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A Time To Invest: Preview of the 2022-2024 Budget of
the Commonwealth

The General Assembly faces a critically important opportunity with the 2022-2024 Budget of the
Commonwealth. The state has a historic budget surplus and unspent federal aid that provide the resources
needed to prevent hardship for Kentuckians in the resurging pandemic, support a robust and equitable
recovery and begin reinvesting in education, health, social services and other critical investments after more
than a decade of state budget cuts. These monies give Kentucky the chance to begin charting a better course.

The Budget of the Commonwealth reflects Kentucky’s values and priorities. Adequately, equitably funded
schools would mean all Kentucky children, regardless of their zip code, could receive a high-quality education.
Well-resourced supports for the elderly, children and people with disabilities would help families thrive. Less
spending on incarceration, and more on mental health, infrastructure and college affordability, would enhance
the well-being of individuals, families and communities. These kinds of policy choices remove barriers to
opportunity and security that people face because of systemic inequities related to race, gender, wealth and
the part of the state where they live, and support the economic potential of all people and communities. They
also create a state where people want to live, raise a family, work and do business.

Unfortunately, Kentucky falls short because of budget austerity that has limited investment in essential public
goods and services needed to support thriving communities. As a policy document, the budget should be read
along with Kentucky’s Tax Expenditure Analysis, which summarizes various tax credits, deductions, carve-outs
and other breaks that reduce the revenue flowing into the budget. It, too, is a reflection of Kentucky’s values
and priorities. A trend toward spending through the tax code on breaks for special interests, rather than
appropriations that benefit everyone, is key context for Kentucky’s historic budget challenges — and the
current opportunity to choose differently.

Federal COVID relief to the state and to individuals has directly and indirectly benefitted the budget, creating a
historic opportunity to strengthen Kentucky communities. For a state struggling in the ongoing COVID
pandemic and recession, and that had not yet begun to reinvest from budget cuts made after the Great
Recession, investing a significant portion of these resources now in critical areas will put Kentucky on the path
to a more prosperous and equitable future. It is the first step in returning to sound economic and fiscal policy.

This report describes in detail the surplus opportunity and the imperative to reinvest in Kentucky. It describes
the condition of the budget across different areas of government in the context of historical state funding
levels and impacts, as well as federal relief monies that are alleviating the strain. And it warns against giving
away the surplus on more tax cuts for the wealthy and corporations at the expense of investments Kentucky
needs to thrive.
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Kentucky has a historic opportunity to invest

Thanks to federal aid, revenues have held up during the pandemic

When the COVID-19 pandemic hit the economy, states like Kentucky expected tax revenues to plummet. But
thanks to robust federal aid provided to individuals, businesses and state and local governments through the
CARES Act, the American Rescue Plan Act of 2021 (ARPA) and other relief packages, Kentucky never
experienced a decline in receipts. State revenues have held up strongly during the pandemic, resulting in a
historic revenue surplus at the close of Fiscal Year (FY) 2021. Overall, General Fund receipts grew by 10.9% in
FY 2021, which was the highest annual growth rate in 26 years, and actual revenues exceeded the estimate by
more than $1.1 billion — the highest in Kentucky’s history.'

Federal aid has propped up the economy when it was needed most, directly boosting household incomes
through measures like stimulus checks, expanded unemployment benefits and increased food aid to individuals,
along with direct payments to businesses through the Payroll Protection Program and other supports. These
actions allowed individuals to keep spending and businesses to keep operating, resulting in sales and income
tax receipts that were far greater than initially anticipated, and that continue to exceed estimates. In addition,
federal assistance to state and local governments allowed them to keep public employees on the payroll and to
offset the costs of addressing the pandemic, circulating more money into the economy and further helping to
support tax receipts.

The primary drivers of Kentucky’s General Fund growth in 2021 were the individual income tax, the sales and
use tax, and corporate taxes, which combined generated $10.6 billion in 2021 or 82.5% of total General Fund
revenue.?

e Sales tax receipts grew 12% in FY 2021, which was the largest increase since the rate was increased
from 5% to 6% in 1990. Collections from online retailers exceeded $270 million.* The trend continues in
FY 2022, with receipts expected to be up by 8.5% by the close of FY 22.#

¢ Individual income tax receipts were up by $379 million year over year in 2021 — a 7.9% increase from
FY 2020.5 Individual income tax receipts are expected to be up another 5.5% by the close of FY 22.6

e Business taxes, which include the corporate income tax and the limited liability entity tax (LLET)
finished FY 2021 up 38.1% compared to 2020 with $335 million more in revenue than was projected.’
By the close of FY 22, business tax receipts are projected to be up 9.9%.8

e Real property tax growth was 4.4% in 2021 — the highest in 14 years. The assessment base increased
by 6.5%, resulting in a reduction in the state property tax rate from 12.2 cents per $100 of assessed
value to 11.9 cents per $100 of assessed value.? In addition, tangible property receipts grew by 15.9%,
driven by an increase of 23.2% in motor vehicle tax collections for an overall increase in property tax
receipts of 9.3%.°
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Where Kentucky's Revenue Comes From

Revenue sources comprising, and their shares of, the General Fund FY 21
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Forecast predicts robust revenues available this biennium

The previously enacted General Fund estimate for FY 2022 is $11.8 billion, which is 7.6% less than actual
receipts in FY 2021, and takes into account over $161 million in tax cuts enacted by the 2021 General
Assembly." Yet revenues are expected to exceed that amount by a considerable margin. The official revenue
estimate from the CFG for the upcoming biennium issued in December 2022 revises the revenue estimate for
the current fiscal year, and provides estimates for the 2022-2024 biennium. Based on continuing robust
receipts in the individual income tax, sales tax and business taxes, the CFG increased the estimate for the
current fiscal year by $1.94 billion — 16% greater than the estimate the current year budget was based on.”
The revised current year estimate projects 7.5% year over year growth between FY 21 and 22, including a one-
time legal settlement payment of $225 million from Flutter Entertainment, the parent company of PokerStars.
Without the settlement included, growth is projected to be 5.8%.3

For the 2022-2024 biennium, the CFG anticipates more moderate growth of 2.1% in 2023 and 4.2% in 2024,
producing $294 million in new revenues in 2023 and $598 million in 2024." The forecast reverts back to the
moderate revenue growth patterns experienced by Kentucky over the past several years because it does not
assume passage of the Build Back Better Act at the federal level, and therefore does not include the economic
stimulus anticipated by passage of that Act, which would positively influence state revenue receipts.

Strong receipts have created ample rainy day fund, with available resources for the 2022-24 budget

All but $10 million of the FY 2021 surplus was deposited into the Budget Reserve Trust Fund (BRTF), also
known as the state’s rainy day fund.” Even after funds were taken out to subsidize battery plants during a fall
special session, the balance in the fund was still $1.5 billion, equal to 12.4% of General Fund appropriations. For
context, prior to 2021, the balance of the BRTF had never exceeded 3.7% of General Fund appropriations.” As a
result, Kentucky enters the 2022 budget session in an unfamiliar situation with a historic balance in the BRTF
and additional revenues of $1.94 billion over the enacted estimate projected for the 2022 fiscal year. That
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results in $3.4 billion in extra resources available for the budget, an amount equal to 28.4% of annual spending,
as shown in the graph below.

Kentucky's Rainy Day Fund Balance
Is at Historic High

Fund balance as a percentage of annual General Fund expenditures
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Kentucky Center for Economic Policy | kypolicy.org

The purpose of the BRTF is to help finance public services during economic downturns or other external
shocks, when state revenues typically decline or grow more slowly.” Rainy day funds play a critical role in
helping states recover from recessions by providing the resources necessary for governments to continue
spending, injecting resources that circulate through communities, sustaining jobs, supporting businesses and
reducing harm that would otherwise occur. Credit rating agencies support using rainy day funds during
downturns, and building them up during good times.” Historically, Kentucky has not made sufficient
contributions to its rainy day fund and has on occasion drawn down the fund when the economy was strong.”

Until now, Kentucky has never had what is considered a sufficient balance in the BRTF.%° But because of the
surpluses, the balance will be much larger than is necessary to prepare for future economic downturns,
presenting a historic opportunity for the General Assembly to accomplish three important goals. First, it means
resources are available to help Kentucky families that continue to struggle because of the pandemic. Second, it
means the General Assembly can begin reversing the 19 rounds of budget cuts made since 2008, which have
reduced state expenditures by $2.3 billion. And third, it allows the commonwealth to leave an adequate
amount in the BRTF to begin preparing for the next recession.”!

Additional federal monies are also available this budget session

While federal aid has played an important role in boosting Kentucky’s state tax streams, it has also meant that
significant resources are directly available to state and local governments to address pandemic needs. The
federal relief distributed directly came primarily through the CARES Act and ARPA, although there were five
smaller relief measures passed by Congress between the two larger bills. In total, including all of the federal aid
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bills and amounts received by all executive branch agencies or that were distributed through an executive
branch agency, Kentucky is expected to receive over $16.9 billion.?2 Of this amount, $10.1 billion had been
expended as of Nov. 30, 2021.2

Under the CARES Act, Kentucky received over $7 billion, with $1.7 billion of that for general COVID relief
purposes that could be appropriated by the General Assembly in accordance with federal guidelines.?* Louisville
Metro was the only local government that qualified for a direct allocation based on population, and received
$134 million.?

Under ARPA, Kentucky has received over $6.7 billion.?® That includes $2.2 billion for state government to be
appropriated by the General Assembly, $868 million to counties, $395 million to metro cities, and $314 million
to other municipalities through ARPA’s State and Local Fiscal Recovery Fund (there is also ARPA money that
goes directly to specific needs like education, child care and rental assistance).”

State and Local Fiscal Recovery Funds can be used for COVID response efforts, to replace lost public-sector
revenue, to support immediate economic stabilization, or to address systemic public health and economic
challenges. Amounts received through the State and Local Fiscal Recovery Fund are being distributed in two
tranches with half already provided in May 2021, and the balance available in May 2022. Governments have
until Dec. 31, 2024 to allocate these funds, and during the 2021 legislative session, the General Assembly
appropriated $1.1 billion.?® This leaves $1.1 billion from the State Fiscal Recovery Fund left for the General
Assembly to appropriate, providing another critical opportunity for the state to provide relief and aid to those
most harmed by the pandemic.

Legislature should avoid giving away surplus in tax cuts

The discussion around Kentucky’s budget typically focuses on how the state cannot afford adequate
investments in schools, child welfare, public health, libraries and more. But that narrative often excludes the
impact of proliferating tax breaks on what we can afford. Even with the boost in revenue from federal COVID
relief, Kentucky’s General Fund is currently much smaller as a share of the state economy than it has been in
the past.? If tax revenues had grown in step with growth in our economy, and the General Fund were still the
same size relative to personal income as it was in 1991 after the legislature raised revenue to help pay for the
Kentucky Education Reform Act (KERA), the state would have $3.3 billion more in recurring revenue to invest
in education, health and other services.®

The General Assembly enacted a mostly flat-lined one-year budget in 2021 while at the same time passing more
subsidies for corporations through a variety of tax breaks that will further erode the tax base in the future.”
New or expanded corporate tax breaks included an expansion of the film tax credit to $75 million starting in
2023, a significant increase in the cap on the historic preservation tax credit from $6 million to $100 million
including a special $6 million carve-out for the Seelbach Hotel in Louisville, and new credits for cryptocurrency
mining companies.? The Office of the State Budget Director (OSBD) estimated the cost of these credits to be
$161.5 million in FY 2022 alone, with larger impacts expected in future years.®® And the state has pledged up to
$410 million of the surplus in subsidies for two battery production plants to be built by Ford and SK
Innovation.**

The recently published 2022-2024 Tax Expenditure Analysis identifies close to $19 billion in total tax
expenditures over the 2022-2024 biennium.* The analysis describes tax expenditures as follows:

Tax expenditures differ from normal budget expenditures in that normal budget expenditures
are explicitly appropriated on an annual or biennial basis as part of the budgetary process. Tax
expenditures are approved by the legislature and then become a permanent part of a state’s
tax laws until modified by future sessions of the General Assembly. As a result, tax
expenditures have a tendency to become an increasingly larger part of state government
expenditures without the need for explicit approval by succeeding legislatures.®

2022-2024 | WWW.KYPOLICY.ORG KENTUCKY CENTER FOR ECONOMIC POLICY ‘



A TIME TO INVEST: PREVIEW OF THE 2022-2024 BUDGET OF THE COMMONWEALTH I—

The $19 billion includes over $43 million for refundable credits for the film industry, $388.8 million from the low
tax rate on casino-style slot machines, over $100 million for the newly expanded historic preservation tax credit
and $23.2 million for cryptocurrency mining, just to name a few. Because of the way tax expenditures work,
these programs receive priority funding over everything else that state government provides and pays for,
including education, assistance for children and families and other important services. Thus, before the first
dollar is spent on any of these critical needs, Hollywood production companies, slot machine operators, real
estate developers and cryptocurrency miners get paid. For comparison, the $555 million spent over the
biennium on just the tax breaks identified here would pay for a 5% increase in K-12 per pupil base funding, a
$2,000 increase in state employee salaries, and textbooks (which currently receive no funding in the budget)
with some money left over. These are the priorities established when new tax breaks are enacted session after

session.”’

To protect revenue going forward — which time-limited federal aid will not continue to prop up as robustly as
it has during the pandemic — the legislature should avoid spending the current surplus on more tax cuts,
especially income tax giveaways to profitable corporations and wealthy Kentuckians. One of the reasons
Kentucky fared better than other states during the recession is that we still have a diverse array of taxes,
including corporate and individual income taxes. Kentucky is one of 30 states whose receipts during the four
quarters ending in March of this year were greater than the comparable four quarters before the pandemic.
Meanwhile, states such as Alaska, North Dakota, Hawaii, Nevada, Texas, Wyoming and West Virginia that rely
heavily on taxes from the oil and gas industry and tourism have not fared as well, with revenues down more
than 5% over the same period.® Different taxes respond differently to economic downturns, and having a
broad array of revenue streams reliant on different bases helps to reduce the overall harm.

Reductions in income taxes would further erode Kentucky’s tax base, compromising future revenue growth. As
with 2018 legislation that replaced Kentucky’s graduated income tax of up to 6% with a flat rate of 5%, and paid
in part for the cuts with expanding sales taxes to services like pet grooming and car repair, the people who
benefit most from income tax cuts are those with higher incomes. A 2018 analysis by the Institute on Taxation
and Economic Policy (ITEP) showed that based on income, the bottom 95% of Kentuckians paid more on
average because of the shift from income to sales taxes, while the richest 5% on average received a cut. In 2020
dollars, the richest 1% of Kentuckians, with average incomes of $1.1 million a year, received an average tax cut of
$6,605, as illustrated in the graph below.*
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2018 Tax Law a Shift from Millionaires to Everyone Else

Impact as a share of family income, and amount, paid in total state and local taxes (2020 dollars)

1.0%

0.5%

0.0%

-0.5%

-1.0%

$95
0.8%

$153
0.5%

$179
0.4%

$215
0.3% $181
0.1%

-$590
-0.2%

-$6,605
-0.6%

Lowest 20%|Second 20%| Middle 20% | Fourth 20% | Next 15% Next 4% Top 1%

Less Than | $21,000 -
$21,000 $39,000

$39,000 -
$60,000

$60,000 - | $97,000 - | $188,000 - | $452,000 +
$97,000 $188,000 | $452,000
Income Group
Average Income

Source: Institute on Taxation and Economic Policy.

Kentucky Center for Economic Policy | kypolicy.org

Another analysis from ITEP shows that further reductions in the income tax, for example, from 5% to 4%, would
result in the loss of over $1.1 billion in state revenues. For context, this amount is $200 million more a year than
Kentucky spends on all of its postsecondary institutions combined — all 8 universities and 16 community
colleges where tuition has been steadily rising due to state budget cuts.“? If the lost revenue were made up by
raising the sales tax rate, the increase would be from 6% to 7.4%, which would give Kentucky the highest state
sales tax rate in the country.” Further, such a shift would worsen the existing inequalities of who pays taxes,
with the bottom 60% of Kentuckians in terms of income paying more in taxes on average, while those with the
highest incomes would receive a cut, as shown in the graph below. It would also increase reliance on taxes from
Black Kentuckians who have less ability to pay on average due to historic and continuing discriminatory laws
and practices. Black Kentuckians already face a higher overall effective tax rate, paying 9.6% of their income on
average in state and local taxes compared to 9.4% for white Kentuckians.*?
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Tax Shift is a Cut for Wealthiest Kentuckians,
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Reinvestment in Kentucky through the Budget of
the Commonwealth is imperative

The previous section of this report looked at the revenue context for what is possible in the 2022 General
Assembly when the legislature crafts the new two-year budget. This section will explore the opportunity and
imperative to restore critical areas of the budget that have been deeply underfunded in recent history. In
addition to providing an overview of state spending including federal relief funds, the following analysis of the
budget gives examples of the compounding impact of a decade or more of cuts and describes the opportunities
for reinvestment in the 2022-2024 budget. As context, the chart below illustrates the major ways the state’s
General Fund, which totals over $12 billion in 2022, is spent.

2022-2024
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State Budget Funds a Broad Array of Vital
Public Services

Categories of state-funded public services as share of General Fund appropriations 2022
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Budgets are typically created in even-numbered years for two years at a time, but due to uncertainties caused
by the COVID-19 pandemic, the 2020 General Assembly passed only a one-year budget, followed by another
one-year budget in 2021. Even though some budget holes have been partially filled with federal COVID relief
funds and the 2021-2022 budget was the first time since the 2006-2008 budget that there were no new
spending cuts, the current budget still flat-lined funding across most areas of investment.*® As a result,
underlying challenges caused by inadequate investments in schools, child welfare, services for people with
disabilities and more remain unaddressed, even as new budget pressures have emerged as the state continues
to grapple with COVID-19.

P-12 education

P-12 education is the largest area of General Fund investment in the state budget. While there have been
important federal investments to help with needs related to COVID-19, key areas of funding, especially core
per-pupil funding, for Kentucky’s public schools remains inadequate and inequitable. The state has the
opportunity to begin reinvesting in kids and classrooms in the 2022-2024 budget.

Federal funds have been helping schools with COVID-related needs

As Kentucky enters the 2022 budget session, school districts have received, or will receive, a significant
amount of funding through federal COVID relief funds that will be available during the upcoming biennium to
help offset COVID-related expenses, begin making investments that will help improve health and safety in the
school environment, and address the needs of students.

As shown in the table below, these funds are provided to districts through two primary grant programs: ESSER
(Elementary and Secondary School Emergency Relief Fund) and GEER (Governor’s Emergency Education
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Relief). All funds must be used to prevent, prepare for and respond to the coronavirus pandemic, although the
list of permissible expenses is somewhat broad.**

More Than $3 Billion in Federal Aid Going to Schools for COVID-
19 Needs

Federal COVID relief funds for P-12 education in Kentucky

Funding  Amount for Allocation for

Federal aid When funds need

Expenditures by
districts as of

June 25,2021  Specific restrictions on use

source KY districts legislation to be spent (millions) of funds
March 27,2020-
ESSER | $193.2M $173.9M CARES Act Sept. 30, 2022 $139M (79%)
The governor focused these
funds on assisting districts
$30.0M (higher ed March 27,2020- with technology and food
GEER | $43.8M received $13.8M) CARES Act Sept. 30,2022 $24.7M (82%) service.
Coronavirus
Response and
Relief
Supplemental
Appropriations Dec. 27,2020-
ESSER II $928.2M $8354M  (CRSSA) Act Sept. 30,2023 $72.7M (8.7%)
Dec. 27,2020- The governor invested most of
GEER 11 $19.1M $0 CRSSA Act Sept. 30,2023 N/A these funds into FRYSCs
Districts must use 20% of
$1.8B (state set-aside funds to address learning loss
includes $100M for through evidence-based
evidence-based interventions that respond to
interventions, $20M students' social, emotional
for summer $0 (assurances and academic needs and
enrichment programs American and spending  address the disproportionate
ARP and $20M for Rescue Plan March 11, 2021- plans are in impact on COVID-19 on
ESSER $2.0B afterschool programs) (ARP) Act Sept. 30,2024 process)  underrepresented students.

Source: Kentucky Department of Education and U.S. Department of Education.

Note: While 90% of the total allocation from ESSER |, Il and ARP ESSER iis required to go to local school districts, the state has set aside
funds from all three ESSER rounds for various uses: With ESSER 1, a portion was put in reserve for the Kentucky Department of Education
to provide remote learning support. With ESSER 1, the state set aside $92.8 million for use by the School for the Deaf, School for the
Blind, area technology centers and projects to support statewide efforts (such as internet bandwidth growth and additional staffing to
support school improvement efforts) — and for grants to school districts that spend 85% of their ESSER Il funds on direct services to

support students.

Kentucky Center for Economic Policy | kypolicy.org

The state also appropriated $127 million of its ARPA funds (that were not specifically for education) to address

school construction needs, which continue to grow.* Current unmet facilities need is calculated to be over $6

billion.* However, the state recently became aware that this use of the ARPA funds isn’t allowed under federal
guidance — although there are other options being explored to fund school construction projects.*
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Core P-12 public school funding has deeply eroded

Federal funds have been and will continue to be helpful to districts in addressing COVID-19 related needs. But
as core state funding for Kentucky schools has continued to decline in real dollars, the state’s investments
through the 2022-2024 budget are paramount. Outside of a temporary improvement in school funding with
full-day Kindergarten in 2021, the 2021-2022 budget flat-lined per-pupil base funding through the Support
Education Excellence in Kentucky (SEEK) funding formula at $4,000 per student, and continued to underfund
school transportation.

The largest component of education funding is the SEEK formula, which provides state funding to school
districts based on wealth and local effort. SEEK includes what is called a “base guarantee” of funding for every
student that is established in the budget. In the current budget, the base guarantee is $4,000, where it has
remained since 2019 (up from $3,822 in 2008, before education cuts that occurred with the Great Recession
The SEEK formula also includes additional funds (referred to as “add-ons”) for students eligible for free lunches,
students with disabilities, students with “limited English proficiency,” and home and hospital services, in
addition to transportation, which will be discussed in more detail later in this section.

).48

The base guarantee is funded through a combination of state and local funds, with the state contributing more

to districts that have less property wealth, and therefore less ability to raise revenues locally. The state portion
declined on a per-pupil basis by $191 between 2008 and 2022, while the local portion grew by $369.* Thus, the
cost of the nominal increase in base funding is being borne primarily by local school districts. In addition, these

numbers do not account for inflation. When inflation is factored in, as shown in the graph below, the per-pupil

guarantee is lower in 2022 than it was in 2008 by $682 per student, a decline of 26.1%.%°
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SEEK Per-Pupil Guarantee Funding Declining in Real Dollars

State and local portions of per-pupil guarantee as enacted in 2022 dollars
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Source: KyPolicy analysis of Office of the State Budget Director data as enacted.

Note: This analysis assumes the share of funding contributed by the state versus local sources to the per-
pupil guarantee each year is their share of all base SEEK funding including SEEK add-ons as well as the per-
pupil guarantee. Add-ons include additional funds for students eligible for free lunches and for students
with disabilities.

Kentucky Center for Economic Policy | kypolicy.org
The shift of costs onto local school districts also occurs with school transportation funding. By statute, the
state is required to cover 100% of the estimated costs of transportation (which is less than the full cost of

transportation). However, as shown in the graph below, the state has not been making this contribution for a
number of years, and the current budget covers just 55% of the estimated costs in 2022.
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State Continues Trend of Underfunding Transportation

Percent of state funding compared to share required under SEEK formula
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Because school districts differ in their ability — based largely on local property wealth — to make up for the
state shifting costs onto them, inadequate state funding also increases funding inequities between poorer and
wealthier districts. Funding inequity was a primary driver behind KERA in 1990 and the creation of the SEEK
formula. While equity improved after KERA, a commitment to adequate state funding has waned. That has
caused the per-pupil state and local funding gap to rise, making it now close to the level it was prior to KERA.Y
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The Funding Gap Between Kentucky's Poorest and
Wealthiest School Districts Continues to Grow

Gap between top and bottom school district quintiles in per-pupil, state and local revenue
(inflation-adjusted 2020 dollars)

$3,500

$3,048 $2,949
$3,000
$2,500
$2,000
$1,500
$1,000
$500
$0

2 8 3 2288 3 g8 e EE LRy

@ 2 & 2 & 2 8 8 g & R R & ] R §g

Source: Kentucky Office of Education Accountability (1990 - 2010); KyPolicy analysis
of Kentucky Department of Education and BLS data, CPI-U series (2011-2020).
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While poorer districts have been disproportionately harmed by state funding cuts, all districts across the state
have borne the weight of these cuts. KyPolicy’s 2018 survey of superintendents showed that, because of state
budget cuts, districts had reduced course offerings, student supports and the number of staff, and were unable
to provide needed raises and address often critical facility needs.> The 2022 state budget did not address
these challenges, including the need for raises for teachers (the last state-mandated teacher pay raise was a 2%
raise in 2016) and other school staff.

In terms of funding for education programs outside of SEEK, in the 2021-2022 budget there were no
investments in instructional materials/textbooks or professional development, and these items have not
received any state funding since 2018. Extended School Services (ESS) received no increased funding for the
fourth year in a row, making funding 40% lower than it was in 2008 in inflation-adjusted terms.*® Funding for
Family Resource and Youth Services Centers (FRYSCs) — which provide services for families that help address
non-educational barriers to learning in schools where at least 20% of students are eligible for free and reduced-
price lunches — was flat-lined (at 17% below 2008 levels in inflation-adjusted terms), but then received $15
million from the Governor’s Emergency Education Relief Fund 2 (GEER I1).3* The state invested $7.4 million to
fund additional school-based mental health services provider positions on a reimbursement basis for 2022.%

A bright spot for education in 2021 was that, for the first time in Kentucky history, the 2021 Kentucky General
Assembly provided funding for full-day Kindergarten for the 2021-22 school year through House Bill (HB) 382, a
temporary $140 million investment.> Studies have found that children who attend full-day Kindergarten learn
more in reading and math than children who attend half-day programs. Prior to this year, the state provided
funding for half-day Kindergarten through SEEK. Because of the clear academic advantages, almost all school
districts have been offering a full-day program, causing significant budgetary strain for many districts.”
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School Funding Task Force made positive recommendations, but more is needed

In 2021, the Kentucky General Assembly created a School Funding Task Force to meet in the interim, review
funding for K-12 education in Kentucky and other states, and identify recommendations “to ensure the
equitable and efficient funding of Kentucky’s common schools.”*® The recommendations released in November
2021 address several areas described above that need greater investment — including making full-day
Kindergarten funding permanent, moving toward full school transportation funding and increasing investment
in FRYSCs.* The Task Force also recommended developing a plan to fully fund the provisions included in “the
School Safety and Resiliency Act of 2019,” which currently includes both mental health staff in schools as well
as School Resource Officers (SROs).

The 2022 Kentucky General Assembly should act on these recommendations, which would make modest steps
forward for school funding adequacy and equity. For instance, superintendents testified to the task force that
making permanent full-day funding for Kindergarten would free up local resources to support students in
becoming Kindergarten-ready, make teacher salaries more adequate and competitive, enable teacher retention
and address backlogged facility needs.

But without significant additional state investment in the base SEEK formula, possible because of a record
budget surplus, the resource gaps between wealthy and poor districts will continue to grow, and funding will be
inadequate, compromising the constitutional right of all children in Kentucky to a free, appropriate and
equitable public education. While the state’s share of the base per-pupil guarantee is $2,603 in 2022, in 2008 it
was $3,524 in inflation-adjusted dollars.

Opportunity to strengthen early childhood by expanding preschool

Participation in preschool is associated with improved academic outcomes for children, and the benefits can
even extend to better health and economic stability later in life.®* An analysis by the University of Kentucky’s
Center for Business and Economic Research found there would be a $5 benefit for every $1 the state invested
to expand the state’s preschool program.®' Universal preschool can help to provide greater economic and racial
equity in school by ensuring all kids, regardless of barriers their families encounter, enter Kindergarten with the
skills they need to be successful.®?

Eligibility for tuition-free preschool is currently restricted to 4-year-olds in families with incomes below 160% of
the poverty level ($42,400 for a family of 4) and 3- and 4-year-old children with developmental delays and
disabilities, regardless of income.®® In the past, the Kentucky Department of Education has advocated for the
expansion of preschool eligibility without payment of tuition to 200% of the poverty level, which past
estimates showed would cost $78.5 million each year.®

In addition, while full-day preschool in Kentucky has been shown to be more effective than half-day preschool
in preparing children for Kindergarten, according to a 2018 report just 40% of school districts offered full-day
preschool, largely because of funding challenges.®® Full-day preschool as well as full-day Kindergarten are
priorities for the Kentucky Board of Education in the 2022-2024 budget.®

Half of Kentucky is a child care desert, but public investment makes a proven difference

Although funding and administration of child care assistance lies within the Cabinet for Health and Family
Services and not the Department of Education, child care can be considered as a part of the continuum of
education because it has such profound effects on a child’s academic career and outcomes even into
adulthood. Yet half of Kentuckians live in a “child care desert” where child care is either unavailable or there
are far more children than child care openings.®’ This disparity is almost entirely attributable to the decrease in
child care providers throughout the state, the number of which has fallen by 46.3% over the past 10 years. In
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2013, a budget shortfall led the state to put a moratorium on new entrants to the state’s Child Care Assistance
Program (CCAP), which provides help with child care costs for low-income families. Although this moratorium
was lifted the following year, it turned what was already a difficult market for providers into an impossible
situation for many to keep their doors open.®

Child Care Providers Have Been Closing
Their Doors

Number of state regulated child care providers in Kentucky, state fiscal years 2012 - 2021
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Today, approximately 25,300 Kentucky kids benefit from CCAP.%° Beginning in the 2016-2018 budget, the
General Assembly has included a $10.6 million increase in funding to raise the eligibility threshold for families
from 150% of the 2011 poverty level (FPL) to 160% of the current (FPL), or $42,400 for a family of 4 in 2021, a
modest but important improvement.”®

Low CCAP reimbursement rates have made it difficult for child care centers to pay operational expenses while
accepting children paid for by CCAP. In parts of the state where the share of state-subsidized children is high,
low reimbursements have historically contributed to child care shortages. Following a 2016 increase of the
reimbursement rate to providers by about $1 per child per day, the General Assembly appropriated $12 million
to further increase the provider reimbursement amount in 2021 by an average of $2 per child per day.”” Now,
reimbursement rates can be up to $47 per child, per day and are close to the recommended (but still
inadequate) 75th percentile of market rates as laid out in the federal grant that pays for much of Kentucky’s
child care assistance.”? These increases have been small steps toward fostering the availability and viability of
child care centers, but are still below what is needed to provide high-quality child care, which is when the best
outcomes for children are achieved.” The average cost for child care for a toddler in Kentucky is nearly 1/3 of
what it would cost to provide high-quality care according to one study.”

In addition to the needed state investments in child care, recent federal aid packages have made large
investments in child care. The CARES Act sent $67.7 million to Kentucky for child care in 2020, followed by the
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Coronavirus Response and Relief Supplemental Appropriations Act (CRRSAA) which sent an additional $195.5
million in early 2021.° Then in 2021, ARPA made an enormous investment of $763 million through two separate
funding streams that came to the state mid-year. This combined $1 billion in federal funding propped up the
child care industry through a combination of more generous subsidies to families and direct payments to state-
regulated child care centers. It has also been used to offer incentive payments to employers that open new
centers attached to their workplace and family care homes (regulated child care providers that operate out of a
home), so as to provide more available child care spots and reduce the number of Kentucky children in a child
care desert./®

Recent Federal Relief for Child Care

Federal funding and uses by act for Kentucley in 2020 and 2021

Act Funding Uses

Coronavirus Aid, Relief, and Economic

Security Act $67.7 million Twio rounds of direct payments to providers.
Coronavirus Response and Relief Four rounds of direct payments to providers and
Supplemental Appropriations Act $195.5 million  waived family copays.

Cluarterly direct payments to providers through

September 2023, 200% FPL eligibility, public-

preschocl program, startup grants for new

home femployer-based providers, higher CCAP

reimbursment rates, infant and toddler care pilot

project, facility repairs/improvemnents, training for
American Rescue Plan Act 1763 million teachers, etc.

Source: Kentucky Division of Child Care.
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Yet much more sustained investment is needed to address the continuing dearth of high-quality, affordable
child care in Kentucky, and the poor quality of many of the jobs it provides. These recent rounds of federal
funding have shown what large federal investments can accomplish as they stopped the acceleration of center
closures and began to address low pay and quality. But those funds are temporary and will run out in the
coming years, and the General Assembly will need to prepare for the possibility of a permanently boosted child
care program included in the Build Back Better Act if it is passed.

Postsecondary Education

On the other end of the educational continuum, higher education has also experienced particularly deep state
budget cuts. According to a report by the Center on Budget and Policy Priorities (CBPP), Kentucky is among
the 10 states with the worst cuts to state funding for higher education since before the Great Recession.”
State funding for Kentucky’s public higher educational institutions has declined by 33.4% since 2008 once
inflation is taken into account.”® This trend hinders the state’s ability to provide a high-quality and affordable
public postsecondary education.
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Higher Education Funding Continues to Erode

Funding in 2022 dollars
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According to the Kentucky Council on Postsecondary Education, Kentucky’s public higher education campuses
have lost $178 million in state funding since fiscal year 2008, a decline greater than $500 million in inflation-
adjusted terms.”” On a per-student, inflation-adjusted basis, funding is almost 40% less than in 2008.

Factored into these overall declines, the 2022 state budget included a 2% increase in funding ($17.3 million)
compared to 2021 that was placed into the “Postsecondary Education Performance Fund,” to be distributed
according to the performance funding model.2° As in previous years since this model has been in place, the
funds for public four-year institutions primarily go to the University of Kentucky and University of Louisville,
with no funding going to several smaller institutions that serve more students with low incomes and students
of color (in 2022, Kentucky State University, Morehead State University and Murray State University receive
zero performance funding dollars).®’

For community colleges, 6 institutions located in poorer parts of the state (out of the 16 total community
colleges) have received no performance funding dollars: Ashland, Big Sandy, Hazard, Henderson, Madisonville
and Southeast Community and Technical Colleges.®? The 2021 General Assembly also passed Senate Bill (SB)
135, which set a floor for the level of state appropriations to higher education institutions that must be met in
forthcoming years before any additional funds are distributed based on performance.®® The established floor is
the actual (not inflation-adjusted) amount of funding institutions received in total (including performance
funds) in fiscal year 2021. The 2021-2022 budget bill also included appropriations totaling $22.1 million to 5
comprehensive universities and KCTCS in 2022 to help with their transition to the level-dollar method for
determining employer-paid pension contributions.®

College affordability is out of reach for many Kentuckians

Cumulative budget cuts have contributed significantly to tuition increases at Kentucky’s public universities and
community colleges, as institutions have increased tuition and fees in order to make up for some of the
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revenue losses from the state at the same time fixed and other unavoidable costs have continued to increase.
This shift has exacerbated the unaffordability of higher education; Kentucky ranks 6th worst among states for
college affordability measured as the average net price of higher education at a public four-year institution as a
share of median household income.®

Cost of Higher Education Has Shifted From
State to Students

State and student shares of total public postsecondary funds in Kentucky, Fiscal Years 1999 - 2020
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Those trends result in the average net price for a public four-year school in Kentucky accounting for 30% of
median household income in 2018.%¢ Disaggregating the data by race shows that cost is a greater barrier for
Kentuckians of color. Kentucky was one of 17 states where Black households would need to spend at least 40%
of their incomes to get a degree. The net price in 2018 also represented 35% of Hispanic/Latino median
household incomes compared to 29% for white households.#’

The 2021-22 budget included some additional state investment in need-based scholarships, with more students
receiving scholarships and a small increase in the College Access Program (CAP) scholarship amount, in part due
to an increase in lottery funds. However, scholarship amounts have not kept pace with the rising costs of
college attendance. While the estimated cost of attending a Kentucky community college full-time for one year
is $15,314, the CAP amount for a full-time student at a two-year college is $2,200 ($2,900 for a four-year
institution).®8 The maximum Pell amount is currently $6,495.8°

Tuition and fees have gone up very little in the past two years. The tuition increases of 0.7% in 2021 and 1.1% in
2022 across the systems are the lowest tuition increases in over 20 years.”® But college affordability remains a
significant challenge for many Kentuckians. A growing share of individuals and families have taken on debt as
the cost of attending college has grown while wages and Pell Grant amounts have not kept pace. Currently,
around 616,000 Kentucky residents have outstanding federal student loans, roughly 18% of all Kentuckians
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over the age of 18 (slightly higher than the national rate). The median amount owed in federal student loan
debt in Kentucky is around $18,000, but more than 125,000 Kentucky residents owe more than $50,000.”

The state’s steadily rising loan default rate — which went from just under 9% in 2013 to nearly 13% at the
beginning of the pandemic — indicates that borrowers are struggling to repay their loans. Looking ahead, the
pause in federal student loan payments due to COVID-19 has been further extended, with payments restarting
in May 2022.°2 Many Kentucky students with debt do not have a degree or credential, which would improve
their ability to pay down student loan debt. In a dataset of recent Kentucky students at public universities and
community colleges (enrolled between 2011 and 2018) who worked in Kentucky during 2019 and 2020, about
62% have not received a degree, certificate or diploma, and 48.6% received federal loans.”

Restoration of past funding cuts should be a priority in the 2022-2024 budget

As with all institutions, the pandemic has taken a toll. Federal COVID relief funds received by Kentucky for
higher education total $752.3 million with $291.4 million (39%) going to student grants and $460.9 million to
support institutions.” According to the Kentucky Council on Postsecondary Education (CPE), these funds
cover only a portion of COVID-related institutional costs and foregone revenue.*®

In order for funding for public higher education in Kentucky to be more adequate — to prevent harmful tuition
increases from occurring, to provide more funding for institutions outside of the performance funding formula,
and to enable institutions to invest more in student support services — the state needs to begin restoring past
budget cuts.

CPE is requesting additional performance-based funds for public postsecondary educational institutions in the
2022-2024 budget, a total of $157.5 million over the biennium.?® Funding to maintain existing facilities is
another focus of CPE’s budget request — $700 million in state funds, which would address about 10% of the
total estimated need of more than $7.3 billion.”” It is also a priority to have the additional funds to ease the
pension funding transition continued in the 2022-2024 budget.

Medicaid
Medicaid played a critical role during the pandemic, federal aid is helping

Medicaid is the second-largest single General Fund appropriation in the state budget, behind only P-12
education. It makes up roughly one in six General Fund dollars and one in three dollars the state spends overall
(with the latter including federal dollars that flow through the state budget).?”® Investments in health create
long-term dividends in the economy and well-being of the state. One of the starkest examples of this is the
huge decline in uninsured Kentuckians, with the rate of uninsured falling from 14.3% in 2013 (the year before
Medicaid expansion) to 6.4% in 2019 (the most recent year for which data is available), a 55% decline overall.
Medicaid’s ability to cover groups that have had historical and structural barriers to coverage was profound,
reducing the uninsured rate among Black Kentuckians by 61% and Kentuckians of two or more races by 73%.%

Kentucky’s Medicaid costs are almost entirely driven by three factors:

e The federal share of overall Medicaid expenditures known as the Federal Medical Assistance
Percentage (FMAP),

e The number of people who are covered, and

e The cost of providing medical care.

Medicaid is a great deal for the commonwealth because it is largely paid for by the federal government.
Accounting for state and federal dollars, in 2021, Kentucky spent $9.7 billion on traditional Medicaid benefits
and $4.4 billion on expanded Medicaid benefits for a total of $14.1 billion. Of that, the state was responsible for
$2.6 billion in combined General Fund and restricted agency funds and the federal government paid in $11.5
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billion. This means that for every state dollar invested in Medicaid in 2021, the federal government invested

$4.33.100
Medicaid Is a Good Deal for Kentucky
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In 2021, state and federal spending on Medicaid increased 21.5%, or by $2.5 billion year-over-year. The
Department for Medicaid Services attributes this increase to a rise in enrollment (51.5% of the increase), the
implementation of the Hospital Reimbursement Improvement Plan from HB 183 (26.3% of the increase), an
increase in direct payments to university hospitals (12.8% of the increase) and a decrease in the state’s drug
rebate program.”’ This large increase in spending was almost entirely borne by an increase in provider
contributions through restricted agency funds (which hospitals benefitted from through greater federal
reimbursements), and a massive, temporary influx of federal Medicaid spending. General Fund spending on
Medicaid rose only 1.8% between 2020 and 2021.

The federal share of Kentucky’s costs has increased dramatically

There are two FMAPs for Kentucky — one for traditional Medicaid (the eligibility criteria that includes
pregnant women, children, people with various disabilities and the elderly, all of whom were eligible prior to the
Affordable Care Act) and a more generous FMAP for expanded Medicaid (the eligibility category established by
the Affordable Care Act that includes all adults who earn below 138% FPL). Kentucky had been increasing its
FMAP for expanded Medicaid costs since 2017, but paid its highest state share in the last biennium of 10%.
Kentucky will continue paying 10% of expanded Medicaid costs indefinitely, making only the cost of care and
the number of enrollees ongoing variables in paying for that part of Medicaid.

For traditional Medicaid, the federal share of costs depends on the economic well-being of each state, and
ranges from around 50% to just under 75%. Kentucky’s traditional Medicaid FMAP increased from 71.8% in
federal fiscal year (FFY) 2020 to 72.1% in FFY 2021, which, though seemingly small, reduced what Kentucky paid
by millions of dollars.®? For Federal Fiscal Year (or FFY which runs from October to September) 2022, it will
further increase to 72.8%.1° On top of Kentucky’s normal traditional Medicaid FMAP is an additional 6.2
percentage point increase to assist with the added cost to states of the COVID-19 pandemic on both
enrollment and medical care — leading to an FMAP of 78.3% and 79.0% in FFY 2021 and 2022 respectively.
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Applied to Medicaid spending in State Fiscal Year (FY) 2021, that is $601.3 million."* Including the months since
the end of SFY 2021, state savings have likely exceeded $1 billion, and Kentucky will continue to save significant
amounts of General Fund monies until it expires. Under current law, that will occur at the end of the calendar
quarter in which the federal emergency declaration related to COVID-19 expires; if the Build Back Better Act
passes, it will begin phasing out in April 2022.1°

Kentucky’s blended FMAP (expansion and traditional Medicaid) was approximately 81.3%, with Kentucky’s
General Fund and restricted agency funds paying the remaining 18.7% — the lowest in at least the past 21
years. This is largely thanks to the fact that Kentucky is now receiving a consistent 90% expansion FMAP (it had
been rising each year to reach 90% until last fiscal year) and the 6.2 percentage point increase for traditional
Medicaid.

Federal Aid Has Shrunk Kentucky's
Medicaid Share

Percent of spending on Medicaid from the state General Fund and Restricted Agency Funds 200-2021
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Medicaid enrollment ballooned during the worst of the downturn, but has begun to subside

When the pandemic-triggered economic downturn led to tens of thousands of Kentuckians losing health
coverage, the Kentucky Department of Medicaid asked the federal government for permission to provide a
form of temporary coverage known as presumptive eligibility (PE). This program was wildly successful in
accomplishing that goal, covering nearly 350,000 people between March 2020 and July 2021 for 6 months at a
time. In July 2021, PE Medicaid enrollment fell from 128,102 to 9,548 as all those who enrolled in January used
up their 6 months of eligibility at the end of June. This dramatic decrease amounted to a 6.0% decrease in
overall Medicaid enrollment.'%
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Medicaid Filled the COVID-19 Coverage Gap

Monthly total monthly Medicaid enrollment in Kentucky January 2018 - October 2021
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The cost of providing care has risen, but has not greatly affected General Fund monies

The 2021 General Assembly passed an increase in the Hospital Rate Improvement Program (HRIP) through HB
183, which directs Medicaid to pay hospitals the average commercial rate for inpatient care and charge those
hospitals an assessment required to meet the state match. This transaction occurs through restricted agency
and federal funds, rather than General Funds, and is estimated to pay hospitals approximately $1 billion per year
above what they receive through their normal Medicaid reimbursement.'””

The other indicator for how the cost of care drives overall Medicaid spending is the per-member, per-month
average cost, which increased 2.3% between 2020 and 2021. Traditional Medicaid costs grew 5.9% year over
year, rising from an inflation-adjusted $845 to $895. Meanwhile, the cost of covering each Medicaid member
under the expansion actually fell 2.8%, from $601 to $584. Again, given the increase of the traditional Medicaid
FMAP of 6.2%, the increased cost of care was partially absorbed by the swell of federal funding.'®
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Traditional Per-Person Costs Rising More
Than Expanded Medicaid Costs

Annual average per-member, per-month costs for total Medicaid, traditional Medicaid and expanded
Medicaid 2014-2021 (inflation-adjusted by the CPI-U for 2021)
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In terms of budgetary needs in the 2022-2024 Budget of the Commonwealth, state lawmakers will likely need
to prepare for the Build Back Better Act phase out of the enhanced 6.2 percentage point FMAP which will
occur in the first year of the next biennial budget, phasing down to 3 percentage points in April to 1.5
percentage points in July and phasing out entirely in October.'® This will lead to a significant increase in the
state’s contribution for traditional Medicaid costs. That increase will be partially offset by a decline in
enrollment as a required maintenance of effort tied to the increased FMAP has kept the state from disenrolling
people who are no longer eligible (except when the enrollee has moved out of state, passed away or asked to
be removed from Medicaid). Barring another economic downturn (when, historically, Medicaid enrollment
grows the most), enrollment growth itself will likely not be a major driver of cost during the next biennial
budget.

Improvements needed for programs that provide Kentuckians with care at home and in their
community

Traditional Medicaid pays for in-home care for individuals with significant health care needs, such as intellectual
or developmental disabilities and brain injuries, through 1915¢ waivers, sometimes called Home and Community
Based Service (HCBS) waivers. These programs are vital to supporting Kentuckians with disabilities so they can
stay in the community rather than in nursing homes or state-run institutions, which are more expensive and
less desirable for many people. As of June 2021, 33,412 Kentuckians used these services.™

One major issue for these programs is that waiting lists have grown and the previous two budgets did not add
additional slots so that people could move off the waiting list and begin receiving waiver services. This growth
was driven entirely by increases in Kentuckians seeking services through the Michelle P (community and home-
based care for Kentuckians with intellectual or developmental disabilities) and Supports for Community Living
(SCL) programs. Not everyone on a waiting list is actually eligible for a slot, so the number of people who could
actually receive services through these programs is likely smaller. But in total, a lack of sufficient state funding
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has led to 10,327 people waiting for the state to tell them if they can receive these services. Michelle P and SCL
services are costly, at $32,488 and $77,429 per person per year respectively, so reducing or eliminating the
waiting list would be expensive. But it is badly needed.™

Four of the six programs have no waiting list:

e Acquired Brain Injury — Acute

e Acquired Brain Injury — Long Term

e Home and Community Based (community and home-based care for older Kentuckians, children and
adults with disabilities), and

e Model Il (community and home-based care for Kentuckians who are ventilator dependent).™

Another major issue facing the 1915¢ waivers is the low reimbursement rates for these services, which is leading
to a wage crisis for the direct care workers in that industry. These low wages for positions that are extremely
demanding and require training are leading to high turnover rates and little interest from prospective
employees. Industry associations have requested a 25% across-the-board increase for all 1915¢ waivers and a
50% increase for SCL and ABI residential services in order to deal with the staffing difficulties that long
preceded the pandemic and subsequent downturn. Additionally, they recommend annual cost of living
adjustments moving forward so that this issue is not a perennial one.™

A final 1915c issue that the General Assembly will need to consider is the creation of a seventh waiver program
for Kentuckians with severe mental iliness (SMI). Currently, there are no comprehensive services provided
through Medicaid for Kentuckians with an SMI, especially one that helps them remain in the community with
support. Experts believe Kentucky would need to pay $1.3 million to provide a sufficient number of slots for
these services, drawing down a further $3.1 million in federal funds.™

ARPA provided a one-year increase of 10 percentage points to the state’s FMAP for home and community
based services. The state decided to use a substantial amount for retention and sign-on bonuses for direct care
workers, in an attempt to fill positions vacated due to low wages and high turnover. They additionally chose to
use a smaller portion for one-time purchases for home modifications for waiver participants, direct care worker
training, a number of studies on rates and services, and digital infrastructure improvements. In all, the state
anticipates receiving an extra $104 million through ARPA for this purpose.™

Human Services

Social worker turnover is harming Kentucky’s child welfare system

Kentucky has the highest rate of abused and neglected children in the nation — at 20.1 per 1,000 children."®

Across the commonwealth, 9,122 children live in out-of-home care.™ This problem creates an immense need for
state services for children and families across the commonwealth, has overwhelmed Kentucky’s child welfare
system and led to large amounts of staff burnout, turnover and an inexperienced workforce within the
Department of Community Based Services (DCBS).

Social workers in DCBS serve on the frontline of the state’s child protection program. The best-practice
caseload for child welfare workers is 15-18 cases, but in Kentucky the average was 26 cases per worker in
September 2021." In addition to high caseloads, social workers often suffer from secondary post-traumatic
stress, are exposed to high risk scenarios and receive low pay.™ The pay for a Social Service Worker |, social
workers with less than a year of experience, is approximately $33,650 per year, or around $16 per hour.'

This combination of a stressful work environment, low pay and high caseloads has led to significant rates of
turnover. In 2021 alone, around 650 caseworkers have left, and as of June 2021, 44% of the social workers at
DCBS had less than one year of experience.” Throughout 2020, DCBS asked outgoing social workers why they
chose to quit their jobs and the top responses they gave included:

e Better job opportunities elsewhere,
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e  poor pay,
e high caseloads, and
e career change.”?

Hiring more social workers to reduce caseloads and paying all social workers more would be the answer to this
workforce issue, both of which have been proposed in past budgets, but have been rarely and incompletely
acted upon. This year again, DCBS is requesting $7 million more for 76 additional social workers and increased
professional development and training opportunities.'?

Removing children from their parents is a last-resort step aimed at reducing harm, but is itself a traumatic
experience that is far worse than finding ways to keep families together safely. To address this, Congress
passed the Family First Prevention Services Act which pays for half of the cost of state-run, evidence-based
services aimed at intervening prior to the need for child separation. In 2021, Kentucky spent $24.9 million on
prevention services, which are designed to intervene before maltreatment occurs among those with one or
more risk factors and among families where maltreatment has occurred but removal may not yet be deemed
necessary. In 2020, when the state spent $21.8 million on prevention services, DCBS was able to directly serve
3,367 families including 6,132 children, 93% of whom were able to remain with their parents.'®

DCBS is the largest agency in state government providing social services that range far beyond the child welfare
system. It plays a critical role in supporting low-income Kentuckians, and evidence suggests it plays a role in
helping Kentuckians get and stay healthy. Researchers have found that higher ratio of spending on social
services to public health services actually yields better health outcomes, particularly for conditions such as
asthma, adult obesity, poor mental health, lung cancer, heart attacks, Type 2 diabetes and even mortality.
While the study didn’t suggest an ideal ratio, it did suggest that policymakers need to think of social service
spending as a form of public health intervention.™

Other human services needs going unmet

Kentucky’s Department for Behavioral Health, Intellectual and Developmental Disabilities (BHIDD) provides a
wide range of services for addiction treatment, community living for dependent adults, long-term institutional
care for those with severe needs and outpatient mental health services. This division has not received a
meaningful state funding increase since the 1990s and was cut by 4.3% in the 2018-2020 budget (though the
cuts to programs within the department were likely deeper as additional funds for higher pension costs were
included in the budget).”” Funding has therefore failed to keep up with inflation and the growth in demand for
services.

The state’s Community Mental Health Centers (CMHCs) are connected to the BHIDD. Among many other
functions, these centers act as a drug treatment safety net, a critical service as Kentucky has the nation’s 8th-
highest drug overdose death rate at 32.5 out of 100,000 as of 2019."8 This health crisis strains not just
Kentucky’s CMHCs, but the state’s justice, child welfare and public health systems as well, meaning additional
investments in CMHCs will help address corresponding challenges in these other systems.

In addition to 1915c services provided by Medicaid, Kentucky also cares for the aged and disabled through the
Department for Aging and Independent Living (DAIL). DAIL administers both federally and state-funded
programs that help keep dependent adults out of institutionalized care. An example is State Guardianship,
which helps care for 4,481 disabled adults in the community. Caseloads for this program should be at a standard
of 20 per state worker, but range from 34 to 45 depending on the region.

In 2021, DAIL and the federal government made an agreement wherein Medicaid can cover 50% of the
administrative costs of the Guardianship program, providing an additional $5.7 million and allowing DAIL to hire
an additional 64 caseworkers. This leaves a gap of 45 case workers needed in order to achieve the
recommended caseload of 20."”° Other programs administered by DAIL include Meals on Wheels, Hart-
Supported Living, the Traumatic Brain Injury Behavioral Program and certification authority for assisted living
and adult day care settings. The share of Kentuckians age 65 and older is projected to rise from 16.8% in 2015 to
21.6% in 2040, meaning more Kentuckians will require the services provided by DAIL. However, the department
has seen no meaningful increase in funding for years.™®
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Public health workforce was hampered going into pandemic

The Department for Public Health oversees a broad swath of over 150 programs and services that range from
facility inspections, newborn screenings, immunizations and disease outbreak prevention. Many of these
services are performed through partnerships with local health departments. Yet increased pension contribution
requirements, repeated rounds of budget cuts and a stagnation in public sector pay has led to a 37.4% decline
in the public health workforce, with 1,493 fewer workers in 2020 than in 2012.™

The Public Health Workforce Is Shrinking

Kentucky public health workforce from state fiscal year 2012 - 2020

3,449
3,000 \
NSGS
1,500
0

2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: Kentucky Retirement Systems Comprehenisve Annual Financial Reports 2012 - 2020.

Kentucky Center for Economic Policy | kypolicy.org

This reduction in the workforce weakened Kentucky’s preparedness for the COVID-19 pandemic. In an attempt
to stabilize the loss of workforce, the General Assembly passed HB 129 in 2020, which provides a General Fund
appropriation to local public health departments on a service area population-basis to support core public
health needs.” While this funding is aimed at keeping the remaining public health workforce in place, it does
not address the prior reduction. Some funding from ARPA was specifically appropriated for that purpose, but
those funds are temporary. For 2022, local public health departments are requesting an additional $8.9 million
for their core public health services and to help cover the increase in pension costs.” According to the
Kentucky Health Departments Association, these funds cover only the minimum staffing needed to provide the
core and statutorily required services.

Criminal Legal System

Unlike critical investments in other areas of the budget such as education and health care, investments in
incarceration actually lead to individual, family and community harms. And, unlike other areas of the budget,
the state has increased funding for incarceration over the years. Enacted spending on corrections is $626
million in 2022, 72% higher in nominal terms than was appropriated in 2010 (prior to the last significant broad-
based reform to Kentucky’s criminal statutes, 2011’s HB 463), while in comparison over the same period of
time, total General Fund expenditures have grown 45%.”* High and rising incarceration in Kentucky is not
inevitable, but is in part the result of the legislature’s passage of laws that enhance penalties for existing crimes
or that create new crimes. Given this context, the state has an opportunity and a need in the 2022 General
Assembly to create savings by enacting laws that reduce incarceration.
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There are long- and short-term harms from mass incarceration on the health and well-being of our
communities. As a result of being currently or previously incarcerated, Kentuckians and their families
experience many of the factors that research shows lead to poor health outcomes, including income instability,
limited access to health care and barriers to quality housing.”®® Imprisonment is associated with a shorter life
expectancy, higher rate of infant mortality, and numerous other negative impacts on the health of families and
communities.”®® Because people of color are unjustly overrepresented in our system, they are
disproportionately affected by the negative health outcomes associated with incarceration.’” While Black
Kentuckians make up 8% of the state’s population, they are 21% of Kentucky’s prison population.’®®

The future of Kentucky children is also affected. Children with incarcerated parents struggle more in school,
have poorer health outcomes and fewer economic opportunities.” Given Kentucky has one of the highest
rates of parental incarceration in the nation, the stakes for children and families are large.*

Corrections budget continues to grow despite some short-term reductions in incarceration

For the first time in many years, the average number of people serving felony sentences in Kentucky prisons
and jails in Department of Corrections (DOC) custody declined in fiscal year 2021; however, this anomaly was
due to COVID-19 and is not expected to be sustained. There were 1,881 felony sentence commutations by the
governor in 2020 in response to the COVID-19 pandemic, as well as court closures that have resulted in
backups in the justice system.”! At the same time the graph below shows there has been a big drop in the
number of people serving time for felony convictions in Kentucky, the state’s jail population and particularly
those in county custody — which includes people being held pretrial (primarily due to being unable to afford
money bail) — has been rising steadily.”? Since the courts have reopened and cases are once again being
processed, the reduction in those serving sentences for the DOC is expected to reverse, absent significant
changes in Kentucky’s criminal laws.
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Number of Kentuckians Serving Felony Sentences Has
Grown, Excluding Temporary Drop in Response to
COVID-19

Average daily population of individuals incarcerated for felony convictions
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In FY 2021, as a result of the sentence commutations, the state budget appropriation for corrections spending
was $42 million less than it would otherwise have been."* Overall, the General Fund appropriation to
corrections was reduced from $633.7 million to $531.9 million, due to a combination of the population
reductions and substitution of General Funds with CARES Act relief funds. However, state spending on
corrections is expected to increase to $626 million in FY 2022, despite a forecasted drop in the number of
people incarcerated, due in part to increased costs to try to keep staff and incarcerated people safe during the
pandemic.

There have been some concerns among legislators, and in the media, about the rearrest of individuals released
due to COVID public health concerns. The rates of rearrest (or “recidivism”) among those individuals are not in
fact higher than for individuals typically released from jail and prison in Kentucky, however. The state’s
consistently high rates of recidivism are certainly concerning (41% of individuals who leave incarceration end up
reincarcerated within 2 years), and policies to improve reentry are greatly needed.* One positive step to more
successful reentry was 2021’s HB 497, which, among other things, finally does away with the state’s partial ban
from receiving food assistance (Supplemental Nutrition Assistance Program or SNAP benefits) or cash
assistance (Temporary Assistance for Needy Families or TANF) for people who have previously been convicted
of a drug-related felony."®

Small steps forward with sentencing changes, but much more is needed to have a significant impact

The 2021 Kentucky General Assembly passed two bills that are expected to have a positive impact on the state
corrections budget by decreasing incarceration. HB 126 increased the amount at which theft becomes a felony
from $500 to $1,000, making it more in line with other states; according to the bill’s corrections impact
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statement the impact will be “significant.”’*¢ HB 402 increased the amount in past-due child support payments
(“flagrant nonsupport”) that constitutes a felony from $1,000 to $2,500, an important change, particularly
given the fact that incarceration and a felony conviction make it more difficult for someone to make these
payments. The corrections impact of HB 402 is considered to be minimal."*’

Sentencing policy that would further reduce incarceration and enable the state to invest savings in
communities include making some felony charges misdemeanors such as drug possession and possession of a
forged instrument.® Kentucky should also eliminate, or at least severely limit, its “Persistent Felony Offender”
(PFO) law, which is among the broadest and most severe mandatory minimum laws in the country.'

At the same time the state needs incarceration-reducing policies, policymakers should avoid making the
problem worse by continuing to create new crimes and enhance criminal penalties. In addition to increasing
incarceration, these policies do not make our communities safer, and in many ways do more harm. Over the
past decade, the Kentucky General Assembly has passed just 10 bills that reduce incarceration, while passing 59
that increase it.”*°

Legislature should remove incentives for counties to incarcerate people in DOC custody

A significant barrier to state law changes that would reduce incarceration at the state and local level and result
in corrections savings is the existence of perverse state and local financial incentives for counties to incarcerate
people on behalf of the DOC. Among states, Kentucky has the second-highest share of individuals in state
custody incarcerated in local jails — close to half of individuals convicted of felonies and in the custody of the
DOC serve their time in jails. Only Louisiana has a higher share, and no other states come anywhere close.”' By
state law, starting in 1992, those serving Class D felony sentences must stay in a county jail; those with some
types of Class C felonies can also be housed in county jails, as well as any person sentenced and awaiting a
prison bed.™ This arrangement, in the context of state policies and practices that are driving high rates of
incarceration, has resulted in severe overcrowding of local jails.

It is financially beneficial to the state for individuals convicted of felonies to be held in county jails because it
costs much more to incarcerate someone in a state prison. The average cost paid to county jails per person is
$35.43 per day (the per diem from the state is $31.34 but there are other costs, for example medical, for which
county jails get reimbursed). That is far less than the cost to incarcerate someone in a state facility, which in
2021 ranged from $83.85 at the Bell County Forestry Camp, to $237.79 at Southeast State Correctional
Complex, with an average cost across all state facilities of $97.60."3

Even though this practice compounds overcrowding in local jails, counties seek out the revenues associated
with housing state prisoners to offset the costs for which they are legally responsible. Counties must maintain
their jails and pay costs including medical expenses associated with incarcerating individuals awaiting trial and
serving sentences for misdemeanor convictions.™ The state’s relatively low rates of pretrial release without
financial conditions (“money bail”) — which are especially low in certain counties — result in many people who
are arrested being held in jail while awaiting trial because they cannot afford bail; in addition to the significant
costs to individuals and families, the costs of pretrial incarceration are considerable for counties.” To offset
costs, counties hold more individuals who are in state custody for whom they are paid. However, since the
payments from the state for these individuals are less than the actual cost of incarcerating them, some local
jails make ends meet by holding more people in the same amount of space, creating overcrowding.
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Number of Individuals in County Custody
— for Misdemeanors or Awaiting Trial —
Increasing Rapidly After Initial Decline Due to COVID-19

Weekly number of Kentuckians held for local, Kentucky Deparment of Corrections (DOC) and
federal jurisdictions since 2015
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In addition to the local jail expansion that has happened across the state (most recently in Laurel and Knox
counties) and severe overcrowding in local jails, this complicated fiscal situation has also resulted in opposition
from jailers and others in county government to needed justice reforms.™ Along with sentencing policy
changes to reduce incarceration, in order to permanently reduce our state’s high rates of incarceration,
counties must stop expanding their jails. The legislature should develop a comprehensive plan to phase out the
use of local jails completely for people in state custody over a set number of years, in partnership with local
governments and the DOC, in a manner that helps to identify and address local fiscal issues and concerns
through the transition period. This transition must also include significant changes to the state’s pretrial system
that would result in fewer people incarcerated while awaiting trial (and reduced county costs).” The resulting
reduced incarceration could free up some local funds that would be better spent on community-based
substance use disorder treatment and other supportive services for people in the community.

In an attempt to address county jails’ fiscal needs and provide services for people serving a state sentence in a
county jail, the 2021 General Assembly passed HB 556, which appropriated $30 million in General Fund
resources for FY 2022 to provide additional payments to local jails providing these services. The payments
range from $300 to $1,000, and are awarded when an individual serving a state sentence leaves incarceration
having completed a DOC-approved program or programs resulting in a sentencing credit."® The appropriation
also provides funding for an increased per diem for jails of $2 or $10 per day, for each person enrolled in a
program while in the facility with the amount dependent on the program.™
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While the opportunity to participate in a program may have some benefit to people who are incarcerated, the
state’s focus should be on reducing incarceration — and providing needed services and supports in
communities — rather than expanding programs in jails. Counties are already incentivized to expand jails in
order to receive funds for housing individuals in state custody. These additional state dollars for programming
could further incentivize jail expansion, and the expansion of jails has been shown to contribute to increased
incarceration.'®

Significant underfunding of public defenders, among other areas, creates staffing issues

At the same time the General Assembly needs to make much-needed policy changes to reduce incarceration
and its human and fiscal costs, greater investment is needed in the Department of Public Advocacy (DPA) to
provide a high-quality public defense to Kentuckians in the criminal legal system who cannot afford a private
attorney. Public defense is constitutionally required in Kentucky, but inadequate funding is hindering the
state’s ability to provide people in the court system with this service. According to interim testimony from the
state’s Public Advocate, low staff salaries at DPA — even compared to attorney positions in other state
agencies — have led to high turnover.™ In July 2021, DPA lost 21 employees including 13 staff attorneys and 4
supervisors, a loss of 4% of statewide staff in a single month. In locations like Maysville and Stanton, that means
a caseload increase for remaining DPAs of up to 33%.

In addition to high caseloads, the Public Advocate detailed other consequences of inadequate funding for DPA:

e Anunreliable and delayed court system due to the frequent reassignment of cases and cases being
handled by less experienced, unprepared attorneys,

® Waste of state resources due to constant recruiting and training, and

e The growing possibility that the system will cease to function due to a complete lack of public
defenders in some areas, not enough leaders to take responsibilities for cases, and too few qualified
public defenders for capital and complex cases.

In the 2021-2022 budget, funding was provided for modest salary increases in a few areas within the Justice
Cabinet. For instance, the Kentucky State Police (KSP) received $5.1 million in additional funding to provide
salary increases for state troopers in accordance with their statutory salary schedule.®? However, DPA did not
receive salary increases. According to the Public Advocate, it would cost an additional $5.6 million a year for
needed raises."

Low salaries also contribute to turnover for workers in correctional facilities, which can lead to poor and even
dangerous conditions for both workers and incarcerated people.’® And even after an additional $3.6 million was
provided in the 2021-2022 budget for a 15% salary increase and to transition from a 37.5 to 40-hour work week
for people working at the State Police Laboratory, KSP lab workers are still the lowest paid in the nation
according to testimony by the KSP before an interim committee. '

Public Sector Jobs

When it comes to the imperative to invest, a consistent theme across budget areas is poor, eroded job quality
for public-sector workers. From early childhood and home-based care providers to public defenders and
teachers, a crisis in job quality is leading to high rates of turnover, unexperienced staff and staff shortages,
limiting the state’s ability to provide public services.

According to the Personnel Cabinet, there were 33,201 combined executive, judicial and legislative branch state
employees in FY 2020 with an average salary of $45,116 — below what is needed for a modest but secure
livelihood for many families in Kentucky (a basic family budget is $68,238 for a family of 4 in Franklin County,
for example).’®® This $45,116 average represents an inflation-adjusted decline of 1% since 2010."’ During that
same timeframe, the average annual salary for private-sector employees rose an inflation-adjusted 12%.'%® As a
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result, the average state employee earned 89% of what the average private-sector employee earned in 2020, or
$5,833 less. This lower salary exists despite the fact that state employees are far more likely to have higher
levels of education than employees in the private sector.”® A 2012 KyPolicy report found that on an apples-to-
apples basis, Kentucky public-sector workers made 12.8% less in total compensation than comparable workers
in the private sector—before the further widening that occurred over last decade.”®

Gap in Pay Between Kentucky
Public and Private Sector Workers Is Growing

The change in state and private sector average salaries between 2010 and 2020 in 2020 dollars
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In the context of the economic recovery from COVID, one big consequence of this poor job quality is that
while all other industries have rehired some or all of the net workforce lost in April 2020 due to the economic
fallout of the pandemic, state government has shed an additional 4.7% of its workforce as of September 2021.”

Because the General Assembly has allowed state compensation to atrophy over the past decade, even modest
across-the-board raises to keep up with wage increases in the private sector would be expensive. For example,
a 10% across-the-board raise would cost $273 million including added pension and payroll tax expenses."”?
Though there have been recent one-off bonuses through federal funds within certain executive branch
departments to increase retention and attract new public employees, there has not been even a 1% across-the-
board salary adjustment for state workers since 2015. The last 5% increase occurred in 2001.”3 State workers
have not seen any across-the-board pay increase in 9 of the past 11 years.
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State Salaries Have Been Stagnant
for More than a Decade
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In addition to inadequate salaries, the shift away from defined benefit pensions in 2013 is causing retention
problems across state government.”* Starting in 2014, new employees were put into hybrid cash balance plans
that have elements of both defined benefit and defined contribution or 401k-style plans. As of 2021, 12,389 of
the 33,518 active employees in the Kentucky Employees Retirement System (KERS) are in the cash balance
plan.”® The plans guarantee only a 4% rate of return on investments for non-hazardous employees. Unlike
pension plans, the portability of cash balance plans provides less of an incentive for employees to stay in public
service, and the risk of a lower ultimate retirement benefit compared to a pension makes public service less
attractive.

Pension funding on stable, positive trajectory

Some have floated the idea of using a large portion of one-time state surplus dollars for an extra contribution
to the Kentucky’s pension funds. But there are several reasons additional contributions should not be a top
priority. Ever since the state resumed making full actuarially determined contributions to the systems —
beginning in 2014 for the Kentucky Employees Retirement System and 2017 for the Teachers’ Retirement
System — the plans have been on the path to better health. The existing liabilities will be paid only through
compounding interest resulting from steady contributions over very long periods of time, and not in the short
term. Pension plans do not have to be 100% pre-funded on an actuarial basis to be healthy, and in fact
Kentucky and other states’ plans have not been 100% funded for almost all of their long history even while they
have reliably paid all benefits owed.”®

Kentucky’s pension plans had a strong year, with investment returns of approximately 25% for the Kentucky
Public Pension Authority plans and 30% for the Teachers’ Retirement System. Total assets across pension plans
rose from $42 billion in 2020 to $52 billion in 2021."7 Putting an extra $1 billion into the plans using a large
portion of the state’s revenue surplus, as has been suggested, would simply raise those assets to $53 billion (a
modest 2% increase) while making those dollars unavailable for the immediate needs of reinvesting in core
public services and providing relief to those still hurting in the pandemic.
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Instead, the state should continue to make the full actuarially required contribution to all state plans. In the
new two-year budget, the contribution on behalf of the Teachers’ Retirement System will increase by
approximately $90 million a year above 2021 levels due to the adoption of more conservative actuarial
assumptions (number takes into account the end of past bond payments). The General Assembly should also
use surplus monies to continue providing funding for the pension contributions of the quasi-governmental
organizations including health departments, community mental health centers and universities and community
colleges. These organizations are vehicles for vital state services that lack adequate alternative options for
generating the needed funds, and their costs are high in large part because of the state underfunding of
pension contributions in the past.

In addition, the most important action Kentucky can take for its pension plans besides making the actuarially
determined contributions is to hire new employees and give raises to existing employees. A problem with
Kentucky’s pension plans has been declining or stagnant payroll as the state has reduced its workforce primarily
through attrition and not given raises to state employees. Hiring new employees and giving raises will
strengthen the pension plans through improved cash flow from greater employer and employee contributions.
The lifeblood of a pension plan is new, younger employees who pay into the pension plan but will not draw
benefits for decades to come.

Non-Transportation Infrastructure

The Federal Infrastructure Investment and Jobs Act will help move Kentucky forward

The bipartisan Infrastructure Investment and Jobs Act, which passed in early November 2021, includes much-
needed new investments in modernizing Kentucky’s physical infrastructure.”® The law funds a broad array of
priorities foundational to the ability of communities to thrive, including roads, bridges, broadband, public
transit, airports, ports, cleanup of abandoned mines and wells, electric vehicle charging stations, Amtrak,
cybersecurity, removal of lead pipes and more. Benefits to Kentucky besides those relating to transportation,
which will be discussed below, includes a minimum of $100 million to improve broadband access, including for
the estimated 5.1% of Kentuckians who currently live in areas where there is no broadband infrastructure, and
17% of Kentuckians who do not have an internet service subscription.”® In addition, approximately 1.5 million
Kentuckians will qualify for the bill’s Affordable Connectivity Benefit to help make internet access more
affordable.”™ This program will provide up to $30 a month toward the cost of broadband for households living
below 200% of the federal poverty line.”’

The law also includes significant monies to create jobs by cleaning up long-standing environmental hazards. It
includes $1.4 billion in competitive grants to address abandoned oil and gas wells. The number of such wells in
Kentucky is estimated at over 115,000, which cause serious health and safety risks and leak greenhouse gas
182 There is also $1.5 billion for brownfields reclamation to help address Kentucky’s 8,000
brownfield sites, which are previously developed properties that are not currently being used, and may be
contaminated.” And there is $11.2 billion for abandoned mine reclamation. Kentucky ranks 3rd in the nation

with 34,402 acres of unreclaimed mine sites, and will receive an estimated $1.1 billion over 15 years for
184

emissions.

reclamation.” Until cleaned up, these sites present a continuing danger for people who live around them.

Transportation Infrastructure

Kentucky maintains the 7*-largest bridge network and has the 8®-largest pavement network in the country.™®

Furthermore, a large number of the nation’s bridges that need inspection and repair are in Kentucky.'® Because
the state has underinvested in maintaining roads and bridges for many years, there are currently over $2 billion

in unfunded needs for pavement and bridge repair.’®’

The Infrastructure Investment and Jobs Act provides over $1.2 trillion in funding over 10 years for a wide variety
of transportation infrastructure projects. Kentucky is expected to receive around $4.6 billion for road
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improvements and $438 million for bridge replacement and repair — funds that will help address the 1,033
bridges and 1,322 miles of highway in Kentucky that are in poor condition — but that will also require a state
match.’® There is also $69 million for Kentucky to complete the portion of the Appalachian Development
Highway System (a network of roads that connects Appalachia to interstate highways)." This amount
represents an average of $200 million more per fiscal year than Kentucky has been receiving in federal highway
funding for these purposes.” In addition, Kentucky will receive $391 million for public transportation. The
legislation also includes a competitive $12.5 billion Bridge Investment Program, which Kentucky can apply for to
assist with replacement of the Brent Spence Bridge that connects Kentucky and Ohio and construction of the
1-69 bridge.”!

At the state level, Kentucky’s Road Fund is the primary source of state funds for road construction and
maintenance, airports, and public transportation. It was initially hit hard by COVID-19, ending the 2020 fiscal
year down 4.8% compared to the prior year, or $74 million short with all accounts experiencing reductions.”? In
FY 2021, the Road Fund rebounded with revenues up by 10.1%, exceeding the official estimate by $64.6
million.”® The total Road Fund surplus was $97.3 million, which was transferred to the State Highways
Construction Account. Despite the rebound, annual revenues remain far short of what is necessary to begin to
meet the infrastructure needs of the commonwealth. The latest infrastructure report card from the American
Society of Civil Engineers notes: “KYTC has a demonstrated need for pavement preservation, rehabilitation,
and replacement of $4.5 billion over the next 10 years. However, at current funding levels, only $3.2 billion will
be available.”* Additional transportation funding is supported by KICKstartKY, a broad coalition of over 40
business and government organizations, and comprehensive funding proposals have been introduced in the
past several sessions but have not yet advanced.”

The forecasts adopted by the CFG for 2023 and 2024 anticipate $39.8 million in new revenues for 2023 with
total receipts of $1.72 billion, and a reduction in revenues of $43 million for 2024 with total receipts of 1.67
billion."”¢

Federal funding and state surpluses present

historic opportunity to invest in Kentucky

Kentucky is set to receive a second payment of $1.1 billion from the ARPA State Fiscal Recovery Fund in 2022
at a time when pandemic-related hardship remains high."”’” Relief to low-income Kentuckians hurting the most
from the ongoing pandemic should be the primary use of these funds, unlike in the first tranche where nearly
half the dollars went to pay off Kentucky’s unemployment loan in order to cut business taxes. In early October,
16% of Kentuckians reported having lost household income over the past month, 29% said they had difficulty
paying for usual household expenses over the past week, 28% of renters were not confident they could make
their next payment and 13% of households with kids said they didn’t have enough food for their children.'*®

Kentucky could use these dollars to provide direct cash payments to families who have participated in the
time-limited K-TAP program since the beginning of the pandemic. Additionally, as the maximum benefit awards
for SNAP participants are set to expire next year, these funds could be used to help phase down those extra
food benefits, rather than allow them all to expire at once. Other ways to alleviate hardship could include
seeding Kentucky’s Affordable Housing Trust Fund to help preserve and create more affordable housing
options throughout the state. And Kentucky should use a portion of these funds to provide so-called “Hero
Bonuses” to essential workers who are often paid little while expected to bear the most risk of COVID-19
infections.

2022-2024 | WWW.KYPOLICY.ORG KENTUCKY CENTER FOR ECONOMIC POLICY ‘



A TIME TO INVEST: PREVIEW OF THE 2022-2024 BUDGET OF THE COMMONWEALTH I—

There is still a possibility, too, that the Build Back Better Act will pass Congress and present the Kentucky
General Assembly with transformational opportunities. Particularly relevant for state government are proposals
to offer universal preschool for 3- and 4-year-olds, vastly expand child care assistance and provide more
resources for Medicaid home and community based services. Depending on the final version of the bill, the
state may need to provide a modest match and may need to decide on participation in 2022. Kentucky should
not miss the opportunity to fully maximize far-reaching opportunities for the state’s children, seniors and
economy.

The General Assembly will also decide how to spend a massive General Fund surplus this year. As mentioned
previously, it is estimated that surpluses by the end of FY 2022 will bring the BRTF to a historical high of $3.4
billion, or 28.4% of the General Fund. This far exceeds any previous rainy day fund balance, and exceeds what is
needed to ensure fiscal security in the event of future downturns and other shocks. Leaving the equivalent of
5% of the General Fund in the BRTF (the highest level in the past 30 years), and working over the next several
budget cycles to bring the balance up to 15%, would allow the General Assembly in 2022 to reinvest in the
many needs laid out in this report.™ From K-12 education to home and community based services to child
welfare and more, state government had yet to recover from the Great Recession, even before the additional
challenges of COVID-19. Additional spending for tornado relief—especially for low-income western
Kentuckians facing additional needs beyond what Federal Emergency Management Agency (FEMA) aid will
cover, as well as for local public services that will be hit by loss of property tax revenues—is a new priority that
should be considered with these one-time funds.

It would be a devastating mistake to waste this once-in-a-generation surplus on uses that do not help address
the deep backlog of public service needs and the serious demand in our communities for relief. Kentucky
should not put too much in the BRTF at the expense of immediate needs or provide excessive pension
contributions, which are on a stable trajectory toward financial health. Similarly, Kentucky has already paid the
debt businesses owe to the U.S. Treasury for a loan taken to pay unemployment benefits during the worst of
the downturn, and with steady contributions coming in now, there is no need to deposit more badly needed
public resources into the unemployment trust fund. And critically, more tax cuts for the wealthy and
corporations — on top of the hundreds of millions that have been given away in recent years and while those
at the top are seeing their incomes and profits soar — would be a harmful waste of this opportunity. People
and businesses base decisions about where to locate on factors other than taxes, and more cuts would eat into
tax revenue going forward that is needed to pay for things like education and infrastructure that make
Kentucky a good place to live and work. Tax cuts would create even deeper crises in public services in the
future, a path Kentucky cannot afford, and force lawmakers to reverse such cuts in the eventual likely finding
that the state is failing to uphold its constitutional duties.
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