiona Grant pro-
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gram (line item 235-503). The transfer, taken in or-
der to meet a higher-than-forecasted demand for part-
time student grants, was made by the Office of
Budget and Management pursuant to temporary law
authorizing such atransfer to augment the Part-time
Student Instructional Grant program. The effect of
thistransfer, which more than doubled the program’s
origind FY 1999 gppropriation of $11.9 million, was
not built into the August 1998 disbursement estimates.

The second largest overage contributor was the
board's $363.0 million debt service line item (235
401) with $6.4 million. As near as we could ascer-
tain, this overage was attributable to a miscal culation
in the estimate for the May 1999 debt service pay-
ment.

Third in the list of underage contributors was line
item 235-508, AFIT, with $3.9 million. This repre-
sented the amount that had been transferred last
December in Controlling Board funds earmarked to
assist the Air Force Technology Institute (AFIT), a
cooperative effort involving the Air Force, local busi-
nesses in the Dayton area community, the Board of
Regents, and four Ohio universities in collaborative
research on aerospace technologies. The transfer of
this earmarked funding was delayed until the Board
of Regents presented a spending plan for AFIT and
was not built into the August 1998 disbursement esti-
mates.

The fourth underage was line item 235-531, Stu-
dent Choice Grants, which funds a financia assis-
tance program that provides a uniform tuition grant
to Ohio residents attending an Ohio independent col-
lege or university as full-time students enrolled in
bachelor’ s degree programs. The line item was over
the estimate by $2.1 million, the source of which was
principally an unanticipated Controlling Board trans-
fer that occurred in April 1999 and moved in $1.5
million of unneeded FY 1999 gppropriations from the
Ohio Ingtructiona Grant program (lineitem 235-503).
The board had projected that the actual number of
Student Choice grant reci pientswould exceed its origi-
nal estimate by roughly 700 and that additiona fund-
ing was needed to head off a certain shortfall that
would adversely affect spring quarter awards.

Thefifth, and last notable contributor to the board’s
year-to-date overage, was line item 235-514, Central
State Supplement, which supplies a supplementa sub-
sidy to Centrd State University in addition to the fund-

ing received from the board’s massive instructional
subsidy (line item 235-501). This supplemental sub-
Sdy landed $1.8 million over the estimate. The source
of this overage was an unanticipated Controlling
Board transfer that occurred in May 1999 and moved
in $1.8 million of unneeded FY 1999 gppropriations
from the Ohio Ingtructiona Grant program (lineitem
235-503). The purpose of thetransferred funding was
to asss the university with the payment of arbitra-
tion orders and one-time salary adjustments for fac-
ulty and staff.

The cumulative effect of this $26.9 million in line
item overages was in turn diluted by a mix of line
item underages. The three notable underagesincluded:
(1) $5.0 million in cancelled prior years encum-
brances; (2) $4.3 million in the Ohio Instructional
Grant program; and (3) $3.1 million from the board’s
mission-based performance-related “ Challenge’ line
items. The underage in the Ohio Instructional Grant
program (line item 235-503) was to be expected, as
the number of needy Ohio students drawing this fi-
nancial assistance was less than originally assumed.
This redlity was what made $3.3 million of the line
item’s FY 1999 gppropriation authority unnecessary
and thus available for transfer to augment Central
State University’s subsidy funding and the Student
Choice Grant program. And dthough the“ Challenge’
line items posted an underage, the funding was not
logt, as it was smply encumbered for disbursement
in early FY 2000. It seemed that the final FY 1999
alocations were determined too late to have been
disbursed prior to the close of the fiscal year.

Health Care/Medicaid

Spending from the $5-plus billion Health Care/
Medicaid program continued its salutary contribution
to the state’ sfiscal picture, by replicating its FY 1998
performance and hauling in another round of annual
underspending, this one totding $107.5 million in FY
1999. Over the 12-month period, occasionaly large
monthly overages were basically overwhelmed by a
more steady parade of large monthly underages.

With regard to the original FY 1999 appropriation
of $5.46 billion (contained in Am. Sub. H.B. 215 of
the 122nd General Assembly), some significant
changes were made. First, Am. Sub. H.B. 650 of the
122nd Generd Assembly, which established a new
system for funding education, reduced the program’s
FY 1999 appropriation by $30.1 million. Second, ac-
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tionstaken by the Controlling Board cut another $70.0
million from the gppropriation, $30.1 million of which
came out of the state portion of the program and $39.9
million of which was trimmed from the federa share
of the program. The specific actions taken by the
Controlling Board transferred $33.1 million of that
$70.0 million in Medicaid appropriations as follows:
(1) $14.6 million to cover federal pendties related to
the state’ s failure to have its Child Support Enforce-
ment Systems (SETS) certified; (2) $7.5 million for
county administration of the Disability Assistance,
Medicaid, and Food Stamp programs; (3) $6.0 mil-
lion to fund the Department of Human Services' third
party liability recovery contract; (4) $4.0 million into
the Department of Health’ sOhio Early Start lineitem
to fund Welcome Home, a program administered by
the Department of Health that supports home visits
by registered nursesto first-time and teen parents as
part of the state’s Family and Children First Initia
tive; and (5) $1.0 million to provide cash assstance
to certain househol ds affected by disasters. The other
portion of the $70.0 million — $36.9 million — re-
flected a reduction in the amount of federal Medic-
aid reimbursement money that the state expected to
earnin FY 1999.

The net effect of these changes was to knock
$100.1 million out of the FY 1999 Medicaid appro-
priation, thus reducing it to $5.36 billion. Of this ad-
justed FY 1999 Medicaid appropriation, $5.18 billion
was disbursed, $2.4 million was encumbered for dis-
bursement in FY 2000, and $183.9 million reverted
(lapsed) to the GRF s ending cash balance.

For FY 1999, the Medicaid program aso carried
$53.9 millionin FY 1998 encumbrances. The depart-
ment disbursed al of the FY 1998 encumbranceswith
the exception of $4.2 million, which included $3.6
million that was till encumbered at year’ s-end and
around $600,000 that was cancelled and returned to
the GRF s ending cash balance.

What this general review of FY 1999 Medicaid
disbursementsisintended to point out is that the ana
Iytical picture is muddied somewhat by: (1) the com-
mingling of current fiscal year appropriationswith the
disbursement of outstanding encumbrancesfrom prior
fiscal years; and (2) the aforementioned Controlling
Board transfersthat moved portions of the program’s
state share of appropriation authority to other wel-
fare and human service programs and reduced the
program’s federa share. For our more detailed end-

of-year treatment of the Medicaid program, see the
article in this issue entitled “Medicaid Spending: A
FY 1999 Retrospective’ authored by our colleague
Ogbe Aideyman.

TANF

Like last year, spending from the Temporary As-
sistance to Needy Families (TANF) program in FY
1999 was considerably below estimate, landing un-
der by $153.7 million, or 16.3 percent. This disburse-
ment variance was almost entirely afunction of $145.4
million in unspent federa money ($137.7 million from
the current year's appropriation plus $7.7 million in
prior year encumbrances). However, upon further
examination, one can see that this disbursement vari-
ance really understates the size of the state’s pot of
federa TANF dollars that were unspent but avail-
ablein FY 1999. Unlike last year, the FY 1999 esti-
mate assumed that $55.0 million of the $653.0 million
FY 1999 gppropriation in line item 400-411, TANF
Federa Block Grant, would lapse and thus was not
even included in the total amount estimated for dis-
bursement. In addition, $75.0 million of availablefunds
from the TANF Federa Block Grant were unappro-
priated and intentionally left “on account” at the fed-
era level as a reserve for caseload contingencies.
Thus, out of the state’s total $728.0 million federal
block grant funding availablein FY 1999 ($653.0 mil-
lion FY 1999 gppropriation plus $75.0 million unap-
propriated), the true amount of unspent but available
federal TANF funds totaled a much larger $275.4
million for FY 1999. From these federal funds, $33.2
million has been encumbered for use in FY 2000.

Adding to the TANF underage was about $700,000
in unspent state TANF dollars. These funds contrib-
ute to Ohio’ s required maintenance of effort (MOE)
and have been encumbered and should be spent prior
to the end of the federal fiscal year on September
30. Also, some $6.6 million in prior years encum-
brances from the now defunct Aid to Dependent
Children (ADC) program had been encumbered for
county reconciliation purposes, but went unspent in
FY 1999, and lapsed.

The driving force behind this considerable under-
age in the TANF program is a steadily declining
caseload. At the start of FY 1999, the total number
of Ohio Works First (OWF) recipients stood at
341,839. At the end of the fiscal year, the number of
OWF recipients had declined to 244,278 — a 28.5
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percent drop in one year
(this decline was 3 tenths
of a percent smaler than
the previous year). The

FIGURE 1
Monthly ADC/OWF Cash Payments
January 1991--June 1999
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efits. While there is certainly a range of opinion on
theissue of which factors are most significant in pro-
ducing the lower welfare caseload, there is a broad
consensus among expertsthat theimproved economy
and the federal Earned Income Tax Credit have pro-
duced the largest share of the impact. These factors
impact the casedload primarily by helping to reduce
the number of families whose situation would lead
them to apply for assistance in the first place. Some
of the other factorswhich influence therate at which
recipients exit from assistance, while perhaps not as
satigticaly sgnificant in acausa modd, certainly play
akey rolein the overal picture of the new structure
of incentives and disincentives in the welfare sys-
tem.

For example, of dl the OWF cases closed in FY
1999 (some cases are reopened and closed again),
over 28,000, or about 21.0 percent, were closed due

to a sanction being applied. The rate of sanctioning
increased considerably after OWF began to beimple-
mented in October 1997, and isnow asignificant fac-
tor in explaining the caseload decline. In addition to
stricter work requirements and a system of sanctions,
the real value of the OWF benefit has declined
steadily, thus increasing the incentive provided by
wages and the increasing numbers of jobs. In Figure
2, we've compared the maximum monthly OWF
ADC cash benefit available to afamily of three with
the monthly income equal to the poverty guideline for
afamily of three.

Clearly, theincreasing gap between the maximum
OWF benefit and the guideline for what constitutes
poverty has become harder to fill with other supports
like food stamps, and thus makes work more attrac-
tive.
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a program based on a
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It is also clear that the combination of al of the
factors mentioned have produced adramatic shiftin
the nature of the welfare system. Increasingly, wel-
fareisbeing seen asatemporary aternativeto work,
and Ohio’ swelfare system isbeing transformed into
a system of workforce development that supports
the transitioning off welfare, or prevents the neces-
Sty of turning to welfare. Depicted in Figure 3 is
data on expenditures in the Prevention, Retention,
and Contingency (PRC) program for the first six
guarters of its operation, with a comparison to the
last three quarters of the old Family Emergency As-
sistance program that was replaced by the PRC pro-
gram.

We seethat, after aslow start, the PRC program
has now begun to regularly exceed spending levels
of the older program — meaning that the PRC pro-
gram, which hasagreater range of allowable means
of providing short-term support for familiesin need,
including supports that help individuas retain em-
ployment, is now beginning to have asignificant pres-
ence in the mix of Ohio’s TANF program.

E&T. Oneof theother key initiativesinthe TANF
budget that began implementation in FY 1999 was
the TANF Employment and Training program. This
program originated in April 1998 when the execu-
tive branch withdrew its application for a Welfare-
to-Work (WtW) matching grant from the federal
Department of Labor. WtW grant moneysare avail-
able to provide more intensive job preparation ser-
vicesfor “hard to serve” welfare clients. In place of

General/Disability Assistance

The FY 1998 disbursement story in the Disability
Assistance (DA) program (astate- and county-funded
effort that provides cash and/or medical assistance
to persons presently ingligible for public assistance
programs that are supported in whole or in part by
federa funds) was a dow decline in the number of
cash recipients and a stable casel oad of medical re-
cipients. The average cash payments declined from
$1.47 million per month in FY 1998 to $1.19 million
per month in FY 1999, while the average medical
payments increased from $3.11 million per month in
FY 1998 to $3.51 million in FY 1999. Despite the
stability in the number of medical recipients, total DA
medica expensesincreased from $37.3 millionin FY
1998 to $42.2 million in FY 1999. The prescription
component of DA medical costs exceeds 60 percent
and inflation in this component is a driving force in
the increase.

Overall, DA’ s1999 disbursementsregistered nega-
tive variances in 10 out of 12 months, but still man-
aged to dightly outspend FY 1998. For the year, DA
disbursements were $4.2 million below the origina
estimate, representing a 6.8 percent negative disburse-
ment variance.

Another factor contributing to the negative dis-
bursement for the whole GA/DA program was the
downessin digtributing dightly over $6.0 million that
the department had encumbered for the purpose of
making awards to the plaintiffs in the civil matter
known as the Taber class action law suit. In a pro-
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cess that required filing an application, by the end of
May, the total number of applications for plaintiff
awards had reached 213. Of these applications, 15
had been approved, 174 had been denied, and 24 were
il pending. Only $3,935 has so far been paid out in
awards. It appears likely that the bulk of the $6-plus
million will go unclaimed, and thus is likely to lapse
back into the state' s unappropriated and unobligated
GRF cash balance sometime during FY 2000. The
interested reader will find more detail on the cause
of action and court rulings on the Taber case in our
January, 1998 and the July/August, 1998 issues.

Other Human Services

Aging. Disbursements for the Department of
Aging were $1.7 million over the estimate for the
month of June, afact that could be attributed directly
to PASSPORT expenditures. The PASSPORT pro-
gram is funded using genera revenue funds, federal
reimbursement for a portion of state Medicaid ex-
penditures, nursing home franchise fees, and desig-
nated revenues from off-track betting, with the
majority of the program’ s revenue being drawn from
the GRF and federal Medicaid reimbursement.
PASSPORT’ sestimated disbursements assumed that
the program'’ s June spending would be amix of $3.9
million in GRF and $7.2 million in federa Medicaid
reimbursement. Actual disbursementswere $6.4 mil-
lion and $4.3 million, respectively. For nearly every
month throughout FY 1999, GRF PASSPORT dis-
bursements ran several hundred thousand dollars
below the estimate due to lower than expected ad-
ministrative costs. Rather than alowing these “ex-
cess’ administrative moneysto lapse, the department
disbursed the excessin June to area agencies on ag-
ing (AAAS) to pay for PASSPORT services. On the
other hand, the unused federal funds did not lapse,
but remained on hand as available cash to the de-
partment. Thus, reducing the June disbursement of
federal PASSPORT funds had no adverse effect on
the program, as these funds will smply be carried
forward and spent in the new fiscd year, utilizing FY
2000 gppropriation authority.

For the year, Aging disbursements were $1.9 mil-
lion under the estimate, the consequences of which
were reveded in two ways: (1) larger than antici-
pated year-end encumbrances, and (2) lapsed FY
1999 appropriation authority. The department encum-
bered $10.1 million for the year, as compared to the
original estimate of $8.0 million (a variance of $2.1

million). Furthermore, the department lapsed $532,765
in FY 1999 appropriation authority, the mgjority of
which came from line items 490-408, STARS, and
490-418, Area Agency on Aging Region 9.

The STARS line item funds a program known as
Seniors Teaching and Reaching Students in which
seniors provide tutoring and mentoring in schools. The
lineitem’s lapse totaled $234,560, 12.1 percent of its
FY 1999 appropriation. According to the department,
the lapsed FY 1999 funding was because they had
fewer volunteers than they had hoped, and a finan-
cia audit and an effectiveness evaluation of the pro-
gram ended up costing much less than had originally
been planned.

The Area Agency on Aging Region 9 line item
lapsed $236,547, 18.3 percent of its FY 1999 appro-
priation. Most of the lapsed amount in the line item
was budgeted for AAA 9 operations, but smply ended
up not being needed. The most interesting facet of
this line item, however, is the story behind its cre-
ation. Early in FY 1999, the department became avare
of serious fiscal issues at AAA 9, which serves a
nine-county area that includes Belmont, Carroll,
Coshocton, Guernsey, Harrison, Holmes, Jefferson,
Muskingum, and Tuscarawas counties. In October
1998, the Controlling Board approved a contract with
AAA 10B (Akron) to provide fiscal management
sarvicesat thetroubled AAA 9. The Controlling Board
aso approved a transfer of $191,806 in unused FY
1998 funds from GRF line item 490-412, Residential
State Supplement (RSS), to the newly created GRF
line item 490-418, Area Agency on Aging Region 9,
to pay for the contracted services through the end of
FY 1999. In December 1998, the Controlling Board
approved the transfer of an additional $1,101,770 in
unneeded FY 1998 and FY 1999 RSS appropriations
tothenew lineitem. Thetransferred RSSfundswere
used to ensure that servicesin Region 9 would con-
tinue without interruption and to pay the Auditor of
State (approximately $32,000) for a special audit of
the AAA. The fiscal management services contract
with AAA 10B was subsequently renewed for
$77,036 by the Controlling Board to cover the period
of July 1, 1999 through December 31, 1999.

The RSS program provides clients with a supple-
mental income that allows them to reside in a group
home setting and receive a protective level of care.
The funds were unneeded because al available RSS
dotswerenot filled. In FY 1999, there were approxi-
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mately 2,750 RSS recipients, more than half of which
are under age 60. Furthermore, more than half of the
recipients suffer from some type of chronic mental
illness. During FY 1999, Aging wasengaged in adis-
cussion with the departments of Health and Mental
Hedlth regarding the future of the RSS program. LBO
believes that it was unclear at that time whether or
not the program would remain with the Department
of Aging, therefore, the department was not aggres-
sve in filling dl the available dots. However, it is
now clear that the program will remain with Aging.
The recently enacted budget covering fisca years
2000 and 2001 included severa RSS program reform
measures, theimplementation of whichisto beevalu-
ated during FY 2001 by the departments of Aging,
Health, Mental Health, and a group of key relevant
constituencies.

Alcohol & Drug Addiction. The Department
of Alcohol and Drug Addiction Services ended the
fiscal year with an overage of nearly $900,000. The
entire overage can be attributed to disbursementsfrom
lineitem 038-404, Prevention Services, which isused
to fund community substance abuse prevention, teen
pregnancy prevention, and higher education substance
abuse prevention programs. The origind disbursement
estimate for this line item mistakenly assumed that
the department would encumber the entire appropria-
tion for disbursement in FY 2000. In fact, contrary to
that expectation, the appropriation wasfully disbursed
in FY 1999,

Employment Services. After ayearlong parade
of uneven monthly overages and underages, what
was most amazing about the Bureau of Employment
Services was that, at the end of FY 1999, it landed
virtually on top of the disbursement estimate. At
year' s-end, the bureau posted a miniscule negative
disbursement variance of $86,008, 0.3 percent below
the estimate. A further look at the bureau’ s numbers
indicated that, of its $28.7 million FY 1999 operating
budget, $27.8 million (96.8 percent) had been dis-
bursed, around $900,000 (3.1 percent) was encum-
bered, and about $21,000 (0.1 percent) was left to
lapse back into the GRF s ending cash balance.

The driving force behind the bureau’s GRF dis-
bursements was, as expected, line item 795-407,
OBES Operations, which accounted for closeto 80.0
percent of its total FY 1999 GRF appropriation. By
the end of June, the bureau had disbursed over 99.0
percent of the line item's FY 1999 appropriation of

$22.5 million, with the remainder of the appropriation
having been encumbered for disbursement in FY
2000.

A few of the bureau’'s “lesser” line items (i.e.,
those comprising a much smaller share of its total
GRF budget) exhibited a persistent pattern of
underspending throughout the fiscal year and were
primarily responsible for the bulk of its year-end en-
cumbrances. This pattern of underspending was not
in itself remarkable in light of two factors: historical
experiences suggesting that these were not unusual
disbursement wrinkles as well asthe bureau’ s use of
an accounting system known as ICESA FARS (the
Interstate Conference of Employment Security Agen-
cies Finance and Reporting System).

As we noted in past issues, ICESA FARS is one
of three systems that has the ability to alocate indi-
rect costs in accordance with the federal Depart-
ment of Labor’ s approved cost alocation plan. Since
the bureau receives approximately 80.0 percent of
its funding from the federal government, adherence
to these accounting imperatives is critical.

Indirect costs are assigned directly to federal
grantsin ICESA FARS and in the state’ s central ac-
counting system (CAS) to the bureau’ s federal Fund
331, Federa Operating. Since ICESA FARS must
be reconciled on a quarterly basis with CAS viathe
use of intrastate transfer vouchers (ISTVs) “lags’
between actual date of disbursement and posting of -
ten occur. Because of this, monthly variances be-
tween actual and estimated disbursements may be
misinterpreted as either issues of timing, bad esti-
mates, or difficulties encountered with certain bud-
get initiatives. In fact, the FY 1999 year-end
encumbrances totaling approximately $900,000 can
be directly attributed to the quarterly reconciliation
that must be done between ICESA FARS and CAS.

There were a so three notable Controlling Board
actions taken over the last year that have affected
the bureau’s FY 1999 GRF disbursement activity.
Fird, disbursements from line item 795-418, TANF
Employment & Training, created by action of the
Controlling Board in June 1998 to assist with the costs
of the bureau’s TANF-driven administrative ex-
penses, were sluggish relative to the estimate adl fis-
ca year long and never turned around. The line item
ended with a53.5 percent underage and managed to
disburse only 46.0 percent of its $400,000 FY 1999
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gppropriation. Although the remainder of thelineitem
— $215,905 — was encumbered and not alowed to
lapse back into the GRF' s ending cash baance, we
were dill left with some uncertainty as to what the
bureau had intended with thisadmittedly small amount
of money. An appropriation to support the adminis-
trative functions of the TANF Employment and Train-
ing Program was made using federd funds in the
amount of $700,000 in each year of thebiennium (line
item 795-620). The availability of these fundsis de-
pendent upon an interagency agreement for a trans-
fer from the Department of Human Services.

Second, the bureau took a few proactive steps
throughout the fiscal year to redirect GRF funds to
program areas that required supplemental appropria
tions. In March 1999, for example, the Controlling
Board approved atransfer of $70,000 from lineitem
795-412, Prevailing Wage/Minimum Weage and Mi-
nors, that was split between two lineitems: 795-413,
OSHA Match, and 795-417, Public Employee Risk
Reduction Program. The transferred funds repre-
sented excess appropriations that built up due to an
unfilled director position and disability leave taken by
an assigtant director. At that time, both of the line
items to which these excess funds were moved
showed signs of exhausting their GRF appropriations
before the end of the fiscal year. Of the transferred
funds, $20,000 was moved to bolster the state's
OSHA match money, thus leveraging $100,000 in
additional federal enforcement funding, while the re-
mainder — $50,000 — was used to cover a pro-
jected deficit in the Public Employee Risk Reduction

program.

Third, and last, in December, the Controlling Board
transferred, pursuant to a bureau request, the unen-
cumbered FY 1999 balance from line item 795-416,
Veterans Programs, into the Ohio Veterans Home's
GRF operating budget. The original FY 1999 appro-
priationinthebureau’ slineitemwas $67,900, of which
$30,781 was actualy transferred over to the Veter-
ans Home. The purpose of the bureau’s line item
was to fund activities associated with the Ohio Vet-
erans Hall of Fame, which honors outstanding vet-
erans for successful endeavors following military
service. The Controlling Board transfer was initiated
in order to comply with an executive order previoudy
signed by the Governor that shifted responsibility for
the Hall of Fame from the bureau to the Veterans
Home.

Health. The Department of Health closed FY
1999 with an underage that was $8.7 million, or 10.3
percent, below the estimate for total GRF disburse-
ments. Around 85 percent, or $7.4 million, of that
underspending was concentrated in the department’s
FY 1999 budget gppropriations, while the remaining
15 percent, or $1.3 million, was attributable to fund-
ing encumbered from prior fiscal years appropria
tions for disbursement in FY 1999.

From among the department’s 25-plus GRF line
items, we identified, in order of magnitude, the fol-
lowing five as prime culprits in this underspending:
(1) 440-501, Loca Hedth Districts ($3.9 million); (2)
440-444, AIDS Prevention/AZT ($2.3 million); (3)
440-418, Immunizations ($1.4 million); (4) 440-413,
Ohio Hedth Care Data System ($1.1 million); and
(5) 440-416, Child and Family Hedth Services ($1.0
million). Also of note was the fact that, of the total
amount appropriated to these five line items in FY
1999 — $29.9 million — close to one-third, or $9.7
million, had not been disbursed by the close of June.
On abrighter note though, the department sent aclear
signd that it fully expected to eventually spend a con-
Sderable portion of this unspent $9.7 million, as it
encumbered $8.5 million of that amount for disburse-
ment in FY 2000.

Of these aforementioned fivelineitems, two merit
some additional remarks. First, as has been discussed
in prior issues, disbursements from lineitem 440-501,
which contains subsidy funding for the 144 loca hedlth
digtricts in Ohio, tend to lag behind the estimate, and,
infact, often are not disbursed until thefollowing fis-
ca year. For example, FY 1998 loca hedth district
subsidy funding was not disbursed until August and
November of FY 1999. Since the amount of a sub-
sidy that agiven hedlth district receivesisdetermined
by a formula in the Revised Code, the department
literally cannot distribute any of this subsidy funding
until it receives certain core bits of information from
all of the 144 local health digtricts. In the case of the
$3.9 million appropriated for FY 1999 subsidy fund-
ing, none of it was disbursed and the entire amount
was encumbered for disbursement sometime in late
summer or early fall.

Second, line item 440-413, which funds the Ohio
Health Care Data System, astatewide, uniform elec-
tronic claims system that collects information on all
recipients of publicly funded health care, lapsed
dightly over 30 percent ($570,362) of its adjusted FY
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1999 appropriation of $1.9 million. During FY 1999,
the department merged the activities of the hedlth
care policy (line item 440-458, Hedth Care Policy
and Regulation) and data system units. Asaresult of
this merger, payroll costs were reduced in both units,
producing not only line item 440-413' s funding lapse,
but alapse of $380,699 in line item 440-458 as well.
Lineitem 440-413 was dso asignificant player inthe
department’s $1.3 million of underspending in prior
years encumbrances. Just over $1 million of thisline
item’'s FY 1998 appropriation was encumbered for
disbursement in FY 1999, but only $306,654 was ac-
tually disbursed. Virtualy dl of thisencumbered fund-
ing reflected a planned contract payment to The Gallop
Organization for its work on the Ohio Family Hedlth
Survey, a project whose aim was to determine the
number of uninsured and underinsured personsin Ohio
and provide required basdline and descriptive health
care information. As it turned out, the mgjority of
Galop’'s work was actudly performed in FY 1999
and thus was paid for using FY 1999 agppropriations
rather than FY 1998 encumbrances as had been ex-
pected.

Notable Overages. In the midst of this
underspending, the department did register overages
in two line items, both of which were tracesble to
actions of the Controlling Board. Line item 440-451,
Prevention, which funds operational expenses of the
department’ s disease prevention program and subsi-
dizeslocal health agencies, ended the fiscal year with
apositive disbursement variance of $1.7 million. Why?
Largely because on July 27, 1998 the Controlling
Board transferred a total of $2.2 million in various
unspent FY 1998 GRF gppropriationsto lineitem 440-
451's FY 1999 appropriation, in an effort to address
a$1.4 million cash flow problem associated with the
department’ s federal Preventive Block Grant.

Line item 440-459, Ohio Early Start, which pro-
vides state funding to participating counties for direct
services to children aged birth to three years who
are at high risk for developmental delay, abuse, or
neglect because of their environmental, family, or
health circumstances, ended the fiscal year with a
positive disbursement variance of $2.5 million. Why?
Because, also on July 27, 1998, the Controlling Board
transferred $4.0 million from the Department of Hu-
man Services Medicaid program to line item 440-
459 to providefunding for Welcome Home, aprogram
administered by the Department of Health that sup-
ports home visits by registered nurses to first-time

and teen parents as part of the state’s Family and
Children Firgt Initiative.

Mental Health. At year’ s-end, the Department
of Mental Health’ s disbursements were $10.3 million
over the estimate. Of this variance, $6.8 million was
traceable to employee pay raises. In FY 1999, the
department employed approximately 3,300 person-
nel, 3,000 of which worked at state psychiatric hos-
pitals. Last fdl, the Controlling Board approved the
transfer of $60.4 million in GRF funding that had been
explicitly appropriated to assist state agencies with
absorbing the cost of employee compensation in-
creases. Of the funding transferred to Mental Health,
$672,924 was moved into the department’ s personal
services line item (333-100) and a much larger $6.1
million was dropped into its hospital operations line
item (334-408). The transfer of this employee pay
raise money resulted in an end-of-year overage be-
cause the August 1998 estimates that we base our
disbursement discussions on did not include fund trans-
fersthat had not yet happened.

The Department of Mental Health also posted a
$9.5 million underage for the month of June. We did
not, however, attach any significance to the June un-
derageitsdlf asit was directly attributable to an error
made in the calculation of the monthly estimates for
various line items.

Rehabilitation Services. The Rehabilitation Ser-
vices Commission closed the year with an underage
of $3.3 million, or 14.4 percent below the estimate.
Repeated monthly underagesin itsline item 401-506,
Case Services for People with Disabilities, equalled
just over $3.5 million and essentialy propelled this
negative state of fiscal affairs. According to the com-
mission, the variance was the result of having to allo-
cate its state match funding so as to be in alignment
with the manner in which it draws federal vocationa
rehabilitation funding. Not surprisingly then, FY 1999
disbursements from line item 401-506 mirrored pre-
vious years. As in the past, the commission encum-
bered a load of this funding for disbursement in the
early stages of the next fiscd year. Of thelineitem’s
$11.1 million FY 1999 appropriation, $4.9 million, or
44.1 percent, was encumbered for disbursement in
FY 2000.

The size of the commission’s year-end underage
was reduced dightly from what it would otherwise
have been as aresult of somewhat greater-than-ex-
pected spending on persona services. This was due
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to the $315,291 in GRF funding that the Contralling
Board approved for transfer last fall into the
commission’s budget to cover employee pay raises
that were not built into its FY 1999 disbursement es-
timates.

Veterans Home. The Ohio Veterans Home, one
of the nation’ s largest state-operated homes for vet-
erans, ended FY 1999 with an overage of $1.2 mil-
lion, which was 7.3 percent over the estimate. One
factor explains this overage — the transfer of oper-
ating fund appropriations totaling $1.3 million. There
were actualy two such transfers; the most signifi-
cant of which occurred last August. At that time, the
Controlling Board approved the transfer of $900,000
fromitsEmergency Purposes/Contingencieslineitem
to the home's budget. The purpose of the transfer
was to provide the home with the funding necessary
to hire 53 additiond fulltime staff and bring its staff-
ing levels up to recommended levels. This move be-
came necessary because in May 1998, the Ohio
Department of Health (DOH) auditors had cited and
fined the home for insufficient staffing in its Secrest-
Giffin nursing home. With staff augmented as are-
ault of this August 1998 funding transfer, the home
subsequently passed a June 1999 DOH audit without
citation. The home phased in the hiring of these 53
new staff (mostly nurse aides) over the course of the
fiscal year so as to stretch this money as far as pos-
sble.

The second transfer occurred last fall when the
Controlling Board approved the movement of $60.4
million in GRF funding that had been explicitly appro-
priated to assist state agencies with absorbing the
costs of employee compensation increases. Of that
transferred empl oyee compensation funding, $407,000
was moved into the home's persona services line
item.

Because the hiring of these 53 new staff was
phased-in over the course of the fiscal year, as well
as other financial maneuvers, the home was actually
ableto constrain itsyear-end overage from being even
higher.

Justice & Corrections

Adjutant General. Based upon the fact that the
Adjutant General — charged with assisting state and
local law enforcement agencies during periods of di-
saster, disturbance, or other emergency situations—

closed with a small year-to-date positive disburse-
ment variance of $351,834, or 2.4 percent above the
estimate, one could have stopped and assumed that
not much was going. In the details below this quiet
looking surface we found two line items with dra-
maticaly different disbursement variances: 745-409,
Central Adminigtration, and 745-406, Tuition Grant
Program. The Central Administration lineitem, which
supports the Adjutant General’ s annual operating ex-
penses, posted an overage of $1.4 million. The source
of this overage was essentidly $1.8 million in Con-
trolling Board-approved operating fund transfers that
occurred at various times during the fiscal year. Of
that amount, $1.4 million wasrel ated to the rendering
of disaster assistance when the Ohio National Guard
was activated by the Governor twice during FY 1999:
oncein July 1998 to assst communitiesin recovering
from tornado and storm damage and flooding in 26
counties stretching from Toledo to Marietta, and once
in April 1999 in response to high wind and tornado
damage in Clinton, Hamilton, and Warren counties.

Working then to somewhat offset this rather large
overagein the Central Administration lineitemwasa
$900,000-plus underage in the $4.0 million Tuition
Grant Program line item, which provides tuition as-
sistance for full- or part-time undergraduate work to
individuas who enlist in the Ohio National Guard for
Six years. Any concern that this apparent failure to
spend around one-quarter of this program’s FY 1999
appropriation might generate in certain circles should
have been eased by the discovery that the balance of
the line items had been encumbered. Upon convers-
ing with the Adjutant General, welearned that schools
were dow in submitting requests for payment and as
a result the agency had not yet paid on its commit-
ments for the spring and summer 1999 academic
terms. (Under the recently enacted biennial budget
covering fiscal years 2000 and 2001, this program’s
funding was moved into the Board of Regents under
lineitem 235-599, National Guard Tuition Grant Pro-
gram. The funding itself, however, will continue to be
disbursed at the direction of the Adjutant Generd.)

Attorney General. As they had managed to
string together an uninterrupted line of seven monthly
overages from last December through this June, it
was not startling to discover that the Office of the
Attorney General closed FY 1999 with ayear-to-date
positive disbursement variance of $3.4 million, 7.0
percent above the estimate. The source of this end-
ing-year overage — traceable to their GRF budget
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driving, $47.6 million operating expenselineitem (055-
321, Operating Expenses) — was twofold. First, last
fal, the Controlling Board approved the transfer of
GRF funding that had been explicitly appropriated to
assist state agencies with absorbing the costs of em-
ployee compensation increases; $3.1 million of which
was moved into the Attorney General’ s personal ser-
vices line item and would not have been built into its
FY 1999 disbursement estimates. Second, and con-
siderably more critical from a policy perspective, the
Office of the Attorney General transferred the pay-
roll costs associated with around 20 positions into its
GRF budget from Fund 419, Claims Section, the | atter
of which was experiencing a cash flow problem that
we previoudly discussed in our February, 1999 issue.
Wewere unable, however, to discern how much each
of these two factors contributed independent of one
another to the yearly overage.

Claims Section. This fund receives the Attorney
Generd’ scut of the action for collecting clamsdueto
various state agencies, and their “take” isin turn used
to fund the Attorney Genera’ s revenue recovery ac-
tions as well as to support officewide operating ex-
penses. Recently, its two largest clients — the
Department of Taxation and the Bureau of Workers
Compensation — successfully upgraded their ownin-
house capabilities to collect these claims, which de-
creased the number of claimshandled, and therevenue
generated, by the Attorney Generd’s collection op-
eration. As aresult, the total dollar amount of clams
collected annually by the Attorney Genera was an-
ticipated to fall from around $150 million to about $140
million, which would then produce an annua revenue
lossto the Attorney Generd’ s Claims Section Fund of
close to $1.0 million. From the Attorney Generd’s
perspective, this was not a positive change of affairs
since the fund's healthy cash flow has traditionaly
offered an attractive and easy target for supplement-
ing its GRF budget. Adding to this revenue woe was
the concern that expenditures would till rise in the
future, even in the face of certain clams dropping, as
the nature of those claims still turned over the Attor-
ney General’s collection operation were expected to
become more complex and labor intensive. The re-
cently enacted biennial budget that coversfiscal years
2000 and 2001 contained a permanent law change
intended to ameliorate the Attorney Generd’ srevenue
loss by specifying that up to 11.0 percent of dl amounts
collected by the Attorney Genera on claims due to
the state be paid into the Claims Section Fund. Preex-
isting law set the amount of the Attorney Genera’s

take of this action at 9.0 percent, 2.0 percent less
than will be the case for fiscal years 2000 and 2001.

Criminal Justice Services. The estimatefor the
Office of Crimina Justice’ s total FY 1999 disburse-
ments was $4.3 million, while its actual total FY dis-
bursements registered considerably less at $3.0
million. This trandated into a $1.3 million year-end-
ing underage, 31.1 percent below the estimate. Most
of this variance was attributable to the office’s line
item 196-401, Crimina Justice Information System
Plan, the purpose of which was intended to improve
the capturing of datarelated to the disposition of crimi-
nal cases, information that is subsequently transmit-
ted to the state, specifically the Attorney Generd’s
Bureau of Crimina Identification and Investigation
(BCII). Of the line item’s $1.1 million FY 1999 gp-
propriation, only $170,849, or 16.0 percent, was dis-
bursed; however, of theremainder, $894, 773, or 83.6
percent, was encumbered. Of that encumbered
amount, $435,000 is dated to assist Montgomery
County with various crimind justice information sys-
tem enhancements, which include upgrading hard-
ware and software to achieve Y 2K compliance and
facilitating fingerprint image transfers to BCII. A
microscopic $4,378, or 0.4 percent, of thelineitem’s
FY 1999 appropriation was permitted to lapse back
into the GRF s ending cash balance.

Judicial Conference. While the Ohio Judicia
Conference's disbursements landed far below the
estimate, it did end 1999 with a little bit of a bang.
First, the landing. The conference ended the fiscal
year with a negative disbursement variance of $7.0
million, 68.5 percent under the estimate. This lack of
disbursement activity, however, was not unexpected
news to anyone who isaregular reader of this publi-
cation. In prior conversations with the conference
about its court security program — which provides
grantsto local courtsfor the implementation of secu-
rity improvements — it was quite clear that award
process was moving slower than expected. Not sur-
prisingly, the conference managed to disburse only
17.0 percent of the $9.7 million appropriated for this
purpose in FY 1999 (line item 018-502, Court Secu-
rity Subsidy). This suggish pace accounted for why
the conference’ sFY 1999 disbursement activitiesfell
significantly behind those of the other twelve state
agencies that make up the Justice and Corrections
program category.

Then, the bang. While the focus has been on the
conference’s inability to relieve itself of this court
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security subsidy funding, it did end the fiscal year on
a bright spot that should not be overlooked. Of the
$2.6 million that was disbursed from this line item in
FY 1999, including dmost $1.0 million in FY 1998
encumbrances, 80.8 percent occurred in thefina two
months of the fiscal year. In anticipation of being able
to promptly distribute a huge portion of grant funding
within the first few months of FY 2000, the confer-
ence encumbered $8.0 million of itsunspent FY 1999
appropriation authority. The conference does antici-
pate though that approximately $1.0 million of this
encumbered funding may not be needed and would
then be alowed to lapse back into the state’s unap-
propriated and unobligated GRF cash balance.

Public Safety. Although in the scheme of things,
the Department of Public Safety isavery smal player
inthe state’ s GRF budget — with amere $7.9 million
of the department’ s $400-plus million FY 1999 oper-
ating budget being covered by the GRF — asit is
heavily financed by moneys earmarked from the
state’ s gasoline tax revenue — it did close with a
somewhat eye-popping year-ending overage of 39.9
percent, or $2.0 million.

How exactly did the department accomplish that,
since redlistically speaking, a state agency can't en-
gage in deficit spending? The answer in two words
was Controlling Board. On three separate occasions
over the course of FY 1999, the Controlling Board
approved requests to transfer operating fund appro-
priations that in total increased the department’s FY
1999 GRF budget by $2.0 million. Of this amount,
$1.3 million was to provide disaster assistance fund-
ing to counties that were damaged by storms and
flooding in early summer of 1998, around $576,000
was to fund earmarks for the American Red Cross
and the Miami Valley Urban Search and Rescue Task
Force that were not fully disbursed in FY 1998 as
caled for in the biennia budget bill, and close to
$200,000 went to assist the department with absorb-
ing the payroll costs associated with employee pay
raises.

The other facet of the department’ sFY 1999 GRF
budget that caught our attention was line item 764-
404, Transportation Enforcement Operations, which
supports operating expenses of its motor carrier in-
gpection unit. Of thelineitem’s $2.1 million FY 1999
appropriation, only two-thirds, or $1.3 million, had been
disbursed. A closer examination revealed that amuch
larger amount than expected had been encumbered

for disbursement in FY 2000 ($777,260, or 37.5 per-
cent of the FY 1999 appropriation). Upon conversing
with the department, we learned that, early on in FY
1999, they took a deliberately cautious approach to
spending thislineitem’ sgppropriation. Theresult was
that a nice pile of this FY 1999 money was built up,
and subsequently encumbered, for the purpose of
making some necessary equipment purchasesfor the
motor carrier ingpection unit, including laptops and
printers, in-car cameras, hand held radios, vehiclelight
bars, and three patrol vehicles.

Rehabilitation & Correction. Asweseeit, here
is the basic description of the Department of Reha
bilitation and Correction’s FY 1999 disbursement
story. Its year-to-date underage peaked halfway
through FY 1999 at $70.3 million. And then following
that December high, we witnessed its Sow erosion
in the face of afairly relentless six-month assault of
overages that included $8.0 million in June. Asare-
ault, by the time FY 1999 closed, the department’s
year-to-date underage had been driven al the way
down to $5.4 million, 0.5 percent below the estimate.
This drop in the departmental underage was, how-
ever, alittle less steep than this ending number sug-
gests. Buried within that bottom line underage were
overages totaling $8.3 million produced by the
department’ s debt service and community-based cor-
rectional facility programs. Wereit nor for those pro-
grammatic overages, the department’s end-of-year
underage would have been closer to $14.0 million.

Describing the department’ s disbursementsthough
wastherelatively easy part. What is much more prob-
lematic is trying to analyze, or attach some larger
meaning, to its spending variances. Why? Because
the process of estimating the department’ s disburse-
ments, especialy monthly spending, is, in our opinion,
asmuch art asit is science. Why? Because this de-
partment has learned to adapt to, as well as manipu-
late, its contingency-laden environment, and the
leadership of the executive branch, in recognition of
that redlity, has typicaly given the department fairly
wide latitude in dtering its plan for spending $1-plus
billion in GRF annudly.

And, as it unfolded, FY 1999 was no different.
The department’ s initial FY 1999 GRF appropriation
totaled $1.19 hillion, which included $190.4 million in
additiona funding to essentidly begin the activation,
and in some casesfully open, seven new correctional
facilities, to expand existing operations by hiring more
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security, unit management, mental health, and parole
gaff, and to pump close to $20.0 million in commu-
nity corrections subsidies into the street. Late in FY
1998, the General Assembly cut more than $20.0
million from the department’s FY 1999 GRF budget
as part of a larger appropriation reduction strategy
tied to creating a new system for funding education.
Then in the fall of FY 1999, the Controlling Board
funneled $31.3 million into the department’s GRF
budget to assist with employee pay raises, which, for
the department is no small feat when one considers
that over 14,000 of its employees are paid from the
GRF.

Other factors, three in particular, jJumped into the
mix to reduce spending and generate the further like-
lihood that variances would devel op between planned
and actua disbursements. Firgt, the activation or open-
ing of some of the new correctiond facilities was
delayed, in some cases until FY 2000 or beyond. Sec-
ond, a hiring freeze imposed by Governor Taft de-
layed the hiring of newly authorized staff. Third, the
department ingtituted ahost of changesrelated to staff
overtime, meal management, inmate transportation,
and so forth that cut the day-to-day cost of running
prisons from what it would otherwise have been.

Further muddying the disbursement picture was
the department’ s decision, as it approached the end
of FY 1999, to spend, with the approval of the Office
of Budget and Management, achunk of its GRF fund-
ing to push forward the purchase of equipment en-
hancements and upgrades and the making of
ingtitutional repairs. While there was no doubting the
critical or necessary nature of these purchases and
repairs, it isimportant to understand in the context of
disbursements that this was GRF funding that was
not going to be spent as planned and would have oth-
erwise lapsed.

This discussion points out that these changes in
the department’s funding levels and spending plans
were not self-evident or easily extractable from an
examination of its FY 1999 disbursement variances.
One had to look beyond ssimple disbursement vari-
ances to the portions of the department’s FY 1999
appropriation authority that were either encumbered
for disbursement in FY 2000 or left to lapse back into
the state’'s ending cash balance. And when one did
that, you found that the department had: (1) encum-
bered $42.9 million, roughly three times larger than
the amount that we would have expected; and (2)

lapsed $19.0 million, amost 40.0 percent more than
the number we had anticipated.

Y outh Services. The most notable festurein the
Department of Youth Services FY 1999 disburse-
ment picture was the lapsing of $5.2 million, or 35.0
percent, of its $14.9 million debt service appropria-
tion (line item 470-412, Lease Rental Payments).
Although this lapsed amount clearly represented a
rather healthy portion of thelineitem’s appropriation,
it was not a surprising or particularly aarming out-
come for two reasons. First, OBM had originaly es-
timated a lapse in the department’s FY 1999 debt
service appropriation of roughly this magnitude —
$4.2 million. Second, OBM'’s higtorically conserva
tive approach to debt service appropriations, com-
bined with a rather long-running favorable bond
market, have created conditions under which the state
has gained access to the big pots of cheap money
that are necessary to finance various capital improve-
ments.

Thislineitem picks up the state’ s debt service tab
that must be paid to the Ohio Building Authority
(OBA) for its obligations incurred as aresult of issu-
ing bonds that cover the department’ s capital appro-
priations. The appropriation authority and actual
spending levels are set and controlled by OBM, and
not by the department. The moneys made available
as aresult of these bonds finance the design, con-
struction, renovation, and rehabilitation phases of vari-
ous departmental capital projects, as well as
construction and renovation costs associated with
local criminal justice projects, including community
rehabilitation centers and juvenile detention centers.

Environment & Natural Resources

Natural Resources. The first thing one noticed
about the Department of Natural Resources at fiscal
year' s-end wasthat itstotal disbursementsregistered
over the estimate by $2.7 million, or 2.9 percent. One
needed only to recall a Controlling Board transfer
action taken last fall to easily placethisoverageiniits
proper context. At that time, the Controlling Board
approved thetransfer of $2.7 million in operating fund
appropriations into the department’ s budget to cover
pay raises that were not built into its FY 1999 dis-
bursement estimates.

The second thing we noticed was that, of the
department’s $100.8 million FY 1999 GRF operating
budget, $96.4 million (95.7 percent) had been dis-
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bursed, $916,079 (0.9 percent) had been encumbered,
and $3.4 million (3.4 percent) lapsed. From amongst
these disbursement details, we looked more closely
at the three line items that covered $2.9 million, or
amost 85.0 percent, of the funding that lapsed: (1)
725-404, Fountain Square Rental Payments, (2) 725-
413, OPFC Rental Payments, and (3) 729-321, Com-
puter Information Services. The first two line items
cover debt service payments, and the lapsing of these
funds (atotd of $2.3 million) was not new, nor sur-
prisng. A healthy economy in tandem with debt ser-
vice appropriations beefed-up to reassure bond
markets have combined to the state’ sfavor in recent
yearsto conserve debt service spending and produce

funding lapses.

More surprising was the $657,148 lgpsein lineitem
729-321's funding, which supports the annua oper-
ating expenses of the Office of Computers & Com-
munications, a group charged with various
technologica respongbhilities, including radio, voice,
and data networks, server management, data pro-
cessing, and geographical information systems. From
the department’ s perspective, athough thislapse rep-
resented 55.3 percent of the line item’s $1.2 million
FY 1999 appropriation, it was fiscaly more respon-
sible to lapse excess funding than to smply spend it
on unnecessary purchases.

For a seasoned reader, this combination at year's-
end of a disbursement overage with a mix of fund
encumbrances and | apses should not be the least per-
plexing. A state agency can simultaneoudly post an
overage and still leave funds unspent, asits disburse-
ment estimate generally assumesthat not al lineitem
appropriations will be spent. Thus, assumptions are
made about funding amounts that may be encum-
bered or lapsed, and these are typically the funds that
are unexpectedly tapped during the fiscal year and
create the inaccurate impression that a state agency
somehow overspent or exceeded its appropriation
authority.

Transportation

ODOT. The Department of Transportation’'s GRF
operating budget, which isrelatively small a not even
$50 million in the scheme of atotal operating budget
in the neighborhood of $2.0 billion that is fuded by
the state's gasoline tax and other non-GRF revenue
streams, ended June with a negative disbursement
variance of $7.1 million and closed FY 1999 with a

negative year-to-date disbursement variance of $2.9
million. Both outcomes were largely traceable back
to the department’ s dominant GRF lineitem — 775
451, Public Transportation — State. Thislineitem car-
ried an adjusted FY 1999 gppropriation of $27.1 million
plus $16.3 million in prior years encumbrances (a
total of $43.4 million in appropriation authority) used
to provide capital and operating assistance to 50-plus
transit systems around the state operating fleets that
consist of busses, vans, light transit vehicles, auto-
mobiles, and rail cars. Although only $21.1 million of
that line item’s total appropriation authority was ac-
tualy disbursedin FY 1999, avery scanty $9,915 was
all that was | eft to |apse as another $22.3 million was
encumbered for disbursement in FY 2000. This
underspending reflected delaysintransit systemstak-
ing delivery of capita items, specifically busses. Ap-
parently, the nation’s largest bus manufacturer went
out of business, bankruptcy proceedings ensued, and
items had to be rebid, al of which has delayed the
delivery of busses up to two yearsin some instances.
And until atransit system takes delivery of such a
capital item, the department was not releasing funds.

It was adso hard to missafacet of the department’s
aviation program, in particular lineitem 777-471, Air-
port Improvements — State, which funds airport im-
provements grants. This line item’s FY 1999
appropriation totaled $7.2 million, $3.9 million of which
was transferred from the Controlling Board's bud-
get. It appeared at the close of FY 1999 that the
department’ s intention was to let close to $2.0 mil-
lion, or 27.6 percent, of that appropriation lapse and
revert to GRF's ending cash balance. While under
existing state law that was exactly what would have
occurred, it was in fact not what happened. Instead,
temporary language was placed in the recently en-
acted main appropriations act covering fisca years
2000 and 2001 (Section 127 of Am. Sub. H.B. 283 of
the 122nd Generad Assembly) that “notwithstood”
exiging gtate law and alowed $1.9 million of the un-
expended balance in the line item’s FY 1999 appro-
priation to be regppropriated to the line item’s FY
2000 appropriation.

Development

Agriculture. Inthe aggregate, there was nothing
in the Department of Agriculture’ sFY 1999 disburse-
ments that jumped out at us. Although the depart-
ment did close the fiscal year with a negative
disbursement variance of $742,894, 3.8 percent be-
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low the estimate, it didn’t let much of its GRF fund-
ing go unutilized. Of its $20.8 million FY 1999 GRF
operating budget, $19.4 million (93.3 percent) was
disbursed, $1.1 million (5.3 percent) was encumbered,
and $287,698 (1.4 percent) lapsed. That said, the re-
aly notable FY 1999 disbursement events occurred
in three of the department’ sline items with relatively
small appropriations. (1) 700-404, Ohio Proud; (2) 700-
409, Farmland Preservation; and (3) 700-503, Swine
and Cattle Breeder Awards.

Disbursementsfrom lineitem 700-404, which sup-
ports the Ohio Proud program, a logo identification
program aimed at increasing the awareness and con-
sumption of Ohio grown, raised, and processed agri-
cultural products, dowly picked up steam over the
fiscal year and then ended with aflurry as close to
50.0 percent of the $263,495 FY 1999 gppropriation
was unexpectedly spent in the fourth quarter. By the
time that the smoke had cleared, the department had
lapsed less than $1 of thelineitem’s FY 1999 appro-
priation. Respongbility for thelineitem’ sduggish dis-
bursements was attributable to the fact that some
program staff who wereto be paid from thislineitem
were in fact covered by another line item (700-411,
International Trade & Market Development) for well
over half of the fiscal year.

The department’ s Farmland Preservation program,
which works with Ohio counties to encourage the
preservation of Ohio’s prime farmland, lapsed dmost
30.0 percent of its$194,196 FY 1999 gppropriationin
lineitem 700-503. Two forceswereat play here. First,
the office operated much of the year without an ex-
ecutive director, so staffing costs were |ess than ex-
pected. Second, the office had planned on assuming
duties associated with a new program related to the
acquisition of agricultura land and agricultural ease-
ments. The legidative vehicle containing that pro-
grammatic authority (Am. Sub. S.B. 223 of the 122nd
Generad Assembly), however, took longer to enact
than was assumed and was not effective until April
1999.

Lastly, the smallest of the department’s 20 GRF
line items — 700-503 — lapsed $20,130, or 16.6 per-
cent, of its$121,250 FY 1999 appropriation. Demand
for this subsidy funding, which defrays the rental and
prize costs incurred by anonprofit livestock associa-
tion staging an exhibition at the Ohio Expositions
Center, was less than expected. Demand for this fi-
nancial assistance, however, should increase as the

result of a permanent law change contained in the
recently enacted biennial budget covering fisca years
2000 and 2001. Preexisting law limited financid as-
sistanceto exhibitionsthat involved certain “ species,”
defined asdiary cattle, beef cattle, swine, and sheep.
This definition has been expanded to include rabbits

and poulltry.
Other Government

Administrative Services. Despite posting
monthly overagesin thelast quarter of thefiscal year,
the Department of Administrative Services hardly put
a dent in the year-to-date underspending that had
accumulated through the preceding three-quarters of
monthly underages. Thus, at the close of FY 1999,
the department had a year-to-date negative disburse-
ment variance of $29.1 million, 18.6 percent below
the estimate. And the storyline looked strikingly simi-
lar to the one that the department’s disbursements
wrote in FY 1998. A huge portion of this annua un-
derage was a function of: (1) lower than expected
paymentsfor rent and operating costs on certain state-
owned buildings; and (2) dower than expected dis-
bursements on computing and communications
services to other state agencies. Four building rent
and operating payment line items (100-433, 100-447,
100-448, and 100-449) produced underspending that
totaled $16.0 million, while four computing and com-
munications line items (100-416, 100-417, 100-419,
and 100-430) created underspending that totaled $11.8
million.

We singled out two of the computing and commu-
nicationslineitemsfor some additiona attention: 100-
430, Year 2000 Assistance, and 100-417, MARCS.
The Y ear 2000 Assistance line item, intended to pro-
vide the department with the necessary resources to
lead, support, and facilitate achievement of Y ear 2000
compliance throughout state government so that com-
puter systems can recognize century dates, finished
the fiscal year with a $5.4 million underage. It car-
ried a FY 1999 appropriation totaing $10.8 million
plus prior year encumbrances of around $650,000.
At fiscal year’s-end, only $6.0 million, about half, of
that total had been disbursed. Of the remainder ($5.4
million), $3.9 million, or roughly one-third, was en-
cumbered and $1.5 million, or around 13.0 percent,
lapsed and reverted to the GRF's ending cash bal-
ance. We don't believe that this dow spending sig-
naled that the department, and thus the state, was
having problems with its Year 2000 compliance ef-
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fort generally asmuch asit indicated that state agency
computer projects were not al moving at the same
speed. Also of note is that, in the recently enacted
biennia budget for fisca years 2000 and 2001, this
line item received no appropriations. The legidature
did, however, put afunding contingency in place asit
gppropriated $5.9 million over the biennium in the
Controlling Board' s budget to assist the department
with its unreimbursed Y ear 2000 cogts.

The MARCS lineitem closed thefiscal year with
an underage of $2.9 million, which really understated
the amount of funding that was left to lapse and re-
vert to the GRF s ending cash balance. Thislineitem
caried an adjusted FY 1999 appropriation of $6.3
million plus prior year encumbrances of close to
$290,000 to be used to pay operating and administra-
tive costs incurred by the department in the devel op-
ment and implementation of the multi-agency radio
communications systems known as MARCS. At fis-
cal year's-end, only $1.5 million, about one-fifth, of
that total had been disbursed. Of the remainder ($5.1
million), about $575,000, less than 10.0 percent, was
encumbered. More notable was that $4.5 million, or
amost 70.0 percent, lapsed and reverted tothe GRF' s
ending cash baance. Thisinability to spend available
MARCS appropriations should have been a sudden
revelation to no one, as the project has been plagued
by delays, including those created by concernsraised
relative to escalating cost estimates. MARCS was
origindly planned to be sdlf-supporting by FY 1999,
but in al likelihood will continue to require GRF seed
moneys for background infrastructure improvements
and additions through at least FY 2001. At that point,
it is hoped that MARCS will be operationa and can
be supported by its users, with the four biggest con-
sumers of the system expected to be the departments
of Public Safety, Transportation, Natural Resources,
and Rehabilitation & Correction.

Auditor. The Auditor of State ended the fiscal
year in dramatic and unexpected fashion by encum-
bering $5.3 million in two line items. (1) 070-321,
Operating Expenses, which covers personnel, main-
tenance, and equipment costs; and (2) 070-406, Uni-
form Accounting Network, which pays for the
development and operation of afinancial accounting
computer system for townships, villages, and librar-
ies. These funds were encumbered to purchase a
mainframe lease and hardware, computer software,
and to pay for Year 2000 computer equipment up-
grades. In prior issues of this publication, we had

observed that the Auditor appeared to be continuing
asevera year trend of ending each fiscal year with a
significant amount of underspending. This Strategy
was to constrain operational expenses and force the
lapsing of a large chunk of the Auditor’s appropria-
tions back into the state' s unappropriated and unobli-
gated GRF cash balance. Our assumption about this
strategy was wrong. Although the Auditor ended the
fiscal year with a $5-plus million underage, less than
$200,000 of its total FY 1999 appropriation of $34.3
million was alowed to lapse.

Budget & Management. Hafway through FY
1999 in our January, 1999 issue, we focused on the
$4.9 million in encumbered funding that the Office of
Budget and Management (OBM) had on-hand for
assigting in the stabilization of the financially-troubled
Central State University and aso noted that OBM
was expecting that the entire amount would be spent
by fiscal year’s-end. Six months later at the close of
the fiscal year, our eyes were till drawn to the line
item that housed this encumbered funding — 042-
407, Centra State Deficit Reduction. When June
ended, $2.3 million of the $4.9 million had been dis-
bursed while $2.6 million was till encumbered. Of
the amount still encumbered for disbursement some-
timein FY 2000, we learned that about $500,000 will
be going to pay a salary arbitration settlement for
back pay to employees and around $600,000 is an-
ticipated to be spent on furniture for anew residence
hall; the purpose for which the remaining $1.5 million
would be disbursed was not certain as of thiswriting.

Thislineitem wasfirst created with an appropria-
tion of $10.3 million in FY 1997 by Am. Sub. SB. 6
of the 122nd Generd Assembly for the explicit pur-
pose of helping get the university out of significant
financial distress. And, in fact, the $4.9 million car-
riedinto FY 1999 representstheresidual amount from
that FY 1997 appropriation that had not yet been dis-
bursed. Originally, thisfiscal assistance wasintended
to help with non-recurring university expenses, but
over time the legidature has expanded its range of
permissible uses to include reoccurring operating
expenses.

Alas, wewould beremissif no mention was made
of a Controlling Board action taken at the request of
OBM in the waning moments of the fiscal year. On
June 21, 1999, the Controlling Board approved atrans-
fer of $3.0 million from its Emergency Purposes &
Contingencieslineitem (911-401) to anew OBM line
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item (042-900, OBM Y 2K Contingency) as part of
OBM'’ s contingency plan, should unanticipated prob-
lems develop with the state’'s Central Accounting
System (CAS) transition into the Y ear 2000. The $3.0
million itself was used by OBM to establish an ac-
count that would alow the state to write checks in
the event that CA S was unabl e to process payments
on July 1, 1999 or January 1, 2000. To date, and as
OBM expected, no such problems have occurred
and none of this money has been spent. OBM will
replenish any of the $3.0 million that is actualy spent
and return the entire amount to the state’ SGRF some-
time after January 1, 2000 has passed.

Pension Subsidies. Although al fiveretirement
systems (PERS, SERS, STRS, Police & Fire, and
Highway Patrol) are now supported by a combina-
tion of employer and employee contributions, each
system has been receiving state GRF subsidies for
some time that support certain retirement benefit
enhancements. Thetotal FY 1999 appropriation cov-
ering these“ subsidies’ (16 lineitems) was $28.0 mil-
lion, of which $1.7 million, or 6.1 percent, wasleft in
the available balance at fiscal year’ s-end and | apsed.
This lapse was the result of both timing and a de-
creasing number of personsdligiblefor payments (due
to the death of the retirees and their survivors). The
majority of this unspent FY 1999 appropriation au-
thority amount was attributable to three line items:
(1) 090-530, PERS Ad Hoc Cost of Living
($630,007), (2) 090-531, STRS Ad Hoc Cost of Liv-
ing ($492,433), and (3) 090-520, PERS Pension Ben-
efits ($316,061). This disbursement picture was
almost identical to the one that we painted at the end
of FY 1998 when $1.6 million, or 6.0 percent, of the
pension subsidy funding was till sitting in the avail-
able appropriations.

Timing's contribution to the lapsing of these pen-
son subsidy appropriationsworks something likethis.
On the first day of August, the board of trustees of
each retirement system certifies to the Treasurer of
State, who is custodian of the subsidies, the amount
required to be paid in the preceding fiscal year to
eligible persons. Since appropriations are made for
two years, there is no sure way of knowing the ex-
act amount due. Although the amounts appropriated
for these subsidies have been declining for sometime
now, there will continue to be lapses in each fiscal
year. Since PERS has the greatest number of par-
ticipants, it only followsthat the largest |gpsed amounts
should occur in their line items. Barring any further

benefits enhancements granted by the General As-
sembly or a loss of financia footing by any of the
five systems, there will eventually come atime when
state subsidies to the systems will cease entirely.

The lone exception to this expected cessation of
these pension subsidiesliesin two lineitems: (1) 090-
544, Police and Fire State Contribution, and (2) 090-
575, Police and Fire Death Benefits. These two
subsidies will continue to be made annually absent a
changein policy, which does not seem imminent given
the General Assembly just increased appropriations
in the Police and Fire Death Benefits line item by
$480,00 in each of fiscal years 2000 and 2001 in or-
der to expand the eigibility of certain groups of sur-
vivors for benefits.

Taxation. At fiscal year's-end, disbursements
from the Department of Taxation’s government op-
erations component, which contains 20.0 percent of
its GRF budget and essentidly fundsthe department’s
operating expenses (personal services, maintenance,
and equipment), posted ayear-to-date overage of $8.0
million, 9.6 percent abovethe estimate. Approximately
$6.2 million of that overspending was directly attrib-
utable to an error made in the calculation of the
monthly estimates, which meant that the “true” over-
age was a much lower $1.8 million. Almost eighty
percent — $1.4 million — was traceable to
Taxation's persona services spending (lineitem 110-
100), the source of which was employee pay raise
money. Last fall, the Controlling Board approved the
transfer of $60.4 million in GRF funding that had been
explicitly appropriated to assist state agencies with
absorbing the costs of employee compensation in-
creases; $3.1 million of which was moved into
Taxation’s persona services line item. The transfer
of this employee pay raise money guaranteed that
the department would post persona services overages
throughout the fiscal year because the Taxation esti-
mates upon which we base our disbursement discus-
sions did not include fund transfers that had not yet
happened. The other notabl e piece of the department’s
year-to-date overage was simply attributable to tim-
ing-based equipment expendituresinvolving their on-
going Integrated Tax Administration System (ITAS)
project, the centerpiece of which is the replacement
of an outdated computer system. Close to $800,000
in equipment funding was disbursed earlier than
planned; it was expected that this amount would en-
cumbered for disbursement in FY 2000. If you hap-
pened to catch the review of April disbursementsin
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our May, 1999 issue, this outcome and the factors
behind it were no surprise.

Capital

Capital. Lying at the bottom of the Government
Operations program category is a $40-plus million
component that rarely passes anyone's lips — Capi-
tal. It finished FY 1999 with a June overage of $6.9
million and a year-to-date overage of $4.8 million.

This component captures capital projects that are
funded with money directly out of the GRF, with the
departments of Transportation, Administrative Ser-
vices, and Natural Resources being the primary ben-
eficiaries. As many are aware, little of the state’s
money in the GRF is used in this way anymore as
one of the state’ smore preferred approachesto capital
improvements is to generate cash through the issu-
ance of bonds with other state funds, including the
GRF, being used to make the necessary debt service
payments.

The June and year-to-date overages were almost
entirely attributable to the Department of Adminis-
trative Services, which serves as the home for capi-
tal appropriations that are earmarked for numerous
rura and urban community ass stance projectsaround
the state. Given the unexpectedly long delay in en-
acting the 122nd General Assembly’ scapita bill (Am.
Sub. H.B. 850), this outcome was neither surprising
nor alarming.

Property Tax Relief

Over the course of FY 1999, the property tax re-
lief program disbursed dightly in excess of $1 billion

back to school digtricts, counties, municipalities, town-
ships, and other specia taxing districts as compensa
tion for credits or exemptions provided to taxpayers
under existing state law. The timing of the state’s
distribution of this funding depends heavily on how
quickly the settlement process goes at the local level
and when county auditors apply to the state for relief
payments.

Not unexpectedly, timing threw its patented wrinkle
into June's property tax relief payments. During the
month, payments distributed by the Department of
Education to local school districts were processed
faster than expected due to the month of May’s
slower than expected settlement process ($12.7 mil-
lion underage), which in turn created a $19.6 million
June overage in line-item 200-901, Property Tax Al-
location-Education. Conversdly, the Department of
Taxation’s disbursement of its Property Tax Alloca
tion appropriation (line-item 110-901) back to locd
governments proceeded much faster than in earlier
months (March and April), whichinturn resulted ina
much slower than expected settlement process in
May ($27.4 million underage) and June ($1.9 million
underage). The net of the two monthly disbursement
variances for June was a timing-based $17.7 million
overage.

For the year, however, the property tax relief pro-
gram landed in the opposite direction with a $13.5
million underage, which was 1.3 percent below the
estimate. Asaresult, of the $1-plusbillion appropria-
tion for property tax relief paymentsin FY 1999, $15.5
million, or 1.5 percent, was not disbursed, of which
$9.8 million was encumbered for disbursement in FY
2000 and the remainder — $5.7 million — was|eft to
lapse back into the state’s ending cash balance. O

*LBO colleagues who hunkered down with the raw materials integral to the development of this fiscal year’s-end
disbursement story included, in alphabetical order, Susan Ackerman Murray, Ogbe Aideyman, Laura Bickle, Nelson
Fox, Elisabeth Gorenstein, Sybil Haney, Sharon Hanrahan, Alexander Heckman, Eric Karolak, Steve Mansfield, Cliff
Mar sh, Jeff Newman, Jeff Petry, Chuck Phillips, David G. Price, Jeffrey M. Rosa, Corey Schaal, Katherine B. Schill, Erica

Thomas, and Wendy Zhan.
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Lottery Profits
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uarterly Report

LOTTERY TICKET SALES AND PROFITS TRANSFERS
FOURTH QUARTER, FY 1999

— Allan Lundell

Total salesfor thefourth quarter of FY 1999 were
$517.2 million, up 1.6 percent from third quarter sales
but 0.6 percent less than sales for the fourth quarter
of FY 1998. Total sdes for FY 1999 were $2,144
million, 2.3 percent lower than tota saes for FY
1998 ($2,195.4 million). For the fourth quarter of FY
1999, operating transfers to the Lottery Profits Edu-
cation Fund (LPEF) totded $162.6 million, up 1.3
percent from the third quarter but 4.0 percent less
than profits transfers for the fourth quarter of FY
1998. Total profitstransfersfor FY 1999 were $671.3
million, 3.4 percent lower than transfersfor FY 1998
($695.2 million). Table 1 presents information about
saes and transfers for FY 1999.

Projected transfersfor FY 1999 were $688.9 mil-
lion. Actua transferswere $17.6 million (2.6 percent)
less than projected. The

sdes. Combined on-line sales were up by 5.7 per-
cent and sales of instant tickets were down by 1.9
percent. Compared to sales for the fourth quarter of
FY 1998, total saleswere 0.6 percent lower. On-line
sales were 2.5 percent lower, and sales of instant
tickets were 1.3 percent higher.

Total sales for FY 1999 were down 2.3 percent
compared to total salesfor FY 1998. Combined on-
line sales were down by 4.5 percent and sales of
instant tickets were down by 0.3 percent. The only
game to experience an increase in sales was Pick 4
which increased by 0.9 percent. Pick 3 sales were
down by 5.2 percent, Buckeye Five saleswere down
by 4.9 percent, Super Lotto sales were down by 5.3
percent, and Kicker sales were down by 5.4 per-
cent.

shortfall would have been Table 1, FY 1999 Lottery Ticket Sales and Transfers to LPEF
worse except for the (in millions of dollars)
record sales experienced Transfers
in December 1998. Five as a
Ohio Lottery records Projected Percent Percent of
. . Month Transfers Transfers Variance Variance Sales Sales
erdgﬁ LE Dhe,ceh’ 'ei'ber{ I'?e-ll Jul-98 $53.6 $57.4 $-3.8 -6.5% $165.8 32.3%
cu 't?‘? SZI 9 $25c; 8 Aug-98 55.3 57.0 -1.7 -3.0% 171.7 32.2%
m.cl)ln. y de?h_ I est Sep-98 55.1 56.3 -1.2 -2.2% 169.9 32.4%
mi '?]rll an o € argd Q1 164.0 170.7 -6.7 -3.9% 507.4 32.3%
mo.nt y tran er .to u- Oct-98 56.7 56.4 0.3 0.5% 177.3 32.0%
cation - $70.4 million. For
Nov-98 57.0 57.7 -0.7 -1.2% 175.7 32.5%
the other eleven months Dec-98 70.4 59.7 10.7 17.9% 257.5 27.3%
. = . . . . (1] . . 0
of Fy 1999, profltst_ra_ns- Q2 184.2 173.8 10.3 5.9% 610.5 30.2%
fers were $28.3 million
Jan-99 51.2 57.6 -6.4 -11.1% 167.2 30.6%
(4.5 percent) lessthan pro-
octed Feb-99 53.3 56.0 2.7 -4.8% 164.3 32.4%
J ' Mar-99 55.9 59.5 -3.5 -5.9% 177.4 31.5%
. . 3 160.5 173.1 -12.6 -7.3% 508.9 31.5%
Detailed sales infor- AQ 99 53.4 57.6 4.2 7 40/0 171.6 31 10/0
. . r- . . -4. -l . .
mationfor FY 1999ispre MZ 99 55.2 56.6 1.4 2 50/O 174.3 31 70/0
. - . . -1. -Z. 0 . . (1]
sented in Table 2. Tota J y99 54.0 57.0 3.0 5.2% 171.3 31.5%
sdesfor the fourth quar- |~ ' ' e =eh ' =
Q4 162.6 171.2 -8.6 -5.0% 517.2 31.4%
ter were up 1.6 percent
. Total $671.3 $ 688.9 $-17.6 -2.6%  $2,144.0 31.3%
compared to third quarter
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Table 2, FY 1999 Lottery Ticket Sales by Game
(in millions of dollars)

Pick Pick Buckeye Super On-Line Total

Month Three3 Four Five Lotto Kicker Subtotal Instants Sales
Jul-98 $335 $10.4 $6.3 $27.2 $45 $81.9 $83.9 $ 165.8
Aug-98 32.1 10.0 6.0 28.7 4.7 81.5 90.2 171.7
Sep-98 31.7 10.0 5.9 30.0 4.8 82.5 87.5 169.9
Q1 97.3 30.5 18.2 85.9 14.0 245.9 261.5 507.4
Oct-98 32.8 10.6 6.2 29.3 4.7 83.6 93.8 177.3
Nov-98 31.1 9.9 5.8 22.9 3.9 73.6 102.1 175.7
Dec-98 34.6 10.8 5.8 70.4 8.9 130.6 126.9 257.5
Q2 98.4 314 17.7 122.6 17.5 287.7 322.8 610.5
Jan-99 31.9 9.9 54 28.4 4.6 80.2 87.0 167.2
Feb-99 31.6 9.8 54 21.8 3.8 72.3 92.0 164.3
Mar-99 35.8 11.0 6.1 24.7 4.2 82.0 95.4 177.4
Q3 99.3 30.7 16.9 75.0 12.6 234.5 274.4 508.9
Apr-99 35.3 10.8 6.1 21.1 3.6 77.0 94.6 171.6
May-99 34.6 10.9 55 28.0 4.6 83.7 90.6 174.3
Jun-99 34.4 10.8 54 31.7 4.9 87.3 84.0 171.3
Q4 104.3 325 17.0 80.9 13.2 248.0 269.2 517.2
Total $399.4 $125.1 $69.9 $364.4 $57.2 $1,016.0 $1,127.9 $2,144.0

Lottery Salesand Transfersin the 1990’'s

Table 3 presents salesinformation for fiscal years
1990 through 1999. FY 1999 tota sdes of $2,144.0
million were 32.9 percent greater than FY 1990 sales
of $1,613.8 million. For the decade, total sales grew
a an annualized rate of 3.2 percent. However, look-
ing at total sales for the first and last years of the
decade ignores changes that occurred during the de-
cade. In FY 1990, Super Lotto was the most popular
game and on-line games accounted for 69 percent of
sdes. InFY 1999, Ingtant Ticketswerethe most popu-

lar games, accounting for aimost 53 percent of total
sales.

Although sales grew for the decade, they did not
grow throughout the decade. Total lottery sales
peaked at $2,353.2 millionin FY 1996. For FY 1990
1996, sales grew by 45.8 percent (4.3 percent annu-
alized growth). Since peaking in FY 1996, sales have
fallen by 8.9 percent (3.1 percent annualized decline).
The only game that grew throughout the decade was
Pick 4. Table 4 presents growth rates for the decade
as awhole and the periods of growth and decline.

Table 3, Lottery Sales, FY 1990 — FY 1999
(in millions of current dollars)

Fiscal Pick Pick Buckeye Super On-Line Instant Total

Year Three Four Five Lotto Kicker Subtotal Tickets Sales

1990 $424.0 $77.6 $0.0 $528.0 $84.1 $1,113.6 $500.2 $1,613.8
1991 411.7 79.2 0.0 452.9 71.6 1,015.3 551.6 1,566.9
1992 408.7 84.9 24.3 500.0 69.5 1,087.4 528.5 1,615.9
1993 428.3 91.0 122.4 493.5 65.6 1,200.8 716.4 1,917.2
1994 421.0 92.0 118.2 370.6 54.3 1,056.1 797.8 1,853.9
1995 446.2 102.1 100.4 437.8 63.3 1,149.7 960.3 2,110.0
1996 450.7 108.2 87.3 455.8 66.7 1,168.6 1,184.5 2,353.2
1997 435.6 116.5 78.8 410.6 63.4 1,105.0 1,198.9 2,303.9
1998 421.1 124.0 73.5 384.9 60.5 1,064.0 1,131.4 2,195.4
1999 3994 125.1 69.9 364.4 57.2 1,016.0 1,127.9 2,144.0

Budget Footnotes 286 June/July, 1999



- -

Ohio Legislative Budget Office

Table 4, Percentage Changes in Lottery Ticket Sales
Time Pick Pick Buckeye Super On-Line  Instant Total
Period Three Four Five Lotto Kicker Subtotal  Tickets Sales
growth -5.8% 61.2% -42.9% -31.0% -32.0% -8.8%  125.5% 32.9%
1990-99 1 4hnualized -0.7% 54%  -8.9%  -4.0% 42%  -1.0% 9.5% 3.2%
growth 6.3% 39.4% -28.7% -13.7% -20.7% 4.9%  136.8% 45.8%
1990-96 annualized 1.0% 5.7% -10.7% -2.4% -3.8% 0.8% 15.5% 6.5%
growth -11.4% 15.6% -19.9% -20.1% -14.2% -13.1% -4.8% -8.9%
1996-99 annualized -3.9% 5.0% -7.1% -7.2% -5.0% -4.6% -1.6% -3.1%
Table 5, Ohio Lottery Sales and Personal Income
(dollar amounts in millions)
Fiscal
Year 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Lottery
Sales $1614 $1567 $1616 $1,917 $1,854 $2,110 $2,353 $2304 $2,195 $2,144
:?gg%ga' 191,229 199,824 208,723 218,662 229,580 242,252 252,039 264,120 276242 287,896
Percent 0.84% 0.78% 0.77% 0.88% 0.81% 0.87% 0.93% 0.87% 0.79% 0.74%

Another way to look at salesis as a percentage of
income. Table 5 presents lottery tickets sales, Ohio
personal income, and sales as a percentage of in-
come. Lottery sales are less than one-percent of in-
come. This percentage peaked in 1996 and has
declined since.

Lottery sales grew during the 1990's. The expan-
sionin Ohio lottery salesthat peaked in FY 1996 was
part of the expansion of gaming throughout the United
States. However, the general expansion of gaming is
now a major reason for the decline in Ohio lottery
sales during the last three years of the decade. In-
creased competition has decreased Ohio | ottery sales.
Ohioans who wish to spend a

Transfers to education grew from $616 million in FY
1990 to a pesk of $714 millionin FY 1996 and fell to
$671 million in FY 1999. For FY 1990 to FY 1996,
sales grew by 45.8 percent (6.5 percent annualized
growth). Since peaking in FY 1996, sales have fallen
by 8.9 percent (3.1 percent annualized decline). From
FY 1990 to FY 1996, transfers grew by 15.7 percent
(2.5 percent annuaized growth). Since peaking in FY
1996, transfers have falen by 5.9 percent (2.0 per-
cent annualized decline).

Although sales grew by amost 33 percent be-
tween FY 1990 and FY 1999, in real terms (adjusted
for inflation) sales grew by just 2.5 percent, from

portion of their income on gam-
ing now have many options:

Chart 1, Lottery Sales and Transfers

/N&ms\‘

multi-state lotteries such as 2,500
Powerball and The Big Game,
riverboats in Indiana and Ken- 2,000

tucky; casinos in Michigan and
Canada; and enhanced race-

<,<‘r/\/ Real Sales

tracks in West Virginia 5%
Changes in transfersto the | E
LPEF mirrored changesin lot- | « 1000

tery sales. Chart 1 depicts and
Table 6 containsinformation on

Transfers

500
lottery salesand transfers. L ot-

tery sales grew from $1,614

Real Transfers

million in FY 1990 to a pesk of 0 o

1992

1993 1994 1995 1996 1997 1998 1999

e 1990
$2,353 million in FY 1996 and Fiscal Year
fdl to $2,144 millionin FY 1999.
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Table 6, Ohio Lottery Sales and Transfers
(dollar amounts in millions)

F\'(Séz?l 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
éc;tlt:Sry $1614 $1567 $1616 $1917 $1.854 $2,110 $2,353 $2,304 $2,195 $2,144
Operating

616 561 618 658 652 656 714 711 695 671
Transfers

Transfers as a
Percent of Sales
Real

Sales

Real

382% 358% 383% 34.3% 352% 31.1% 30.3% 30.8% 31.7% 31.1%
$1614 $1503 $1493 $1708 $1610 $1784 $1938 $1,838 $1,724 $1,654

616 530 568 587 566 555 588 567 546 518

Transfers

$1,614 million to $1,654 millionin 1990 dollars. Trans-
fers, which grew by amost 9 percent between FY
1990 and FY 1999, fel by 16 percent in red terms
from $616 million in FY 1990 to $516 million in 1990
dollars. During the expansion (FY 1990-96), real sales
grew by 20.1 percent or 3.1 percent annualized. Dur-
ing the contraction (FY 1996-99), red sales fdl by
14.6 percent or 5.1 percent annualized. During the
expansion, inflation adjusted transfersfell by 4.7 per-
cent or 0.8 percent annualized. During the contrac-
tion, real transfersfell by 11.8 percent or 4.1 percent
annudized.

Future Lottery Salesand Transfers

Lottery salesaredifficult to predict. Incomes con-
tinue to grow and this will act to increase expendi-
tureson gaming. However, athough incomes continue
to grow and attitudes towards gaming remain gener-
ally favorable, the increased competition in the gam-
ing market has decreased lottery ticket sales. Ticket
sdes have declined since 1996 and this decline is
expected to continue. LBO estimatesthat |ottery sales
will be $2,059.7 millionin FY 2000 and $1,967.9 mil-
lionin FY 2001. The Lottery Commission (OLC) fore-
casts sales to be $2,139.3 miillion in FY 2000 and
$2,152.7 millionin FY 2001. LBO'sforecast is based
on recent trends in sales and assumes no change in
the current mix of games offered by the Ohio Lot-
tery. The Lottery’s forecast incorporates proposed
changes in games, prizes, and advertising that are

Lottery profitstransfers are required by law to be
at least 30 percent of sales. Assales grew through-
out the 1990’s, so did transfers to the LPEF. Trans-
fers grew from $616 million in fisca year 1990 to
over $713 million in fiscal year 1996. Asticket sales
have declined since 1996, profits transfers have de-
clined, and the decline in profits is also expected to
continue.

Table 7 presents forecasts of sales and profitsfor
fiscal years 2000 and 2001. In forecasting profits
based on their forecast of sales, the Lottery assumed
that profits were 30.9 percent of sales. LBO used
the same percentage in estimating profits based on
its forecast of sales.

LBO'sforecasts of salesand profits are based on
trend and assume no change in the current mix of
games offered by the Ohio Lottery. If the game mix
or game structures are changed, salesand profits may
be positively impacted. The Ohio Lottery is making
revisionsto its gamesto reduce and possibly reverse
the declinein slesand profits. Changesaready imple-
mented arethered ball promotion for Pick 3 and mid-
day drawingsfor the Pick 3 and Pick 4 games. Other
changes considered include: the addition of an instant
winner element to purchases of Super Lotto tickets;
modifying the structure of Super Lotto; increasing
advertising expenditures; and increasing expenditures
out of the Unclaimed Prize Fund.

expected to boost sales. The Lottery’s
forecast of sales without the changes
in games, prizes, and advertisng are
$2,049.0 million in FY 2000 and
$1,977.6 million in FY 2001. If the

Table 7, Forecasts of Lottery sales and Profits

(in millions of dollars)

Lottery’s proposed changes are not
considered, the forecasts of LBO and
the Lottery are essentialy the same.

Sales Profits
Forecast | Fy2o00  Fv2001 | Fy2000 @ Fy2001
OLC with changes $2,139.3 $2,152.7 $661.0 $665.2
OLC with no changes 2,049.0 1,977.6] 633.1 611.1
LBO 2,059.7 1,967.9 636.4 608.1

Budget Footnotes

June/July, 1999



- -

Ohio Legislative Budget Office

The Lottery estimatesthat the gamerevisionsand
increased advertising will increase sales by $90.3
million in FY 2000 and $175.1 million in FY 2001.
However, revisions do not guarantee an increase in
sdesand profits. The FY 2000-2001 Education Bud-
get makes appropriations based on the assumption
that the game revisions and increased advertising are

successful. If these changes are not successful, then
transfers will be $82 million less than the amounts
appropriated. Although thisis a small percentage of
the total amount appropriated for education across
the biennium, such a shortfall would certainly create
some inconvenience. O
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L oTTERY PROFITS EDUCATION FUND DISBURSEMENTS
FiscaL YEAR 1999 DISBURSEMENTS

ToTALED $728.2 MILLION

— Wendy Zhan

Lottery Profits Education Fund (L PEF) disburse-
mentsinfiscal year 1999 totaled $728.2 million, $48.2
million more than fiscal year 1998 disbursements of
$685.7 million. The bulk of disbursements ($666.1
million or 91.5 percent) occurred in item Base Cost
Funding (200-612). Lottery Profits Education Re-
served Fund (LPERF) disbursements was $2.3 mil-
lion in FY 1999. The table below shows the LPEF
and L PERF appropriation and disbursement summary
as of June 30, 1999.

Renta Payments, of the School Facilities Commis-
sion. Total GRF appropriation for the program was
$58.5 million in FY 1999. These moneys were used
to pay bond service chargeson $333.6 millionin bonds
issued since FY 1996 for the classroom facilities as-
Sistance program.

Base cost funding and the lease rental payments
have higtorically been the two major education pro-
grams partially supported by the lottery moneys.
However, the lottery moneys were a so used to fund

Table 1: LPEF (017) and LPERF (018) Appropriation/Disbursement Summary - As of June 30, 1999

FY 1999 FY 1999 Appropriation
Agency Fund |Line Item Line Item Name Appropriations| Disbursements Balance

EDU 017 |200-612 Base Cost Funding $666,093,028| $ 666,093,028 $
EDU 017 |200-682 Lease Rental Payment Reimbursement $ 32,780,000 $ 32,780,000 $
EDU 017 Transfer to Textbooks/Instructional Materials Fund (5F8) $ 15,000,000 $ 15,000,000 $
EDU 017 |200-694  Bus Purchase One Time Supplement $ 9,208579[ $ 7,438,958 $ o*
NET 017 [228-690  SchoolNet Electrical Infrastructure $ 27,000,000 $ 6,929,621 $ 20,070,379

Total LPEF  $ 750,081,607 $ 728,241,607 $ 21,840,000
SFC 018 [230-649 Disability Access Project $ 4,925,420 $ 2,292,594 $ 2,632,826

*A total of $1,769,662 was encumbered.

The $666.1 million lottery profits appropriation in
FY 1999 blended with the General Revenue Fund
(GRF) base cost funding (line item 200-501) appro-
prigtion ($3,028.7 million) to, among other things, pro-
vide equalized subsidies to school districts to
guarantee $3,851 in per pupil funding with the cost of
doing business factor adjustment at the combination
of state and local revenues at 23 mills and to subsi-
dize each didtrict’s additiona specia education cost
based on the district’ s state share percentage of the
base cost funding. With the combination of GRF and
LPEF moneys, base cost funding ($3,694.8 million),
the biggest education subsidy item, represents about
69.7 percent of Department of Education’s FY 1999
GRF and LPEF budget. The lease rental appropria
tion ($32.8 million) was transferred to GRF to sup-
port the GRF appropriation for item 230-428, Lease

several other programs in FY 1999, including $15
million for textbook/instructiona materials subsidies,
$9.2 million for one-time school bus purchase supple-
ment payments, $27 million for SchoolNet electrica
infrastructure grants, and $4.9 million for disability
access project grants. The $1.7 million unspent funds
in item Bus Purchase One Time Supplement was
encumbered and should be spent in FY 2000. Am.
Sub. H.B. 282 of the 123" General Assembly trans-
ferred available balances in items School Net Electri-
cd Infragtructure ($20.1 million) and Disability Access
Project ($2.6 million) into FY 2000. It should be noted
that the original appropriations for items Bus Pur-
chase One Time Supplement ($10 million), School Net
Electrical Infrastructure ($30 million), and Disability
Access Project ($5.1 million) weremadein FY 1998.
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No Excess Lottery Profitsin Fiscal Year 1999

While FY 1999 |ottery disbursements were $48.2
million higher than FY 1998 disbursements, there
were no excess lottery profitsin FY 1999. This hap-
pened for the first time since FY 1996. The differ-
ence between the actual transfer to the Lottery
Education Profits Fund and the estimated transfer in
a given year represents excess lottery profits. The
excess profits from fiscal years 1996 to 1998 were
$23.2 million, $56.0 million, and $59.1 million, respec-
tively. In fact, the FY 1999 actual transfer was $17.6
million (or 2.6 percent) below the estimate. The origi-
na estimated transfer was $688.9 million and the
actual transfer only amounted to $671.3 million.
Throughout the year, October and December were
the only two months in which actua transfers were
higher than estimates.

Although the FY 1999 actua transfer was below
the estimate, the cash balance in the L PEF was suf-

ficient to meet FY 1999 appropriations for the base
cost funding, lease rental payments, and textbook/
instructional materias programs. Therefore, a real-
location of funds pursuant to section 50.23 of Am.
Sub. H.B. 650 of the 122" General Assembly was
not necessary.

The shortfall was partialy offset by interest earn-
ings in the fund. Interest earnings were credited to
the fund, but were not included in the origind trans-
fer estimate. Due to the nature of capita projects,
relative low disbursements in item SchoolNet Elec-
trical Infrastructure (228-690) aso helped aleviate
the lottery profits shortfall problem. It can be seen
from Table 1 that only $6.9 million out of $27 million
appropriation was disbursed in FY 1999. The $27
million spending authority was transferred from FY
1998 appropriation and was not included in the prof-
its estimate of $688.9 million for FY 1999. O
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IT's Tea (TEA-21) Time

For OHIO IN THE TWENTY-FIRST CENTURY

-I-he Transportation Efficiency Act of the
Twenty-First Century, or TEA-21 has been
highly anticipated by the fifty states. Passed
in 1998, TEA-21 is the continuation of the policy di-
rectives established by its predecessor, the Intermodal
Surface Trangportation Efficiency Act, ISTEA. TEA-
21, however, represents a 40% totd (all states) in-
creasein funding from ISTEA; and over itsfive-year
effective period, TEA —21 will digtribute $220 billion
to the 50 states.

Ohio will see an increase in Federal aid to $900
million in FY 2000, and $915 miillion in FY 2001- a
total increase over the last biennium of 14%. Fed-
eral funding in the previous biennium was $714.6
millionin FY 1998 and $878.1 millionin FY 1999.

Federal Gas Tax Rates

Anincreasein the number of driverson America's
roads, partly dueto relatively low gas prices, has led

to asubstantial balance accumulated in the Highway
Trust Fund, the recipient of federa gas tax moneys
fromthe states. Chart 1 illustrates how gastax rates
have grown since the inception of the Highway Trust
Fund in 1956 to the current rate of 18.4 cents per

gdlon.t
TEA-21 Program Highlights

Thereareanumber of programsthat TEA-21 uses
to channel funds to the states. The states receive
their alocations based upon formulas unique to each
program and the amount of their contribution into the
Highway Trust Fund. Some of the programs of TEA-
2linclude:

Interstate M aintenance (I M)- theongoing im-
provement and maintenance of the 46,000 mile
system of highways created by the Eisenhower
administration;

National Highway System (NHS)- a 163,000-

mile network of rural and urban roads

Chart 1 (including the IM);

Federal Gas Tax Rates - Surface Transportation Program
20 (STP)- discretionary funding used for
18 18.4 a variety of environmental, multi-

. 16 modal, and infrastructure projects;
2 14 o -Bridge Rehabilitation and Re-
o 12 v placement- the servicing of bridges

“f 12 A—1 located on any public road;
2 . /90 -Congestion Mitigation and Air
© L] ./ Quality Improvement (CMAQ)-
5 - 4.0 funding used to reduce the effects of
0 i : : : : pollution and traffic congestion by
1956 1950 1983 1987 1990 1993 meeting National ambient ar quelity
Year standards,
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Appalachian Development Highway
System- highway development and re-
habilitation in the 13 states of the Ap-
palachian region;

High Priority Projects- Congression-
aly identified projectstotaing 1,850, to
be funded over the life of the Act;
Metropolitan Planning- to support
the planning efforts of metropolitan
planning organizations (MPO's) and
other state planning entities;
Minimum Guarantee- a set-aside of
funds which ensure that states receive
90.5% of their contribution to the High-
way Trust Fund; to be distributed asSTP

366.8

TEA-21 FY 2000 Ohio Apportionments (in millions)

Chart 2

163.1 Binterstate Maintenance

System

National Highway
System

151.3 OSurface Transportation

Program

OBridge Rehabilitation
and Replacement

200.4 ® Other

funds.?
Distribution of Funds

Ohio has 16 Metropolitan Planning Organizations
(MPQO's) and five large cities that receive moneys
from TEA-21at thediscretion of ODOT. ODOT has
historically given over and above the required amounts
mandated by a population-based suballocation for-
mulatothe MPO’s. The MPO’ sarerequired to pro-
duce a listing of projects in accordance with the
Federal-aid Highway Act of 1962 and the Urban Mass
Transportation Act of 1964. This 3-C (continuing,
cooperative, and comprehensive) Transportation Plan
process is a four-year activity involving ODOT as
well asinterested parties from local government and
multi-modal (transit and bikeway) transportation.®
Thisprocess, in conjunction with ODOT’ sState Trans-
portation Improvement Program (STIP) provides a
comprehensive prioritization of Ohio’s transportation
needs and available resources.

All projectsthat are digibleto receivefedera fund-
ing must belisted through documentation inthe Trans-
portation Plan. The plans submitted by the MPO's
arethen received by ODOT and in turn, submitted to

the Federa Transt Administration (FTA) and the Fed-
eral Highway Administration (FHWA). Chart 2
shows some of the federal moneys available to ei-
ther fully fund or to match state or local contributions
for projects identified by the MPO’s Transportation
Plans.* The amounts displayed in Chart 2 represent
the apportionments and not the actua ceiling of a-
lowable spending, which is $900 million in FY 2000.
Thetotal amount of estimated apportionmentsfor FY
2000 is $995.4 miillion.

While the lion's share of TEA-21 may deal with
transportation infrastructure development, it is not
exclusively used for these purposes. In fact, other
programs funded by TEA-21 fall into categories such
as.

trangit programs involving job access and trans-
portation accessibility;

highway technology research and development;
disaster relief and mitigation;

bikeways and aternative transportation methods;
traffic safety and driver education;

adherenceto motor-carrier safety regulations; and
environmental impact studies® 0

1 National Taxpayers Union Foundation. “Taking Taxpayers for aRide: Why TEA-21's Toll Schemeis Bad Economics’
Issue Brief 109. Jeff Dircksen, November 10, 1998 http://www.ntu.org/issues/state/aktols2.htm (6/21/99).

2 Provisions Governing the Allocation of Federal Funds for Highway Purposes http://www.fhwa.dot.gov/ohim/

hwytaxes/f106.pdf (6/24/99)

3 MORPC SFY 2000-2003 Find Draft TIP, April 9, 1999 http://www.morpc.org (6/24/99).

4 Estimated FY 2000 Apportionments Pursuant to TEA-21 as Amended by the TEA-21 Restoration Act Before
Redistribution of Minimum Guarantee Funds http://www.tea?1.org/docsa/feb99/2000bef ore.htm (6/24/99).

°TEA-21 Fact Sheets http://www.fhwa.dot.gov/tea21/factsheets/index.htm(7/20/99).
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MEebicaiD IN OHIO

AN OVERVIEW OF SIGNIFICANT CHANGES IN FY 1999

Health Care/Medicaid

Included in the Disbursements section of thisis-
sue of Budget Footnotes is a general depiction of
fiscal year1999 Medicaid expenditures. Some of the
information isrepeated here, but asthe Medicaid pro-
gram comprises nearly 27.3 percent of the annual
Genera Revenue Fund portion of Ohio’ s budget(both
state GRF and federal fund spending for Medicaid
are counted as GRF spending), we offer the follow-
ing detailed picture of the underages and overages
that combined to equal annual fiscal year
underspending of $107.5 million.

Over the biennium, significant changes were made
to the FY 1999 appropriation of $5.46 hillion (con-
tained in Am. Sub. H.B. 215 of the 122" General
Assembly). First, Am. Sub. H.B. 650 of the 122
Genera Assembly, which established a new system
for funding education, reduced the program’ sFY 1999
appropriation by $30.1 million. Second, actions taken
by the Controlling Board cut another $70.0 million
from the appropriation, $30.1 million of which came
out of the state portion of the program and $39.9 mil-
lion of which was trimmed from the federal share of
the program. Actions taken by the Controlling Board
were as follows: (1) $14.6 million to cover federal
pendtiesrelated to the state’ sfailureto haveits Child
Supports Enforcement Systems (SETS) certified; (2)
$7.5 million for county adminigtration of the Disabil-
ity Assistance, Medicaid, and Food Stamp programs,
(3) $6.0 million to fund the Department of Human
Services' third party liability recovery contract; (4)
$4.0 million into the Department of Health’s Ohio
Early Start line item to fund Welcome Home, a pro-
gram administered by the Department of Health that

supportshome visits by registered nursesto first-time
and teen parents as part of the state’s Family and
Children Firg Initiative; and (5) $1.0 million to pro-
vide cash assistance to certain households affected
by disasters. The remainder of the $70.0 million —
$36.9 million — reflected a reduction in the amount
of federal Medicaid reimbursement money that the
state expected to earnin FY 1999.

The net effect of these changes was to knock
$100.1 million out of the FY 1999 Medicaid appro-
priation, thus reducing it to $5.36 hillion. Of this ad-
justed FY 1999 Medicaid appropriation, $5.18 hillion
was disbursed, $2.4 million was encumbered for dis-
bursement in FY 2000, and $183.9 million reverted
(lapsed) to the GRF s ending cash balance.

For FY 1999, the Medicaid program aso carried
forward $53.9 millionin FY 1998 encumbrances. The
department disbursed al of the FY 1998 encum-
brances with the exception of $4.2 million, which in-
cluded $3.6 million that was <till encumbered at year's
end and around $600,000 million that was cancelled
and returned to the GRF s ending cash balance.

What this genera review of FY 1999 Medicaid
disbursementsisintended to point out isthat the ana-
Iytical picture is muddied somewhat by: (1) the com-
mingling of current fiscal year gppropriationswith the
disbursement of outstanding encumbrances from prior
fiscal years, and (2) the aforementioned Controlling
Board transfersthat moved portions of the program’s
state share of appropriation authority to other wel-
fare and human service programs and reduced the
program'’s federal share.
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Medicaid Spending Breakdown

Table 1, Medicaid Spending, shows a breakdown
of FY 1999 Medicaid disbursement variances by
major service category. Presented in column 5 of the
datain thistableisactud spending in FY 1999, while
column 6 of the data contains the corresponding FY
1999 estimated annual spending level. Columns 7 and
8 of the data present the spending variance amounts
and percentages, respectively, indicating the size of
the departure from the FY 1999 estimates. Table 2,
FY 1999 to FY 1998 Comparison, contains FY 1998
spending by major service category in column 2 of
the data. The growth in spending amounts and the
percentage change from FY 1998 to FY 1999 are
shown in columns 3 and 4 of the data, respectively.

Asthe reader no doubt is already aware, and can
plainly see from Table 1, the bottom line from the
perspective of state spending is good news — Med-
icaid underspent the FY 1999 spending estimate by
$107.5 million, or 2.0 percent. That said, budget
watchers may notice that this underage is below the
LBO estimate used by the conference committee
during its deliberations on biennia budget mattersin
mid-June 1999. That differenceisaresult of two fac-
tors that we were unaware of in June. Firgt, in late
June 1999, the Controlling Board reduced the FY 1999
Medicaid appropriation by $34.5 million, $14.6 mil-
lion of which was transferred from the program’s

Sate shareto cover the aforementioned federal SETS
pendty.

Second, and more importantly, $69.5 millionin FY
1999 encumbrances that were to be held until FY
2000 were unexpectedly disbursed, an outcomewhich
the LBO estimate did not assume. We had assumed
that the Department of Human Services would con-
tinue to use a method that many of us have become
somewhat accustomed to, although not the preferred
accounting method, which involves encumbering the
final fiscal year weekly payment from the Medicaid
400-525 line item and then disbursing it early in the
next fiscal year. Thislast weekly payment was, how-
ever, made in FY 1999, and contributed significantly
to the overage for the month of June.

Also evident in Table 1 isthat there was amix of
service categories that generated overages, while
another mix of service categories worked in opposi-
tion and promoted underages. For example, the HMO
and Nursing Homes service categories contributed
to the positive news (underspending), while other
service categories (Hospital s, Prescription Drugsand
All Other) tossed in the negative news (overspend-
ing).

However, the primary factor responsible for the
year's underspending is not self-evident from these
service categories, but is more readily discernible

Table 1
Medicaid (400-525) Spending in FY 1999
June '99 Year-to Date Spending
Percent Actual” Estimate” Percent
Service Category Actual Estimate Variance Variance thru' June thru' June Variance Variance
Nursing Homes $161,786,019 $174,205,613 ($12,419,594) -7.1%| $1,967,983,642 $2,054,694,780 ($86,711,138) -4.2%
ICF/IMR $28,995,783  $28,406,601 $589,182 2.1% $343,556,772 $338,188,877 $5,367,895 1.6%
Hospitals $112,249,069 $75,664,071 $36,584,998 48.4%| $1,185,617,634 $1,134,830,537 $50,787,097 4.5%
Inpatient Hospitals $84,958,002 $59,330,434 $25,627,568 43.2% $901,702,939 $882,239,029 $19,463,910 2.2%
Outpatient Hospital. ~ $27,291,067 $16,333,637 $10,957,430 67.1% $283,914,695 $252,591,508 $31,323,187 12.4%
Physicians $27,771,720  $20,835,162 $6,936,558 33.3% $289,566,368 $278,974,858 $10,591,510 3.8%
Prescription Drugs $75,680,540 $52,071,287 $23,609,253 45.3% $597,537,375 $580,628,649 $16,908,726 2.9%
Payments $76,327,096 $53,370,737 $22,956,359 43.0% $735,509,303 $718,310,081 $17,199,222 2.4%
Rebates $646,556 $1,299,450 ($652,894) -50.2% $137,971,928 $125,340,222 $12,631,706 10.1%
HMO1 $30,311,639  $45,326,029 ($15,014,390) -33.1% $299,541,273 $452,309,127 ($152,767,854) -33.8%
Medicare Buy-In $9,454,558  $10,034,526 ($579,968) -5.8% $121,762,936 $115,853,896 $5,909,040 5.1%
All Other*** 44,948,345 28.885.545 16.062.800 55.6% 423,948,138 381,523,154 42 424 984 11.1%
TOTAL $491,197,673 $435,428,834 $55,768,839 12.8%| $5,229,514,138 $5,337,003,878 ($107,489,740) -2.0%
CAS $490.730.900 $55,302,066 12.7%| $5.229.514.138 ($107,489,740) -2.0%
Est. Federal Share $286,024,405 $253,550,210 $32,474,195 $3,045,146,083 $3,107,737,360 ($62,591,277)
Est. State Share $205,173,268 $181,878,624 $23,294,644 12.8%| $2,184,368,056 $2,229,266,521 ($44,898,466) -2.0%
*  This table only includes Medicaid spending through Human Services' 400-525 line item.
** Includes spending from FY 1998 encumbrances in service categories for July & in the All Other category for August & September.
*** All Other, includes all other health services funded by 400-525.
1. $57.4 million in HMO payments were made from IMD/DSH funds in FY 1999 therefore,
total program payments for HMO coverage of eligibles in FY 1999 is $356.94 million.
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when one looks at the recipient
categories captured in Chart 1,
Medicaid Eligibility - Monthly
Averages. In that chart, most

Table 2
Medicaid Spending
FY 1999 to FY 1998 Comparison*

. . . Percent
nofi le is the steady decline Service Category FY 19991 FY 1998° Variance  Variance
of the average number of | Tyrsing Homes $1,067,083642 $1011,125710  $56.857,932  3.0%
monthly recipients associated | ICF/MR $343,556,772  $330,712,935  $12,843,837 3.9%
with the Ohio Works First/ Aid | Hospitals $1,185,617,634 $1,120,618,070  $64,999,564 5.8%

A : 1R Inpatient Hospitals $901,702,939 $869,360,484 $32,342,455 3.7%
to Familieswith D ! dent Chil Outpatient Hospital $283,914,695 $251,257,586 $32,657,109 13.0%
dren (OWF-Related) caseload. | physicians $289,566,368  $275,282,862  $14,283506  5.2%
While this would be welcome | Prescription Drugs $597,537,375  $511,362,195  $86,175,180 16.9%
news on any day, these dedlin- | CEERES SaToriezs  si0e0wmesr  s2893048  268%
ing casel oads can be said to have S oes o7 o0 oS =7
gat' ot ol by h HMO® $299,541,273  $432,641,853 ($133,100,580)  -30.8%
negaAive Saswel, Dy Nav- | viedicare Buy-In $121,762,936  $122,366,057 ($603,121)  -0.5%
ing shot down the ability of the | All other $423,948,138  $352,189,649  $71,758,489 20.4%
department to movemoredigible TOTAL $5,229,514,138  $5,056,299,331 $173,214,807 3.4%
recipients into a managed care
tin Est. Federal Share ~ $3,045,146,083 $2,954,142,884  $91,003,199 3.1%
Ing. Est. State Share $2,184,368,056 $2,102,156,447 $82,211,609 3.9%

Original fiscal year 1998 and
1999 budget estimates were
predicated on the notion that 60.0
percent of all OWF/Health Start

* This table only includes Medicaid spending through Human Services' 400-525 line item.

1. Includes FY 1998 encumbrances of $54 million.

2. Includes FY 1997 encumbrances of $78.6 million.

3. $57.4 million in HMO payments were made from IMD/DSH funds in FY 1999 therefore,
total program payments for HMO coverage of eligibles in FY 1999 is $356.94 million.

Medicaid digibles would be en-
rolledin HMOs by theend of FY
1997. From that base, the department planned to in-
crease this “HMO penetration rate” to 78.0 percent
by the end of FY 1999. Considerable progress was
made in this direction, as we reported in prior issues,
with HMO penetration rates reaching 54.4 percent
in December 1997, before starting to dide to 41.0
percent in November 1998 and eventually averaging
about 39 percent for al of FY 1999.

The effect of this lower than anticipated HMO
penetration rate isthat anticipated gainsin Medicaid

fee-for-service spending on the TANF/Healthy Start
popul ation were not redized asis evident when spend-
ing on hospital servicesis analyzed.

While the decline in the OWF-related population

continued to contribute to the dowing down of Med-
icaid spending growth, cost factors continue to have
the opposite effect. Medicaid spending on health care
servicesthat are market driven significantly outweigh
program payments to providers that are tied to fee
schedules. Consequently Medicaid, like any other third
party payer, is very susceptible to mar-

Chart 1
Medicaid Eligibility - Monthly Averages

ket forces. The consumer price index
for medical care, which had receded to
more modest levels of increase for the
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1,400,000 @ CHIP/HS-1 (150% better part of six years, (falling from an
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2.8 percent in 1997), reversed and rose
at an annual average rate of 3.2 per-
cent in 1998. From December 1997 to

600'000: i ove November 1998, medical care inflation
400,000 | SLMB had anet accel eration from 2.8 percent
200,000 i I! i to 3.5 percent. In the same period, the
0¥ ~ < © © consumer price index had a net decel-
g 3 & 3 3 eration from 1.7 percent to 1.5 percent.
_ Buried in the midst of medicd care in-
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flation is the cost index for prescription
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Chart 2
Growth Rates of Selected Price Indices
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icaid drug expenditures dong with it to the
tune of a 14.5 percent increase in FY 1998
from FY 1997 levels, and grew by 16.9 per-
cent in FY 1999. A policy initiative imple-
mented in October, 1997 changed the
reimbursement formula from an average
wholesale price (AWP) basis to awholesae
acquisition cost (WAC) basis. However, the
rapidly risng market prices for prescription
drugs quickly eroded the anticipated savings
of 4.2 percent, resulting in an estimated sav-
ingsof 2.0 percent on brand name drugs. Had
the policy change not been put in place, Med-
icaid spending for prescription drugs would
have been even higher.

Turning back to the datain Table 2, acom-
parison of Medicaid spendingin FY 1999 with
FY 1998 reveded a relatively dow growth
pattern at the bottom line, smilar to that which
was observed from FY 1997 to FY 1998.

drugs and devices, which increased from 2.5 percent
to 5.2 percent in the same time frame.

The Producer Price Index (PPI, the PPl surveys
discounted and negotiated prices paid by third parties
in urban and rurd areas) for prescription drugs ac-
celerated from 2.5 percent in August 1997 to 21.4
percent in July 1998, apparently due to ajump in the
price of psychotherapeutic drugs, ending the year with
an average increase of 14.97 percent in 1998. With-
out psychotherapeutic drugs, the PPl for prescrip-
tion drugs would have risen by about 6.4 percent in
1998. We present the PPl here to highlight the up-
siderisk for Medicaid prescription drug costs and the
fact that it presents areasonabl e picture of third party
payers like Medicaid, and is a better indicator of
Medicaid prescription drug costs than the CPI for
prescription drugs which includes the effect of price
changesfor medical devices and equipment. Further-
more, Medicaid’s prescription drug costs tend to be
higher than that for the general
population due to the special

Medicaid spending grew by $173.2 million, or
3.4 percent, from FY 1998 to FY 1999 (see
the “TOTAL” linein thelast two columns of datain
Table 2).

Nursing Homes. Over the course of FY 1999,
Medicaid’ sNursing Homes service category, with the
exception of September 1998 and February 1999,
exhibited negative disbursement variances, leading us
to conclude a few months ago that the origina dis-
bursement estimate for the Nursing Homes service
category assumed a higher growth rate than was
merited. When FY 1999 finally came to a closg, the
Nursing Home service category had finished $86.7
million, or 4.2 percent, below the estimate, on total
spending of $1.97 billion (see Table 1). Expenditures
on this service category grew by 3.0 percent from
FY 1998 leves. Table 3, Medicaid Spending on Nurs-
ing Homes, then provides some clues as to the pos-
sible sources of this dow growth rate, including the
changein the per diem cost and number of recipients
from FY 1998 to FY 1999. In summary, the average

population needs of certain Soendi \ Téb'ef e Servi
.. .. . t
Med|ca|d e“gl bles Th|s phe' pending on Nursind Facllities services
: : . FY 98 - 99
nomenon Is not uni que to Ohl 0. I FY 1996 FY 1997 FY 1998 FY 1999 % Change
For example, the average 4 _
| . .. Claim per Diem $97.78 $101.07 $108.13 $112.83 4.35%
whol € prlcefor pr Ml ptlon Recipients 59,910 56,286 58,318 58,825 0.87%
drugs has been on a steady P ‘ ‘ ‘ ‘ 87
Payments $1,691,580,504 $1,753,500,078 $1,911,124,629 $1,967,983,942 2.98%

mountain climb, dragging Med-
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per diemin FY 1999 increased by 4.35 percent from
FY 1998 levels of $108.13to $112.83, whilethe nurs-
ing home population remained fairly stable, growing
by a 0.87 percent blip. Clearly, while in-home care
may be contributing to reducing the need for new
nursing home placements, the patients acuity level is
on the increase as the people entering such facilities
tend to need more care.

HMOs. Medicaid spending on HMO services in
FY 1999 totaled $356.9 million, declining by about
$133. million, or 26.9 percent, from FY 1998 levels
(not discernable from Table 2, due to funding mix).
Of the $356.9 million, $299.5 million was paid from
Medicaid’ slone GRF line item 400-525. The balance
of $57.4 million was covered by using amix of state
and federal money earned from the state’' sIMD/DSH
(Institutions for Mental Disease Disproportionate
Share) program. Despite funding adjustments made
at the beginning of FY 1999 to properly reflect the
HMO enrollment rate experience in FY 1998, HMO
spending in FY 1999 ill landed well below antici-
pated levels by $152.7 million, or 33.8 percent.

The purchase of HMO coverage for OWF/ADC
and Hedthy Start (HS) eligibles has been a magjor
policy initiative of the state's Medicaid program.
When planning Medicaid spending, one key assump-
tion involves the use of managed care to finance the
health care needs of OWF-related/Hedlthy Start €li-
gibles. Although Ohio has contracted with HMOs
since the late 1970s to provide care for certain Med-
icaid eligibles, the use of capitated rates was not given
major emphasisin Ohio’s program until the state re-
ceived an 1115 demonstration waiver in January 1995.
Asoneinitiative of the federally approved OhioCare
proposal, the state was given the freedom to require
mandatory HMO enrollment by OWF-related/
Healthy Start Medicaid eigibles. Ohio Medicaid's
experience with mandatory enrollment on a large
scale began in 1996, with the implementation of the
waiver. Currently, ten counties (Butler, Cuyahoga,
Franklin, Hamilton, Lorain, Lucas, Montgomery, Stark,
Summit and Wood) have mandatory HM O enrolIment,
up from seven counties at the beginning of the FY
1998-99 biennium, while six others (Clark, Greene,
Mahoning, Miami, Pickaway and Trumbull) have a
voluntary enrollment option.

Aspart of that initiative, the department estimated
the number of HS and OWF/ADC dligibles and then
assumed in FY 1998 that 60 percent of those eligibles

Table 4

Medicaid HMO Enroliment
Monthly Averages
(Subset of Total Eligibility)

FISCAL TOTAL ENROLLED ENROLLMENT
YEAR OWF/HS IN HMO RATE
1990 795,775 111,515 14.01%
1991 875,835 125,829 14.37%
1992 976,427 133,513 13.67%
1993 989,948 148,009 14.95%
1994 981,732 169,133 17.23%
1995 938,701 190,528 20.30%
1996 861,479 254,153 29.50%
1997 796,122 331,239 41.61%
1998 718,739 331,048 46.06%
1999* 668,679 259,884 38.87%

* Average monthly eligibles through March 1999

would be enrolled for HMO services as opposed to
the traditional fee-for-service system, and that the
number would increase to 78 percent by the end of
the FY 1998-99 biennium. This plan to move more
folks into managed care settings thus impacts on the
number of people who we forecast will remain in the
fee-for-service system. However, the unexpected
rapid decline of the cash assistance recipients in the
OWF-related dligibility category severely hampered
the department’ s ability to get anywhere closeto the
number of anticipated HMOs enrollees. In FY 1999
Medicaid managed care enrollment dropped to a
monthly average of 259,000 persons from an aver-
age of 331,000 in FY 1998, a 21.7 percent drop (see
Table 4).

Faced with this redlity, its impact on Medicaid
MCPs, the Medicaid program objective of being a
value purchaser, and commitment to using managed
care plans as a point of accountability for access,
quality, a desire to achieve cost predictability, and
perhaps savings, the administration implemented a4.9
percent adjustment increase to the average Medic-
aid HMO rate at the recommendation of the
program’ sactuary. The actuary’ sstudy in other states
suggested that due to welfare reform, the reduction
in Medicaid enrollment, especialy among adults, has
resulted in an increase in the cost of remaining en-
rollees. These enrollees on average may be less
healthy and use more services. In addition, the rate
adjustment was necessary to accurately reflect the
average cost of the fee-for-service experience upon
which the rates are based.

Furthermore, uncertainties of the outcome of cur-
rent events in the managed care industry somewhat
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cast a shadow on this policy initiative. The managed
care market place isin a state of flux, as some large
managed care providers (MCPs) are seeking to exit
the business, while others are attempting to consoli-
date or acquire competitors. Some industry observ-
ersforesee that MCPs are ending a cycle of intense
competition that produced flat premium rates in re-
cent years, evidenced by the number and size of dif-
ferent premium increases negotiated by MCPs
between 1998 and 1999. Some see pressure building
from a number of sources. consumer disaffection;
stronger contract negotiations by network providers
like hospitals and physicians; the return of overdl
hedlth care cost inflation; and changes in the public
sector such as changesin Medicare reimbursements.
All thispressureislikely to increase capitation rates.

Ohio's Medicaid experience with managed care
has provided an opportunity to test alternativesto the
traditional fee-for-service ddivery system. System
wide improvements to the fee-for-services delivery
system that have also accrued to the Medicaid pro-
gram from this managed care relationship cannot be
overlooked.

Prescription Drugs. Spending on Prescription
Drugs totaled $597.5 million in FY 1999, outrunning
the estimate by $16.9 million, or 2.9 percent. Expen-
ditures on this service category grew by 16.9 per-
cent from FY 1998 levels. Thislargerisein spending
wasdriven primarily by increasesin: (1) market prices
resulting from the introduction of a large number of
new drugs; (2) mass market consumer advertising

(in particular television); and (3) to a lesser extent,
utilization rates by the Aged, Blind, and Disabled
(ABD) Medicaid population (increasing by 6.35 per-
cent from FY 1998 levels). Utilization for the OWF-
rel ated popul ation remained steady, increasing by 0.63
percent while utilization by the HS population de-
creased by 26.0 percent. The ABD population ac-
counted for about 89.3 percent of Medicaid
prescription drug expenditure in FY 1999. Also af-
fecting prices is the development of new drugs that
treat disease more effectively but are also disease
specific, i.e. do not have a wide therapeutic use.

A new study released by the National Ingtitute for
Health Care Management reportsthat national spend-
ing on prescription medications soared by 84% be-
tween 1993 and 1998. The study found that retail
price increases accounted for 64% of the tota in-
crease. It dso found that the “ 10 most heavily adver-
tised drugs,” including Claritin, Propecia and Zocor,
“accounted for 22% of thetotal increasein drug spend-
ing from 1993-1998." Please note that Ohio’'s Med-
icaid program does not pay retail pricesbut remburses
providers by the reimbursement formula discussed
earlier, the wholesadle acquisition cost (WAC) basis
plus a dispensing fee.

Table 5 presents a comparison of Ohio Medicaid
prescription drug expenditures with total National
expenditures. Over the past 7 years, Ohio Medicaid
prescription drug expenditures have grown signifi-
cantly both in terms of total spending and as a share
of dl Hedth Care/Medicaid expenditures, as have

Table 5
Ohio Medicaid Program and National Expenditures on Prescription Drugs
Ohio Medicaid Program National Expenditures®
Prescription drug
Prescription Annual Growth Annual Growth spending as g Prescription Annual Growth Annual Growth
Drug in prescription in Ohio  percent of tota Drug inprescription in all health
. Expenditures drug Medicaid Medicaid| Expenditures drug care
Year (in millions)  expenditures  expenditures expenditureq (in millions)  expenditures expenditures
1999* $597.5 16.9% 3.4% 11.3%) $100,629 12.9% 6.1%
1998* $511.4 14.6% 3.3% 10.1%) $89,963 13.5% 5.3%
1997 $446.4 8.4% -0.9% 9.1% $78,888 14.0% 4.8%
1996 $411.9 13.5% 7.8% 8.3% $69,111 13.0% 5.0%
1995 $362.8 10.9% 1.4% 7.9% $61,060 11.0% 5.2%
1994 $327.0 16.7% 9.0% 7.2% $55,189 9.0% 5.0%
1993 $280.3 3.3% 5.3% 6.8% $50,632 9.0% 7.0%
1992 $291.5 14.4% 19.3% 7.4% $46,598 11.0% 9.0%
Average annual 12.3% 6.1% 11.7% 5.9%

growth, 1992-99

* National expenditures for 1998 & 1999 are estimates.
1. Represents State Fiscal Year, and Calendar year for national expenditures.
2. Source: Health Care Financing Administration (HCFA), Office of the Actuary.
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Table 6
Ohio Medicaid Eligibles
(Average Monthly Eligibles)

TOTAL TOTAL

HEALTHY without CHIP/HS-1° with

FISCAL START OWF CHIP 150% CHIP
YEAR ABD___ %chg. | OMB % chg, SLMB' %chg. | (non-exp) %chg, Related % chg. | Expansion o6 chg. | Expansion 9 chg. | Expansion 9% chg,|

1990| 214,247 1,646 0 15,837 779,937 1,011,667 0 1,011,667
1991| 228,955 6.87%| 3,674 123.26% 0 47,007 196.81%| 828,828 6.27%| 1,108,464 9.57% 0 1,108,464 957%
1992| 246,369 7.61%| 9,602 161.38% 0 82,166 74.80%| 894,261  7.89%| 1,232,398 11.18% 0 1,232,398 11.18%
1993| 263,676 7.02%| 16,067 67.32% 420 109,162 32.86%| 880,786 -1.51%| 1,270,110 3.06% 0 1,270,110  3.06%
1994| 286,655 8.71%| 20,191 25.67% 6,395 1422.59%| 123,663 13.28%| 858,069 -2.58%| 1,294,972 1.96% 0 1,294,972  1.96%
1995| 309,576 8.00%| 22,773 12.79% 12,955 102.58%| 129,826 4.98%| 808,875 -5.73%| 1,284,005 -0.85% 0 1,284,005 -0.85%
1996] 321,978 4.01%| 22,736  -0.16% 22,069 70.35%| 139,529 7.47%| 721,950 -10.75%| 1,228,262 -4.34% 0 1,228,262 -4.34%
1997] 323,023 0.32%| 23,791 4.649%4 23,233 5.28% 133,719 -4.16%| 662,403 -8.25%| 1,166,169 -5.06% 0 1,166,169 -5.06%
1998| 315,884 -2.21%| 23,683 -0.450] 25925 11.59%| 137,912 3.14%| 580,827 -12.32%| 1,084,231 -7.03% 11,873 1,096,104 -6.01%
1999*| 314,684 -0.38%| 23,612 -0.309¢ 35998 38.85%| 167,099 21.16%| 501,580 -13.64%| 1,042,973 -3.81% 51,972 337.73%| 1,094,945 -0.11%

SLMB population growing due to a federal expansion for Medicare eligibles effective January 1, 1998.

All costs related to this new group, Additional Low-income Medicare Beneficiaries, are 100% federally reimbursable
OWEF related, includes OWF Cash Assistance, Transition & Low-income Medicaid Eligibles.
CHIP/HS-1, Phase | are a combined group of kids eligible for the states' 150% of FPL expansion implemented January 1, 1998.

Average monthly eligibles through March 1999.

national expenditures, but at afaster clip. Ohio Med-
icad prescription drug spending grew, on average,
from FY 1992 to FY 1999 by 12.3 percent compared
with a 6.1 percent growth rate for total Health Care/
Medicaid expenditures. Over the same period, pre-
scription drug spending as ashare of total Ohio Med-
icaid expenditures has grown from 7.4 percent in FY
1992 to 11.3 percent in FY 1999,

Hospitals. Payments for hospita services, which
have posted a mix of positive and negative monthly
disbursement variances throughout FY 1999, ended
the month of June with an overage of $36.6 million
on total spending of $112.2 million. A good ded of
this overage amount is tied to the payment of previ-
oudly planned encumbrances. For FY 1999, payments
to hospitals totding $1.18 billion were over the esti-
mate by $50.8 million, or 4.5 percent. Thisfisca year
hospital spending outpaced the spending in FY 1998
by $64.9 million, or 5.8 percent. Besides the payment
of these planned encumbrances, the decline of OWF-
related caseloads has aso had an impact, with (i)
folks not moving to managed care settings as planned,
and (ii) increasing acuity as the “more hedthy” indi-
viduals exit the system leaving individuals who on
average may be less healthy and use more services.

All Other. Payments for All Other services in-
clude dental services, ODHS waiver services and a
host of “smaller” services, and also acts as a catch
al category for various expenditures not “tagged” to
the appropriate service categories on the monthly re-

ports. Thismakes any meaningful anaysis of spend-
ing versus estimates difficult. All Other spending
ended the month of June with an overage of $16.1
million on totd spending of $44.9 million. For the
fiscal year, All Other paymentstotaled $423.9 million
and were over the estimate by $42.4 million, or 11.1
percent. FY 1999 All Other spending grew by $71.8
million or 20.4 percent from FY 1998 levels. While
All Other service spendingisdifficult to analyze, LBO
believes that a significant portion of the growth in
spending is due to the expansion of ODHS waiver
dotsin July 1998 and a higher than anticipated take-
up of these new waiver dots. We are uncertain of
how this expansion was planned for in the original
disbursement estimates.

The ODHS waiver program has focused on of-
fering home and community-based services (HCBS)
aternatives to consumers in need of long-term care
services. Effective July 1, 1998, the administration
implemented the new Ohio Home Care Program,
which consolidated the former Disability and Medi-
caly Fragile waivers into a single waiver and added
2,000 more dots, for atota of 7,088 dots. In addi-
tion, theinitiative integrated the home health services
available to al Medicaid consumers and intensive
home care services available only to waiver consum-
es. In FY 1998, a combined 5,065 Disability and
Medically Fragilewaiver dotswereused. In FY 1999,
following the addition of 2,000 dots, 7,030 dots of
the new Ohio Home Care Program were used. Ac-
cording to HUM, spending on HCBS grew by 482
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percent between FY 1991 and FY 1997, while ex-
penditures for nursing homes grew by 42 percent in
the same period. The number of individuds in nurs-
ing homes in that time period grew by 5.5 percent,
while HCBS aternatives have provided care for four
times the number in nursing homes. This investment
in HCBSdternativeswill continueto benefit the state,
consumers, and providers as the demand for non-
ingtitutional home care continues to grow.

Caseload. The total number of persons digible
for Medicaid declined by 3.8 percent from 1,084,231
personsin FY 199810 1,042,973in FY 1999 (see Table
6, Ohio Medicaid Eligibles). Please note that the dis-
cussion here focuses on the total number of eligibles
without the CHIP/HS-1 expansion, since the provi-
sion of health care for these children was funded with
IMD/DSH revenues as opposed to the traditional
GRF 400-525, Health Care/ Medicaid line item.

The consistent decline in the cash assistance aid
group, OWF, that started in FY 1992 has been the
primary driving force behind the drop in total caseload.
From FY 1998 to FY 1999, the OWF-related eligibil-
ity group declined by 13.4 percent, to a monthly av-
erage of 501,580 persons. Although OWF-related
Medicaid digibility has declined in recent years, due
primarily to the decline in the OWF cash assistance
caseload, it remains the largest Medicaid digibility
group, representing 48.1 percent of all digiblesin FY
1999. Until recently, the other magjor component of
the Medicaid casdoad — the Aged, Blind, and Dis-
abled (ABD) population — had been increasing as
was evident by a growth rate in the first haf of the
1990s averaging 7.6 percent. The numbers for FY
1997, 1998 and 1999, however, suggested a stabiliz-
ing or decrease in the ABD caseload was afoot, as
an amost imperceptible percentage increase of 0.3
percent was posted in FY 1997, followed by a 2.2
percent drop in FY 1998, and then was notched down
by 0.4 percent in FY 1999.

Other Medicaid digibility categories have none-
the-less experienced some growth. Casel oad growth
is primarily driven by the Hedlthy Start and CHIP-|
population, asaresult of outreach efforts, and there-
enrollment of some children who have lost OWF dli-
gibility due to increased incomes. The Specified
Low-Income Medicare Beneficiaries (SLMBS) popu-
lation isgrowing dueto afedera expansion for Medi-
care eligibles. Qualified Medicare Beneficiaries
(QMBs) and SLMBs, are the result of a federal

mandate that states Medicaid programs must “buy-
in” to Medicare coverage for certain individuals.
QMBs have incomes below 100 percent of the FPL,
and Medicaid must pay for their Medicare premi-
ums, copayments, and deductibles. For SLMBS,
Medicaid coversthe Medicare Part B premiumsonly
for those with incomes between 100 and 120 percent
of FPL. Premiumsfor both of these eigibility groups
(and for Medicare-eligible ABD digibles for whom
the state chooses to buy-in to Medicare) arereflected
in the Medicare buy-in service category. The
copayments and deductibles of QM Bs are reflected
in the appropriate service categories, which Medi-
care covers. Although the growth in the number of
QMB and SLMB dligibles in recent years has been
declining, the Balanced Budget Act of 1997 created
two new dligibility groups under the name, Additional
Low-Income Medicare Beneficiaries (ALMB) or
Qudified Individuds (Qls). Effective January 1, 1998,
the Department of Human Services is required to
pay the full Medicare Part B premium for Medicare
eligibleindividuaswith incomes between 120 and 135
percent of FPL (known as the QI-1 group), and to
reimburse the Home Health Care portion of the Medi-
care Part B premium to individuals with incomes be-
tween 135 and 175 percent of FPL (known as the
QI-2 group). All costs associated with the ALMB
population are 100 percent federally funded.

The decline in cash assistance recipients in Ohio
Works First (OWF) has also caused a significant
changein the Medicaid caseload composition. Aged,
Blind, and Disabled (ABD) digibles comprised around
28 percent of the more than 1.2 million Medicaid €li-
giblesin FY 1996, yet generated over 70 percent of
al care-related Medicaid costs. By FY 1998, the ABD
population had moved up to comprise 31 percent of
the 1.1 million Medicaid eigibles and generated about
76 percent of Medicaid spending. The cost of long-
term care was the primary reason for the relative
expense of the ABD population. Thisincreasein the
ABD population and related costs has been a result
of anatural shift in the program and not the result of
any policy changes. In addition, the ABD population
heavily utilizes some of the services with the fastest
growing costs such as prescription drugs. Thus, while
we have experienced a slowing in expenditure
growth, the changein casal oad composition could trig-
ger bigger increases in the near future.

CHIP/HS 1. IMD/DSH funds in addition to off-
setting GRF payments for HMO services were also
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used to provide funding for the Children’s Hedlth In- early stages, leading to an expenditure of only $5.9
surance/ Hedlthy Start expansion for children living millionin FY 1998, and $47.3 millionin FY 1999. En-
in families with incomes at or below 150 percent of rollment in the program averaged 11,873 children
the federa poverty level (FPL). This program’s ex- monthly in FY 1998. In FY 1999, enrollment grew by
penditures were estimated to be $12.7 million in FY 337.7 percent to an average monthly eligible children

1998 and $69.9 million FY 1999. And not unlike any of 51,972. 0O
new program, the take-off was rather dow in the
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Pay Me Now, or Pay Me Later...
Central Ohio Residents Bite the Bullet With SPUI

— Clifford R. Marsh

Sawmill Rd.

NIRRT
AR BENEY
FEIH YL

Urban interchange layout with the freeway depressed and the turning movements
onthe bridge structure. This schematic provides for eight through lanes on the cross-
road and dual left turn movements in all four quadrants.

Ohio will have its first Single Point Urban Interchange (SPUI) with the completion of the Sawmill
Road/I-270 interchange. In a move that alludes to the old adage of “Pay me now, or pay me later”,
ODOT has chosen the former, by embarking on a massive effort that will essentially provide new
highway for the uppermost portion of the heavily traveled Columbus outerbelt, from SR 161 to US 33.
In fact, by sacrificing now, ODOT plans on delivering more for central Ohio residents than antici-
pated. Original plan level estimates to extend 1-270 to three lanes in each direction along this stretch
amounted to $90 million. Now, for an amount estimated to be in the mid-$90 million range, 1-270 will
be extended to four lanes in each direction, the SPUI will be constructed, and there will be bridge
replacement and rehabilitation over the Scioto River. Tackling thistask as one project, rather than as
a piecemeal project over a number of years has contributed to the savings.
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The focal point of this construction will be the SPUI at Sawmill Road and 1-270. There are
over fifty SPUIs in operation in the United States. The SPUI differs from the traditional diamond
configuration of the present interchange in that it:

Ohio Legislative Budget Office

requires less right-of-way, because it is not as wide as the 45° off-ramps of the diamond
interchanges and can fit into tighter spaces;

can be cost effective when weighing the cost of the SPUI bridge vs. purchasing right-of-
way

can be built while the diamond interchange remains open thereby reducing public inconve-
nience;

is more conducive for large numbers of left turns onto roads and merging traffic patterns;
will improve the flow of traffic by utilizing 1-three phase signal in the center of the SPUI
interchange, rather than 2-four or more phase signals impeding through traffic.

This two-year effort will provide this growing region of Central Ohio with proactive transpor-
tation infrastructure development well into the next century. O
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Virtually LBO

Newly Available in Our Virtual Office

If you stopped by our virtual office recently, you noticed the wealth of information placed on our website within
the last month or so. We continue to add to our collection of online budget materias with the following now
available.

* Fina Compare Document. http://www.|bo.state.oh.us/ohbudget/opanalysis/comparedocs/
This document provides a comparative analysis of the temporary law changes and fiscal effects of perma-
nent law changes made among the versions of the budget bill asit was Introduced, As Passed by the House,
As Passed by the Senate, and As Reported by Conference Committee. All temporary law changes associ-
ated with agency appropriation sectionsand al other temporary law changeswith fiscal effects appear inthis
document. For permanent law, only changes that have a fiscal effect are presented. This document is orga-
nized by agency, and generaly, by subject.

» Appropriation Spreadsheets. _http://www.lbo.state.oh.us/ohbudget/opanalysis/spreadsheets/
Thefinal spreadsheets display appropriation amounts contained in the five appropriations acts from the begin-
ning of the processto the final stage.

* Forecasts and Testimony. http://www.|bo.state.oh.us/ohbudget/opanalysis/forecasts/
Link up herefor thefinal estimates of economic growth, revenues, and public assistance expendituresfor the
next biennium, as presented to conference committee.
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