lllllllr‘lll

& SKCEP

KENTUCKY CENTER for ECONOMIC POLICY

WWW.KYPOLICY.ORG KCEP | 433 CHESTNUT STREET | BEREA, KENTUCKY 40403 | 859-9806-2373

Mar. 1, 2018
House Budget Raises Revenue, Prevents Some Education Cuts

In their budget for 2019-2020, the House is proposing to raise some new revenue — mostly from an
increase in the cigarette tax and a tax on opioid prescriptions — and to transfer a large additional amount
of monies from the Kentucky Employees’ Health Plan. They use those dollars to prevent some of the cuts
to K-12 education and other areas the governor proposed.! The House also maintains the boost in
funding the governor included for social workers, the criminal justice system and the rainy day fund. The
budget does, however, still include big cuts to a number of areas and again includes no across-the-board
raises for state employees.

Budget doesn’t include a number of cuts in the governor’s budget

SEEK funding is significantly higher in the House budget than in the governor’s, particularly in the area of
pupil transportation. While the governor’s budget included just $86.9 million per year for school districts’
transportation costs, the House budget proposes $214.8 million each year. Total SEEK funding is $202
million higher in 2019 in the House budget than the governor’s budget. However, the House’s total SEEK
funding per student would still be 15 percent lower than in 2008 in inflation-adjusted terms.

The House budget provides the full funding for active teachers’ health insurance, whereas the governor’s
budget made school districts pay a portion of those costs. The budget provides a $5.2 million increase
over the biennium for the Safe Schools program.

The House budget also restores the 6.25 percent cut to the state’s public postsecondary

institutions included in the governor’s budget. Monies are provided for a number of university-housed
programs not funded in the governor’s plan, including the Small Business Development Center, the
Mesonet weather monitoring program and the Robinson Scholars program. However, the University
Press of Kentucky and the Kentucky Center for Mathematics are not funded. In the Kentucky Higher
Education Assistance Authority, the budget provides similar monies as the governor for the primary
scholarship programs (known as the Kentucky Education Excellence Scholarship, the College Access
Program and the Kentucky Tuition Grant program) but no funding for Early Childhood Development
Scholarships, Work Study, the Teacher Scholarship Program and the Coal County College Completion
Program.

Other areas that were spared from cuts or given a boost in the House version:

e The budget adds $9.7 million a year to the Property Valuation Administrators, which were deeply
cut in the governor’s budget.?

e The House also adds $10.5 million each year to increase the reimbursement rate to providers in
the Supports for Community Living waiver program, whose rates have not increased for 14 years.

e The House budget provides a modest increase in funding for the Kentucky State Police beyond
what the governor included.

e The budget restores funding for the Access to Justice program, which provides legal aid services
and that the governor had defunded.

e The budget restores a 6.25 percent cut to Veterans Affairs proposed by the governor.
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e The House provides monies for the Poison Control Center, which was eliminated in the
governor's plan.

House keeps many of the funding improvements the governor proposed

Like the governor’s budget, the House includes additional monies to hire social workers and provide them
raises. The proposed budget also includes monies to lift the moratorium on Kinship Care, the program
that supports relatives raising children who are removed from their parents’ custody. Kinship Care
enrolliment has been frozen since 2013 due to lack of resources.

The House budget keeps and builds slightly upon additional funding proposed by the governor for the
criminal justice system. The House would provide the same big increase to the Department of Corrections
— an additional $94 million in 2019 and $22 million more in 2020. These increases are primarily to
address projected inmate population increases, the cost of operating private prisons and to cover costs
that were previously paid for separately as Necessary Government Expenses (NGEs). Additional funds
are also provided to the Department of Public Advocacy (DPA), as the governor proposed. The House
provides approximately $3 million less each year to the Commonwealth’s and County’s Attorneys than
what the governor included.

The House budget is the same as the governor’'s when it comes to pension funding. It provides full
funding for the Kentucky Retirement System (KRS) plans, which is an increase in dollars contributed from
the prior budget due to the KRS board adopting more conservative actuarial assumptions. The budget
funds teacher pensions at the level proposed by the Teachers’ Retirement System (TRS).

The House provides $59.5 million from the General Fund in 2019 for the state’s portion of health
insurance premiums of retired teachers who have not reached the Medicare eligibility age, which the
governor’s budget did not fund. However, in 2020 the House budget requires TRS to make this
contribution out of its medical fund. That fund is the result of contributions made by teachers and school
districts, and a component of Senate Bill 1 would have teachers pay more into if its funded ratio declines
in the future.

Budget still contains significant cuts, no raises for public employees

Most other areas of government are cut by 6.25 percent in the House budget, just as the governor
proposed. The budget provides no funding to the Commission on Women and deeply reduces funding for
the Kentucky Arts Council. It cuts $2.5 million in direct aid to local libraries. The House budget cuts in half
the $1 million the governor proposed for the Executive Branch Ethics Commission. It does not include
the $100 million in workforce development bonds included in the governor’s budget. The K-12 education
programs that are still zeroed out include:

Textbooks,

Professional Development,

Teacher Internship Program,

Commonwealth School Improvement Fund,
Leadership and Mentor Fund,

Middle School Academic Center,

Teachers' Professional Growth Fund,
Teacher Academies Program,

Teacher Recruitment and Retention Program,
Writing Program.

State employees again do not receive raises over the next two-year period in the House budget, just as
the governor proposed. As shown in the graph below, that will mean no raises for 8 of the last 10 years.
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State Employees Not Getting Raises Again

Year State Employee Raises Inflation
2009 1% -2.1%
2010 1% 1.2%
2011 -2.3% due to 6 furlough days 3.6%
2012 0% 1.4%
2013 0% 2.0%
2014 0% 2.0%
2015 1%-5% 0.2%
2016 1% 0.8%
2017 0% 1.7%
2018 0% 2.2%
2019 0% 2.3%
2020 0% 2.4%
Total 4.1%-8.2% 19.1%

Source: Blue Ribbon Commission on Tax Reform, KCEP analysis of budget bills, BLS, CBO data.
Kentucky Center for Economic Policy | kypolicy.org

House pays for budget with modest revenue bill and more fund transfers

The House filed a separate revenue bill, HB 366. A fiscal note outlining the new revenue the bill
generates is not yet available, though House leaders say it will raise $250 million on full implementation.
Some of the increases do not go into full effect during the first year of the biennium. The bill:

¢ Increases the tax on cigarettes by 50 cents a pack, although it does not include an accompanying
tax increase on other tobacco products and e-cigarettes.

¢ Includes a wholesale tax on opioid prescriptions of 25 cents per dose.

e Suspends the film industry tax break for two years as well as tourism development tax breaks.

Fund transfers, which refers to monies taken from other intended purposes to help shore up the General
Fund, are much higher in the House budget than the governor proposed. Whereas the governor included
$472 million in transfers over the biennium, the House budget contains $759 million in transfers. The
biggest difference is for transfers from the Kentucky Employees Health Plan. While the governor’'s budget
took $202 million from the plan, the House budget takes $481 million. This fund has been raided
repeatedly over the past several years to help balance the budget. Like the governor’s budget, the
House plan also takes $150 million from the so-called Permanent Pension Fund.

Also like the governor, the House increases monies set aside in the rainy day fund, providing $60 million
in 2019 and an additional $181 million in 2020. When combined with the estimated ending balance for
fiscal year of 2018 of $8 million, that leaves a balance at the end of 2020 of $250 million. This balance is
about 2 percent of the state’s General Fund revenues, lower than the statutory target of 5 percent.


https://kypolicy.org/house-budget-raises-revenue-prevents-education-cuts/no-raises/
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