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FOREWORD

The purpose of this document is to provide the General Assembly with information
concerning FY 2004 General Fund estimated receipts, department requests,
and Governor’s recommendations. This information provides an overall
summary of the State budget and is intended to help the General Assembly
take a proactive approach toward the budgetary process.

This document is intended to present an overview of the General Fund, including
revenues, expenditures, and Full-Time Equivalent (FTE) positions to the General
Assembly. The Legislative Fiscal Bureau (LFB) will have detailed budget documents
for each appropriations subcommittee. The appropriations subcommittees can use
the documents for consideration of the FY 2004 budget.

The LFB has developed a series of computer programs to allow legislators
and legislative staff on-line access to several LFB products. The
explanation and list of products are detailed in Appendix E, entitled
“Electronic Publishing of Information.” The LFB web site address is
http://staffweb.legis.state.ia.us/Ifb/.

If you need additional information regarding a department request, Appendix F
contains a list of LFB staff members. Individual analysts can provide detailed
information concerning each request.

Questions concerning this document should be directed to Dennis Prouty,
? LFB Director, (515) 281-5279.
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Document Notes

DOCUMENT NOTES

When Reviewing This Document, Please Note The Following:

Section 8.35A(2), Code of lowa, requires the Department of Management (DOM) to
transmit the Governor’s recommendation to the LFB by January 1 or no later than the
date the Governor’s budget document is delivered to the printer. This document is
based on the January 28, 2003, budget tape received by the LFB. In some instances, a
department request may have been changed from the time the Department Request
Summary was published in December.

Other items worth noting when reviewing this document include:

> Any new concept, new funding not included in a department request, or significant
modification to a department funding request that is made by a Governor’'s
recommendation is preceded by this symbol, <.

> Any new concept introduced by the Governor and discussed within departmental
issues is indicated by italics and/or preceded by this symbol, <.

» Revenues and expenditures are estimated for FY 2003 and FY 2004.

» FY 2002 data includes across-the-board reductions, deappropriations, supplemental
appropriations, and salary adjustments, but not appropriation transfers or reversions.
FY 2003 data does not include deappropriations, supplemental appropriations,
appropriation transfers, or reversions. FY 2003 supplemental appropriations, while
not reflected in appropriations tracking, are discussed in the Overview of FY 2004
Governor's Recommendations.

> Appendix A is an appropriations tracking document showing General Fund, Other
Fund, and FTE position appropriations by subcommittee.

FY 2003 General Fund data is delineated in three columns. The Estimated FY 2003
column reflects legislative action adjusted by deappropriations or supplemental
appropriations made during the regular and special 2002 Legislative Sessions. The
column does not include any current requests for supplemental appropriations. The
FY 2003 salary adjustment allocations, which were not funded from the General
Fund, are shown in a separate column. A third column, FY 2003 with Salary
Adjustment, reflects the sum of the previous two columns.

> Appendix B is a listing of the projected FY 2004 built-in increases and decreases
compared to estimated FY 2003.

> Appendix C is a glossary of budget terms.




Document Notes

» Appendix D contains a listing of the Issue Reviews completed by the LFB during
the 2002 Interim.

» Appendix E contains an explanation of products available through the |
LFB’s Electronic Publishing of Information

» Appendix F contains the LFB staff listing and assignments.



Session Timetable

2003 IOWA LEGISLATIVE SESSION TIMETABLE

(If Legislative Rules remain unchanged)

> January 13 - First day of Session.

> February 21 - Final day for individual requests for bill drafts to be submitted to the
Legislative Service Bureau.

» March 21 - Final day for House bills to be reported out of House committees and
Senate bills out of Senate committees.

» March 24 - March 28 - House considers only House bills and unfinished business
and Senate considers only Senate bills and unfinished business.

» March 31 - April 11 - Debate not limited by rule.

» April 11 - Final day for Senate bills to be reported out of House committees and
House bills to be reported out of Senate committees.

» April 14 - 18 - House considers only Senate bills and unfinished business and
Senate considers only House bills and unfinished business.

» April 21 - Amendments need not be filed on the day preceding floor debate.

» April 21 - Only the following bills are eligible for consideration:
Appropriations bills
Ways and Means bills
Legalizing Acts
Co-sponsored by Majority and Minority Leaders
Companion bills sponsored by House and Senate Majority Leaders
Conference Committee Reports
Bills passed by both Houses in different forms
Concurrent or Simple Resolutions
Bills on the Veto Calendar
Administrative Rules Review Committee bills and delayed committee bills.
Joint Resolutions nullifying Administrative Rules

Unfinished business

» May 2 - 110th day of Session.







Expenditure Limitation Accounts

EXPENDITURE LIMITATION ACCOUNTS

Cash Reserve Fund

» The Cash Reserve Fund Account requires a balance of 5.0% of the adjusted
revenue estimate for the General Fund. House File 2625 (FY 2002 Adjustments and
Transfers Act) increased the maximum percentage to 7.5% beginning with FY 2004.

» Beginning with FY 2004, if the balance in the Cash Reserve Fund is not at the
statutory maximum of 7.5%, a standing appropriation from the General Fund refills
the reserve in an amount up to 1.0% of the adjusted revenue estimate.

» The beginning balance in the Fund for FY 2002 was $235.6 million. The beginning
balance for FY 2003 is $140.1 million.

> Any year-end General Fund surplus (ending balance) is appropriated to the Cash
Reserve Fund.

» Interest on moneys deposited in the Fund is credited to the Rebuild lowa
Infrastructure Fund (RIIF). For FY 2002 and FY 2003, the Legislature notwithstood
this provision and credited the interest to the General Fund.

> Moneys in the Cash Reserve Fund may be used for cash flow purposes, but shall be
returned by the end of the fiscal year.

> Appropriations from the Fund are allowed if:
The appropriation is for a non-recurring emergency expenditure.

Funding is contained in a bill or resolution in which the appropriation is the only
subject matter.

The appropriation is approved by a majority of the members of both
chambers and the Governor if the Fund is not reduced to below 3.00%
(3.75% starting FY 2004). Approval of 60.00% of the members of both
chambers and the Governor is required if the Fund is to be reduced
below 3.00% (3.75% starting FY 2004) of the adjusted General Fund
revenue estimate.

Generally Accepted Accounting Principles (GAAP) Deficit Reduction Account

» The Generally Accepted Accounting Principles (GAAP) Account receives the amount
of Cash Reserve Fund moneys in excess of the required balance. If no GAAP deficit
exists, the money is transferred directly to the Economic Emergency Fund.




Expenditure Limitation Accounts

» The Department of Management must annually file with both houses of the General
Assembly a schedule of the items for reducing the GAAP deficit.

> Moneys exceeding the amounts required to retire the GAAP deficit are appropriated
to the Economic Emergency Fund.

lowa Economic Emergency Fund

» The maximum balance of the Economic Emergency Fund Account is 5.0% of the
adjusted revenue estimate for the General Fund. House File 2625 (FY 2002
Adjustments and Transfers Act) decreased the maximum percentage to 2.5%
beginning with FY 2004. Moneys in excess of the required balance are transferred
to the General Fund.

» The beginning balance in the Fund for FY 2002 was $169.6 million. The estimated
beginning balance for FY 2003 is $25.2 million. Of the beginning balance, $25.0
million has been appropriated to School Foundation Aid in FY 2003.

» Interest on moneys deposited in the Economic Emergency Fund is credited to the
Rebuild lowa Infrastructure Fund. For FY 2002 and FY 2003, the Legislature
notwithstood this provision and credited the interest to the General Fund.

> Moneys in the Economic Emergency Fund may be used for cash flow purposes, but
shall be returned by the end of the fiscal year.

> Appropriations from the Fund require approval of a majority of the members of both
chambers and the Governor’s signature for an emergency expenditure.

» Transfers of up to $50.0 million are allowed from the Economic Emergency Fund to
the General Fund to reduce a negative ending balance in the State General Fund.

Rebuild lowa Infrastructure Fund (RIIF)

» Funds in the Rebuild lowa Infrastructure Fund (RIIF) Account shall be used for
public infrastructure-related expenditures.

» All State racing and gaming receipts in excess of $60.0 million shall be credited to
the Rebuild lowa Infrastructure, the Vision lowa Fund, and the School Infrastructure
Fund.

» Interest on moneys deposited in the Cash Reserve Fund and the Economic
Emergency Fund is credited to the Rebuild lowa Infrastructure Fund. For FY 2002
and FY 2003, the Legislature notwithstood this provision and credited the interest to
the General Fund.



Expenditure Limitation Accounts

» Interest generated from the Rebuild lowa Infrastructure Fund remains in the Fund.

» The General Assembly may provide that all or part of the moneys deposited in the
GAAP Account may be transferred to the Rebuild lowa Infrastructure Fund Account
instead of the Economic Emergency Fund Account.

Flow of General Fund Revenues After Expenditure Limitation

The flowchart on page 7 illustrates the flow of General Fund revenues after expenditure
limitation.






Flow of General Fund Revenues

STATE OF IOWA

FLOW OF GENERAL FUND REVENUES AFTER EXPENDITURE LIMITATION

CASH RESERVE
FUND (CRF)

Balance Brought Forward

Estimated Revenues:
General Fund Ending Balance

Gen. Fund Approp. for 5.0% Requirement

Total Funds Available

Special Transfer to/from Gen. Fund
Excess Transferred to GAAP

Balance Carried Forward

Maximum
6.5 % requirement in FY 2004

GAAP DEFICIT
REDUCTION ACCOUNT

Balance Brought Forward

Estimated Revenues:
Excess Transferred from CRF

Total Funds Available
Excess Transferred to EEF

Balance Carried Forward

IOWA ECONOMIC
EMERGENCY FUND (EEF)

Balance Brought Forward

Estimated Revenues:
Excess from GAAP

Total Funds Available

Excess Transferred to Gen. Fund
Special Transfer to Gen. Fund
Appropriation to School Foundation Aid
Balance Carried Forward

(Dollars in Millions)

Actual Actual Estimated Estimated Gov. Rec.
FY 2001 FY 2002 FY 2003 FY 2004 FY 2004
$ 2299 $ 2356 $ 1401  $ 2260 $ 226.0
175.6 0.0 89.0 1.5 1.5
405.5 235.6 2291 227.5 227.5
-90.0 -47.3
-169.9 -55 -3.1 0.0 0.0
$ 2356 $ 1401 $ 2260 $ 2275 % 180.2
$ 2301 % 2260 $ 3394 % 351.0
$ 2942 $ 304.2
Actual Actual Estimated Estimated Gov. Rec.
FY 2001 FY 2002 FY 2003 FY 2004 FY 2004
$ 00 $ 00 $ 00 $ 00 $ 0.0
169.9 5.5 3.1 0.0 0.0
169.9 5.5 3.1 0.0 0.0
- 169.9 -5.5 -3.1 0.0 0.0
$ 00 $ 00 $ 00 $ 00 $ 0.0
Actual Actual Estimated Estimated Gov. Rec.
FY 2001 FY 2002 FY 2003 FY 2004 FY 2004
$ 2299 $ 1696 $ 252 $ 33 % 3.3
169.9 55 3.1 0.0 0.0
399.8 175.1 28.3 3.3 3.3
-164.1
- 66.1 -105.0
-44.9 -25.0
$ 1696 $ 252 § 33 § 33 $ 3.3
L]




Flow of General Fund Revenues

Receipts
Tax Refunds

A

FLOW OF GENERAL FUND REVENUES
AFTER EXPENDITURE LIMITATION

(Dollars in Millions)

FY 2003:

- .- General Fund Appropriations

limited by statute to 99% of adjusted receipts

——————————————————————————————— > Gen. Fund Appropriations= $4,470 billion

$63.1 million

Est. Ending Balance

General

$ 89.0 million

Fund

CASH RESERVE
Bal. Fwd.

FY 2002 End Bal.
Total Funds Avail.

Excess to GAAP
Bal. Carried Fwd.

ECON. EMERG. FUND
Bal. Fwd. $ 25.2
Excess from GAAP____ 3.1

Total Funds Avail. 28.3
Excess to Gen. Fund o
Sch. Aid Approp.  -25.0
Bal. Carried Fwd. $ 3.3

$0.0 mil for FY 2003

<

FUND (CRF)
$ 140.1
890
229.1
-3.1
$ 226.0
Barrel is full when
1 fund balance is 5%
: of Adj. Receipts
\ (FY 2003 = $226.0
$3.1 mil ! mil). Excess to
~— | GAAP Fund.
]
]
]
1
]
]
| Interest
: deposited
in G.F. for
FY 2003
If there is no
outstanding GAAP
debt, money flows
through to EEF on
$3.1 mil Sept. 1- otherwise,
GAAP debt is paid.
Barrel is full when
fund balance is 5% of
Adj. Receipts (FY
2003 =$226.0 mil).
Excess to General
Fund.
Interest
deposited
in G.F. for
FY 2003
Infrastructure Fund
receives interest from
Reserve Funds, Gaming
Rev., and Marine Fuel
Tax. Receipts are
appropriated each yr.
Appropriations
I
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FY 2004 Revenue Estimates

FY 2004 REVENUE ESTIMATES

State General Fund revenues are estimated by a three-member Revenue Estimating
Conference (REC), which meets quarterly. Members are the Director of the Legislative
Fiscal Bureau, the Governor or the Governor's designee, and a third member agreed to
by the other two members. The REC was created by statute in 1987 during government
reorganization.

The December estimate is required to be used by the Governor in the preparation of the
budget message and by the General Assembly in the budget process. If the April
estimate reduces the December revenue estimate, the Governor must adjust the budget
recommendations to account for the reduction in revenue. If the REC increases the
April estimate above the December figure, the Governor and General Assembly shall
continue to use the lower projection established in December.

On December 6, 2002, the REC estimated FY 2004 total State General Fund tax
revenues, prior to transfers, accruals, and refunds, at $5.107 billion. This reflects
growth in revenue of $81.8 million (1.6%) compared to estimated FY 2003.

The December REC also estimated transfers to the General Fund and General Fund
tax refunds. Fiscal year 2004 transfers were estimated at $42.0 million, a decrease of
$85.4 million compared to estimated FY 2003. Fiscal year 2004 tax refunds were
estimated at $635.0 million, a decrease of $3.0 million.

Therefore, net General Fund FY 2004 revenues, after transfers, refunds, and accrued
revenues, were estimated at $4.526 billion, which represents $5.4 million in net new
money (0.1%) compared to estimated FY 2003.

The statutory limitation on expenditures is 99.0% of the adjusted revenue estimate plus
any General Fund balances from the prior year in excess of reserve requirements.

¢ The Governor is recommending FY 2004 revenue adjustments totaling $154.8 million.
Most or all of the changes would require legislation. The recommendations include:

% The transfer of $64.0 million in available balances from the Endowment for
lowa’s Health (tobacco settlement), Rebuild lowa Infrastructure Fund, and the
Underground Storage Tank Program.

% An increase of $25.0 million in corporate tax receipts due to implementation of
combined corporate tax reporting.

% An increase of $26.8 million in sales and use tax receipts due to voluntary vendor
compliance with the Streamlined Sales Tax Project.

% An increase of $7.6 million due to deposit of Reserve Fund interest into the
General Fund instead of the Rebuild lowa Infrastructure Fund.

“» An increase of $25.0 million in miscellaneous income due to unclaimed insurance
company demutualization proceeds.

% A net increase of $6.4 million due to miscellaneous changes to fines, fees, and
tax credits.

11







Projected Condition of the General Fund

STATE OF IOWA
PROJECTED CONDITION OF THE GENERAL FUND

(Dollars in Millions)

Fiscal Year 2003 Fiscal Year 2004
Governor's Current Governor's Current
Recomm. Law Recomm. Law
Estimated Funds Available:
Estimated Receipts
Revenue Est. Conference
Receipts $ 5,025.0 $ 5,025.0 $ 5,106.8 $ 5,106.8
Transfers 127.4 127.4 42.0 42.0
Special Transfer from Cash Reserve Fund 47.3
Revenue Adjustments (Exh. 1) -05 154.8
Total Receipts 5,151.9 5,152.4 5,350.9 5,148.8
Tax Refunds -638.0 -638.0 -635.0 -635.0
Accruals 6.0 6.0 12.0 12.0
Total Funds Available 4,519.9 4,520.4 47279 45258
Expenditure Limitation $ 4,677.9 $ 4,480.5
Estimated Appropriations:
General Fund 4,469.8 4,469.8 4,700.4
Supp. Approp./Standing Adjust. (Exh. 2) 61.1 0.0
Reinventing Savings -88.5
Reversions:
Regular -10.0 -10.0 -10.0 -10.0
Operations -25 -25 -25 -25
Net Appropriations 4,518.4 4,457.3 4,599.4
Ending Balance prior to
Cash Reserve Transfer $ 1.5 $ 63.1 $ 128.5
| L]
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Projected Condition of the General Fund

|
Exhibit 1
Fiscal Year 2003 Fiscal Year 2004
Governor's Current Governor's Current
Recomm. Law Recomm. Law
Revenue Adjustments
$ $ $
Transfers:
Transfer from Endowment 34.0
Transfer from RIIF 20.0
Transfer from UST 10.0
IRC Update -0.5 -0.5
Combined Corporate Tax Reporting 25.0
Implementation of Streamline Sales Tax Project 26.8
Gaming Enforcement Cost 0.2
Interest on Reserve Funds 7.6
DRF Increase Enforcement 1.3
Timing on Unclaimed Property 25.0
ACE Tax Credits at $4.0 million 2.0
Reduction in Corporate Refund Interest 0.8
Increase Traffic Fines 2.6
Total Revenue Adjustments $ -0.5 $ 0.0 $ 154.8 0.0

Exhibit 2
Fiscal Year 2003 Fiscal Year 2004
Governor's Legislative Governor's Current
Appropriations Recomm. Action Recomm. Law
$ $ $
FY 2003 Supplemental
Department of Corrections 6.7
Department of Human Services 50.4
Department of Public Safety 1.7
Indigent Defense 2.3
FY 2004 Appropriations:
Admin. & Regulation Sub. - 109.2
Ag. & Natl. Resources Sub. - 325
Economic Development Sub. - 22.3
Education Sub. - 923.3
Health & Human Services Sub. - 777.9
Justice System Sub. - 491.8
Trans. and Capitals Sub. - 0.0
Other Unassigned Standings-current law 2,343.6
Total Appropriations $ 611 $ 0.0 $ 4,700.6 0.0
|
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General Fund Receipts & Percent of Growth

STATE GENERAL FUND RECEIPTS AND
PERCENT OF GROWTH FY 1994 - FY 2004

(Dollars in Millions)

$6,000

$5,500 + 3 $5,313

$5,138 95,22 $5,152 $5,149

1 $4,871 $4,919
$5,000 $4’

$4,450

$4,500 + $4,236
$3,978

$4,000 +

$3,500 +

$3,000 +

$2,500 +

$2,000 +

$1,500 +

$1,000 +

$500 -

$0 6.5% || 6.5% ; 5.1% || 5.5% | 3.8%; 1.0% ; 4.5% || 1.6% || 1.7% ; -3.0% ; -0.1%

FY94 FY95 FY96 FY97 FY98 FY99 FYOO FYO1 FYO2 FYO3 FYO4
Actual Actual Actual Actual Actual Actual Actual Actual Actual Est. Est.

Note: FY 2003 and FY 2004 figures are as estimated by the December 6, 2002,
Revenue Estimating Conference. The amounts reflect tax revenues, other receipts, and
transfers deposited to the General Fund. The amounts are not adjusted for tax refunds
and accrued revenue adjustments.
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FY 2004 General Fund Receipts Chart

FY 2004 Estimated General Fund Receipts

(Dollars in Millions)

Insurance Premium Tax
$142.3 (2.8%)

Sales Tax
$1,449.2 (28.4%)

Personal Income Tax
$2,529.4 (49.5%)

Misc. Tax & Other Receipts
$295.0 (5.8%)

Inheritance Tax
$73.5 (1.4%)

Corporate Income Tax
$241.2 (4.7%)
Use Tax

$240.8 (4.7%) Other Taxes *

$135.4 (2.7%)

Total Estimated FY 2004 General Fund Receipts: $5.107 billion
Note: As estimated by the December 6, 2002, Revenue Estimating Conference.
Cash basis total revenues. Does not include transfers, accrued revenues, or refunds.
Totals may not add due to rounding.

* Other Taxes include: Cigarette, Tobacco, Beer, and Franchise Tax
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Revenue Projection for General Fund

FY 2002 - FY 2004 REVENUE PROJECTION
FOR THE GENERAL FUND

(Dollars in Millions)

% Change % Change % Change
FY 2002 vs. FY 2003 Est. FY 2004 Est.
FY 2002 FY 2001 FY 2003 vs. FY 2002 FY 2004 vs. FY 2003
Tax Receipts Actual Actual Estimate Actual Estimate Estimate
Personal Income Tax $2,372.1 -2.2% $2,444.4 3.0% $2,529.4 3.5%
Sales Tax 1,453.0 0.8% 1,449.2 -0.3% 1,449.2 0.0%
Use Tax 238.5 -4.4% 240.8 1.0% 240.8 0.0%
Corporate Income Tax 221.2 -22.3% 226.2 2.3% 241.2 6.6%
Inheritance Tax 100.4 -4.0% 85.5 -14.8% 73.5 -14.0%
Insurance Premium Tax 135.4 7.0% 139.3 2.9% 142.3 2.2%
Cigarette Tax 88.0 -1.8% 86.0 -2.3% 84.0 -2.3%
Tobacco Tax 7.1 6.0% 6.8 -4.2% 6.2 -8.8%
Beer Tax 13.8 1.5% 14.0 1.4% 14.3 2.1%
Franchise Tax 30.9 -1.0% 30.9 0.0% 30.9 0.0%
Miscellaneous Tax 1.5 15.4% 1.5 0.0% 1.5 0.0%
Total Tax Receipts 4,661.9 -2.4% 4,724.6 1.3% 4,813.3 1.9%
Other Receipts
Institutional Payments 48.6 3.0% 16.6 -65.8% 14.6 -12.0%
Liquor Profits 38.5 2.7% 39.0 1.3% 39.0 0.0%
Liquor Gross Revenues 9.0 0.0% 9.0 0.0% 9.0 0.0%
Interest 25.3 39.0% 18.0 -28.9% 10.6 -41.1%
Fees 70.2 -3.2% 66.3 -5.6% 68.2 2.9%
Judicial Revenue 51.9 6.4% 55.0 6.0% 55.0 0.0%
Miscellaneous Receipts 42.1 -6.9% 36.5 -13.3% 37.1 1.6%
Racing and Gaming 60.0 0.0% 60.0 0.0% 60.0 0.0%
Total Other Receipts 345.6 2.1% 300.4 -13.1% 293.5 -2.3%
Total Taxes & Other Receipts 5,007.5 -2.1% 5,025.0 0.3% 5,106.8 1.6%
Transfers
Lottery 40.0 16.6% 34.0 -15.0% 32.4 -4.7%
Other Transfers 265.8 258.2% 93.4 -64.9% 9.6 -89.7%
Total Transfers 305.8 181.8% 127.4 -58.3% 42.0 -67.0%
Total Receipts & Transfers 5,313.3 1.7 5,152.4 -3.0% 5,148.8 0.1%
Accrued Revenue (net) 31.7 -215.7 6.0 -81.1% 12.0 100.0%
Tax Refunds -663.1 20.4% -638.0 -3.8% -635.0 -0.5%
Net General Fund Receipts $4,681.9 0.8% $4,520.4 -3.4% $4,525.8 0.1%

Note: The Revenue Estimating Conference estimated FY 2003 and FY 2004 General
Fund revenues on December 6, 2002. The individual revenue items are projected on a
July 1 to June 30 fiscal year basis and do not reflect accruals. The revenue total is
adjusted for accruals by the Accrual Revenue (net) line at the bottom of the table. Tax
refunds are reported on an accrual basis.
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Governor’s General Fund Recommendation

GOVERNOR’S FY 2004 GENERAL FUND
RECOMMENDATION

The Governor's FY 2004 General Fund appropriation recommendation is $4.7 billion, an
increase of $230.5 million (5.2%) compared to estimated FY 2003. Two additional
Governor’'s recommendations affect his proposed growth:

% If the Governor's FY 2003 supplemental recommendation is adopted, the FY 2004
increase is $169.4 million (3.7%) compared to estimated FY 2003.

% The Governor’s budget plan for FY 2004 has “reinvention savings” of $88.5 million

reducing planned FY 2004 expenditures. Factoring in the savings reduces the
increase to $80.9 million (1.8%) compared to estimated FY 2003.

FY 2003 Supplemental Appropriation Recommendation

The Governor is recommending General Fund supplemental appropriations for FY 2003
of $61.1 million. This leaves an FY 2003 projected ending balance of $1.5 million rather
than $6.31 million prior to any supplemental. The Governor is recommending the
following supplementals:

% $50.4 million to the Department of Human Services for the Medical Assistance
program and other programs.

% $6.7 million to the Department of Corrections to restore furlough reductions and
operational costs.

% $2.3 million to the Department of Inspections and Appeals for Indigent Defense.
< $1.7 million to the Department of Public Safety to restore furlough reductions.

Other Fund Supplementals — The Governor is recommending $8.6 million from Senior
Living Trust and $7.0 million from Hospital Trust Fund to the Medical Assistance
Program.

FY 2004 Recommendation — Revenues

The Governor’s FY 2004 General Fund budget recommendation proposes revenue
adjustments resulting in a net revenue increase of $202.1 million. The largest revenue
changes are:

< $64.0 million Transfer of One-time Funds — The Governor is recommending
transferring $34.0 million form the Tobacco Endowment, $20.0 million from the
Rebuild lowa Infrastructure Account, and $10.0 million from the Underground
Storage Tank Fund.
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$47.3 million Cash Reserve Fund (CRF) to General Fund - Increase revenues by
$47.3 million by transferring funds from the CRF to the General Fund. This requires
legislative action.

$26.8 million Implementation of the Streamlined Sales Tax Project — This
require at least 10 states with a minimum of 20.0% of the nation’s population to pass
legislation that would bring each state’s statutes in conformance with the sales/use
tax laws agreement. Before lowa can begin realizing any additional revenue from
the collection of sales tax from remote and Internet sales, several steps must occur.

$25.0 million Combined Corporate Tax Reporting — The Governor’s proposal
would require corporations to file combined reports for lowa corporation income tax
purposes. Under current law, corporations are allowed to file separate tax reports
for each subsidiary.

$25.0 million Changing Timing on Unclaimed Property - A change in the time
period that insurance companies can hold unclaimed demutualization proceeds and
wages. Requires legislative action.

$7.6 million Reserve Fund Interest - Increase revenues by $7.6 million by
depositing the interest on the Reserve Funds into the General Fund. This was done
for FY 2002 and FY 2003, and the Governor’s proposal extends it through FY 2004.
The interest on these funds had been deposited into the Rebuild lowa Infrastructure
Fund (RIIF).

FY 2004 Recommendation — Appropriations

The Governor’s FY 2004 General Fund budget recommendation proposes
appropriations of $4.7 billon. Significant changes include:

7
L X4

A Net Decrease of $63.5 Savings From Reinventing Government - $25.0 million
additional General Fund appropriated for reinventing government seed money with a
return of $88.5 million in reduced spending. Under the Governor’s plan, the Director
of the Department of Management is responsible for finding and capturing these
savings. The Department of Management would work with a consultant to identify
opportunities to save money and improving service.

$92.1 million School Aid - The Governor's FY 2004 General Fund budget
recommendation for School Aid is an increase of $92.1 million. This
recommendation funds allowable growth at 2.0% ($47.1 million) and replaces the
$45.0 million used in funding School Aid from non-General Fund sources, as
occurred in FY 2003.

$28.6 million Teacher Quality/Student Achievement - The Governor recommends
$44.7 million to continue the Teacher Quality/Student Achievement Program for FY
2004. This recommendation is a $4.7 million increase from FY 2003 and replaces
funding from FY 2003 non-General Fund sources.
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< A Net Decrease of $15.1 million for the Medicaid Program — The Governor is
recommending an FY 2004 increase of $52.0 million in Program funding compared
to the original FY 2003 appropriation. The Governor is also recommending a shift in
the funding sources for the Program. This results in a General Fund decrease of
$15.5 million, a Healthy lowans Tobacco Trust Fund decrease of $1.2 million, a
Senior Living Trust Fund increase of $65.6 million, and a Hospital Trust Fund
increase of $3.0 million compared to the original FY 2003 appropriation.

% The Governor’'s FY 2004 General Fund budget recommendation does not include
funding for salary increases or annualization. Collective Bargaining negotiations are
currently under way.

The Governor’'s FY 2004 proposed expenditures are $66.0 million lower than the 99.0%
expenditure limitation. The Governor’s projected ending balance for FY 2004 is $128.5
(a portion will need to be spent on Collective Bargaining costs).

Table 1 lists the Executive Branch General Fund increases and decreases of $1.0
million or more recommended by the Governor for FY 2004.

21



Governor’s General Fund Recommendation

Table 1

Governor’s Executive Branch Major General Fund Increases & Decreases
(Dollars in Millions)

Est. Gov. Rec. Diff. Gov. %

Department Appropriation FY 03 FY 04 v.FY 03 Change
Education School Foundation Aid $1,739.1 $1,831.2 $ 92.1 5.3%
Education Teacher Quality/Student 16.1 447 28.6 177.6%
Management _ _ _ _ __ _ReinventGovernment _ | 0.0 250 250 __ 100.0%
Regents Tuition Replacement 0.0 13.3 13.3 100.0%
Regents Univ. Of lowa: Gen. University 222.3 232.4 10.1 4.5%
Regents _ _ _ __ _ _ _ _lowaState: Gen University 1756 _ _ _ _° 1831 75 _43%
Human Services Child And Family Services 98.1 104.1 6.0 6.1%
Human Services MH/DD Growth Factor 14.2 19.1 4.9 34.5%
Corrections _ _ _ _ ___ _FtMadisonlnst. 314 37 A3 ___137%
Regents University Of Northern lowa 78.6 82.2 3.6 4.6%
College Student Aid College Work-Study Program 0.0 2.7 2.7 100.0%
Human Services_ _ _ __ _ Glenwood Resource Center - 21 46 _ 24 ___ 115.0%
Attorney General Victim Assistance Grants 0.0 20 2.0 100.0%
Inspections & Appeals Indigent Defense 18.1 19.9 1.7 9.4%
Human Services_ _ _ _ ___ Woodward Resource Center _ __ _ ~ 14 28 13 944%
Corrections Anamosa Inst. 23.2 245 1.3 5.7%
Economic Development = Community Development 4.5 5.8 1.2 27.4%
PublicSafety _ _ __ _ _lowaStatePatrol 361 373 12 3.4%
Corrections Oakdale Inst. 21.0 221 1.1 5.4%
Public Safety DCI Investigation 11.8 12.9 1.1 9.4%
Education _ _ _ _ _ ____ Community College Technology | 0 10 1.0 100.0%
Total Increases > $1.0 Million $2,493.6 $2,706.3 $ 2127 8.5%

Economic Development  Business Development $ 102 $ 6.1 $ -4.1 -40.6%
Human Services Medical Assistance 377.2 361.7 -15.5 -4.1%
Total Decreases > $1.0 Million $ 3874 $ 367.8 ($ (19.6) -5.1%

Total Other Changes $1,588.8 $1,626.2 $ 37.4 2.4%

Grand Total $4,469.9 $4,700.4 $ 2305 5.2%

— —

22



Governor’s General Fund Recommendation

The Governor’s FY 2004 General Fund recommendations are listed in Table 2 by
Appropriations Subcommittee. Details of the recommendations are included in
the FY 2004 Budgets and Subcommittee Issues Section of this document, and a
tracking document of all the Governor’s appropriations recommendations is in
Appendix A.

Table 2
Governor’s FY 2004 General Fund Recommendations
(Dollars in Millions)

Gov. FY 2004
Est. Rec. VS. %
Subcommittee FY 2003 FY 2004 FY 2003 Change
Administration & Regulation $ 795 $ 1092 $§ 297 37.3%
Agriculture & Natural Resources 31.9 32.5 0.5 1.7%
Economic Development 25.0 22.3 -2.7 -10.6%
Education 851.4 923.3 71.9 8.4%
Health & Human Services 775.2 777.9 2.6 0.3%
Justice System 458.5 491.8 33.2 7.2%
Trans., Infrastructure, & Capitals 0.0 0.0 0.0 0.0%
Unassigned Standings 2,248.3 2,343.6 95.2 4.2%
TOTAL $ 4,469.9 $ 4,7004 $ 2305 5.2%
Note: The dollar amounts may not add due to rounding.
| |
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FY 2004 GENERAL FUND GOVERNOR'’S
RECOMMENDATIONS

Total FY 2004 Recommendations: $4,700.4 million

(Dollars in Millions)

Health & Human
Services

Education
$777.9 (16.5%)

$923.3 (19.6%)

AN

Economic Development
$22.3 (0.5%)

Agriculture &\

Natural Resources -
$32.5 (0.7%)

Justice System
$491.8 (10.5%)

Administration &
Regulation
$109.2 (2.3%)

" Unassigned Standings

Totals may not add due to rounding. $2,343.6 (49.9%)

FY 2001 — FY 2003 Appropriations and FY 2004 Governor’'s Recommendations

(Dollars in Millions)

$5,000.0 ~
$4,800.0 -
$4,700.4
$4,600.0 -
$4,469.9
$4,400.0 T . |
Actual FY 2001 Actual FY 2002 Estimated FY 2003 Gov's Rec FY 2004

Estimated FY 2003 is before salary adjustment allocation from non-General Fund sources.
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Economy, Revenues, and Impact on FY 2003 Budget

ECONOMY, REVENUES, AND
IMPACT ON FY 2003 BUDGET

National Economy

National Recession — There are several national economic groups that classify U.S.
economic periods as either expansion or recession. One of the most often cited is the
Business Cycle Dating Committee of the National Bureau of Economic Research. On
November 26, 2001, this Committee announced the longest business expansion in the
nation’s history had ended during March of 2001, ten years after the end of the previous
recession.

The Committee defines a recession as a period of significant decline in
total output, income, employment, and trade, usually lasting six months
to one year, and marked by a widespread contraction in many sectors of
the economy. The Committee does not define a recession as simply two
consecutive quarters of decline in real Gross Domestic Product.

According to the Committee, “A recession begins just after the economy reaches a peak
of activity and ends as the economy reaches its trough. Between trough and peak, the
economy is in an expansion. Expansion is the normal state of the economy; most
recessions are brief and they have been rare in recent decades.” A recession involves
a substantial decline in output and employment. In the past six recessions, industrial
production fell by an average of 4.6% and employment by 1.1%. The Committee waits
until the data show whether or not a decline is large enough to qualify as a recession,
before declaring a turning point in the economy is a true peak marking the onset of a
recession. The Committee’s announcement for the onset of the newest national
recession stated that for the four major indicators:

» Industrial production reached a peak in September 2000 and declined 6.0% over the
next 12 months, faster than the average rate of decline during a recession.

> Employment reached a peak in March 2001 and has declined about 0.7% since that
time.

» Real manufacturing and trade sales peaked in November 2000.

» Real personal income has not yet reached a peak.

Through December 2002, the Committee had not declared an end to the recession that
started in March 2001. In early January 2003 analysis, the Committee concluded it is
too early to determine whether a hypothetical future downturn is a continuation of the
recession that started in March 2001, or a separate recession.
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Institute for Supply Management Index — The Institute for Supply Management
(formerly the National Association of Purchasing Management) has conducted a
monthly survey of business purchasing officers since 1948. The survey’s results
produce a Purchasing Manager’s Index (PMI). The PMI is a composite index based on
the seasonally adjusted diffusion indexes for five of the indicators (New Orders,
Production, Supplier Deliveries, Inventories, and Employment) with varying weights.
Diffusion indexes have the properties of leading indicators and are convenient summary
measures showing the prevailing direction of change and the scope of change. A PMI
reading above 50.0% indicates the manufacturing economy is generally expanding;
below 50.0%, indicates it is generally declining. A PMI over 42.7%, over a period of
time, indicates the overall economy, or Gross Domestic Product (GDP), is generally
expanding. A PMI below that level indicates the economy is generally declining. In
February, 2002, an index above 50.0 was recorded for the first time in 18 months. The
index remained above 50 until September, 2002. After remaining below 50.0 during
October and November, the index increased to 54.7 for December 2002, indicating a
possible increase in manufacturing activity. An historical graph of the Index is included
in the lowa economy section.

Consumer Confidence — Each month, researchers at the University of Michigan
conduct a Survey of Consumers to determine the views and expectation of consumers
concerning their sentiment for the present and future direction of the U.S. economy.
The survey result is called the Index of Consumer Expectations. The Index focuses on
three areas:

» How consumers view prospects for their own financial situation.
» How consumers view prospects for the general economy for the near term.

» How consumers view prospects for the general economy over the long term.

The Index of Consumer Expectations for October 2002 reached its lowest level in nine
years. Since October, the index has risen modestly off its recent low and was at 80.0 in
December 2002. Chart 1 shows the value of the Index from 1978 to present. The chart

Chart 1 - Michigan Index of Consumer Expectations
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also shows consumer confidence as reported by the Index has been falling since
reaching a high in February 2000.

lowa Economy

lowa Employment — After recovering in the mid 1980’s from the lingering effects of the
farm crisis, lowa total employment increased each year until the point where lowa had
one of the lowest unemployment rates in the nation. Chart 2 shows the growth period of
the 1990’s. From December 1987 through December 2000, the number of lowans
working in the non-farm labor force grew by 349,800 (30.7%). This dynamic changed in
the last two years. For 2001 and 2002, December employment was less than the
previous year's December employment.

Chart 2 - lowa Non-Farm Employment - 12 Month Average
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lowa Average Weekly Wage — From 1987 to 2000, the December average weekly
wage increased 12 of the 13 years. During that period, the average weekly wage in
lowa increased from $281 per week to $439 per week (56.6%). Since December 2000,
the average weekly wage has risen 9.2%. Chart 3 shows the average weekly wage for
the previous 12-month period (January through December). The slowdown in the
national economy has clearly impacted the employment and earnings of lowans.
Although Charts 2 and 3 show good news throughout the 1990’s, the news is not as

Chart 3 - lowa Average Weekly Earnings - 12 Month Average
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good for 2001 and 2002. Employment in lowa during December 2002 was essentially
unchanged from two years earlier. In addition, the growth in lowa’s average weekly
wage, while still positive, slowed somewhat in the past two years. Both employment
and wage numbers for December 2002 are initial federal government estimates and are
subject to revision in the coming months.

Wage Income — Chart 4 combines the information from the two previous charts.
Through a multiplication of the 12-month average of monthly non-farm employment
numbers and the 12-month average of lowa’s average weekly wage, a proxy value for
total lowa wage income through employment can be determined. From 1987 to 2000,
the dollar value of this multiplication grew from $16.0 billion to $33.9 billion, an average
annual increase of 6.0%. For 2001 and 2002, the growth was 2.4 and 2.8%
respectively. Although smaller decreases in the average weekly wage played a part,
the major cause of the reduced growth rate was the reduction in employment.

Chart 4 - Proxy Measure of Income Earned by lowa Workers
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As mentioned above, this chart is a proxy characterization of the changes in lowa
income from year to year. This analysis reflects $33.9 billion in personal income in
2000, far below the $77.9 billion reported as lowa personal income by the United States
Department of Commerce for that year. This analysis does not consider many forms of
personal income, including interest, rent, farm income, government transfer payments,
etc. The Department of Commerce data series on personal income would be a better
source for this type of analysis, but it is always a number of months behind.

lowa Purchasing Managers’ Index — Creighton University produces a monthly index
based on a survey of purchasing managers for businesses within the Mid-American
region of the country. The Creighton survey produces index values for the region and
for each state in the region. The survey methodology is the same as the national
survey completed by the Institute for Supply Management. Chart 5 shows the lowa
index value and the national value graphed together. The chart shows:

» The trend of the lowa index is very similar to the trend of the national index.
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» The lowa index was above the national index for a majority of the months in the
1990’s. However, this could be a result of different researchers completing the two
surveys.

» The lowa index value was above the national level from January 2002 through
September 2002. However, significant drops in the lowa index since September
have caused the lowa index to fall below the national index.

» Both indexes are currently below averages for the 1990’s.

Chart 5 - Purchasing Manager Index
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lowa General Fund Revenues

lowa’s income, sales, use, and corporate taxes raise approximately 84.7% of the
revenue deposited to the State General Fund each year (gross cash basis, excluding
transfers). The amount of revenue generated by each of these funding sources
depends upon the level of economic activity in the State (employment, consumer
expenditures, business and government expenditures) during a fiscal year. Assuming
other tax factors are equal (tax base and tax rates), a growing economy will produce
more tax revenues than a stagnant one. The previous paragraphs on the recent
condition of the national and lowa economy show both have been in a downturn since
the fall of 2000, with an official U.S. recession having started in March 2001.

Events of September 11, 2001, also have impacted business and consumer confidence,
perhaps deepening and lengthening the recession. In recent months, the buildup to a
possible war with Iraq has dampened consumer and investor confidence. Chart 6
shows quarterly growth in lowa revenues from the beginning of FY 1992 through the
second quarter of FY 2003. The chart shows the percentage growth in General Fund
revenues from one quarter when compared to the revenues of the same quarter the
previous year. Most evident in the graph is the abrupt downturn experienced in the
second quarter of FY 2001 (November 2000), when receipt growth fell from a positive
value of 5.5% in the first quarter of FY 2001 to a value of negative 5.7% in the second
quarter. The next eight fiscal quarters have also shown receipt growth well below the
average for the 1990’s.
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Chart 6 - Percent Change in General Fund Receipts Compared to
the Same Quarter of the Previous Year
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The December 2002 Revenue Estimating Conference established an expected General
Fund revenue growth rate (excluding transfers, accrual adjustments, and prior to
refunds) of 0.3%. Although this growth rate is well below the trend during the 1990’s, it
is well above the FY 2002 rate of —2.1%. The REC estimate for FY 2003 is based on
the Conference’s expectation for a low positive economic growth rate for the remainder
of the fiscal year.
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SALARIES AND COLLECTIVE BARGAINING

The State of lowa is currently in the process of negotiations with the eight unions

representing State employees for salaries and benefits for FY
3
O AN
L

2004 and FY 2005. Chapter 20, Code of lowa, establishes the
framework and timeline for the bargaining process. The basic

> January through March — Bargaining sessions occur, which may include the
appointment of a mediator, fact finding, and binding arbitration.

deadlines are:

» September through December — Unions and the State
present initial proposals.

» March 15 — Deadline for completion of the agreement.

The need for salary funding for FY 2004 will be increased by two factors outside of
collective bargaining:

e The General Fund portion of the FY 2003 salary costs were funded from one-
time non-General Fund revenue. Transfers of $30.0 million from the Board of
Regents demutualization proceeds and $11.1 million from the Underground
Storage Tank Fund were made to the Department of Management Salary
Adjustment Fund.

e The FY 2003 budgets were reduced by $33.5 million for savings resulting from
employee furloughs and salary reductions.

% The State finalized negotiations with the State Police Officers Council (SPOC) for
the 2003-2005 Collective Bargaining Agreement. The voluntary agreement
provides:

A 2.0% across-the-board wage increase each year of the agreement.
Elimination of the Classic Blue indemnity health insurance option.

State pays 100.0% of single insurance plan, 85.0% of family plans; and in the
second year of the agreement, any increase of the family health rate is split
50/50.

Deferred compensation contribution by the State increases to $50 on July 1,
2003.

Reduced Trooper schedules from 9.0 hour days to 8.5-hour days.

The following table is a summary of the opening offers of seven of the eight collective
bargaining units and the State’s response to five. The Legislative Fiscal Bureau has not
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yet received the remaining opening offers and responses. The General Assembly will
be updated when the offers become available. The table contains only a summary of
the major points. Copies of the opening offers will be available through the Legislative
Fiscal Bureau. Each 1.0% increase in salaries for all of FY 2004 State employees is
estimated to cost the General Fund $13.0 million.

FY 2004 AND FY 2005 COLLECTIVE BARGAINING OPENING OFFERS AND STATE
RESPONSE SUMMARY

Bargaining Unit

FY 2004 FY 2005

Wages

Benefits Wages Benefits

American
Federation of
State, County,
and Municipal
Employees
(AFSCME)

5.0% across-the-board
increase effective July
1, 2003.

5.0% steps for eligible
employees.

Increase State share 5.0% across-the- Same as FY 2004.
of health insurance board increase
premium. effective July 1,

. 2004.
Include domestic
partners in health Steps for eligible

State Response

1.0% across-the-board
increase effective July
1, 2003.

Reduce value of steps
from 5.0% to 2.5%.

insurance. employees.

Increase the Same as FY Same as FY 2004.
employee health 2004.

insurance

contribution for single
plans from 0.0% to
20.0%.

Employees and State
share equally in
health insurance
premium increases.

Judicial 5.0% across-the-board  Modify seniority, Same as FY Same as FY 2004.
AFSCME increase July 1, 2003.  layoff, transfer, 2004.
Steps for eligible recall, leave,
| termination payout,
employees. holiday and work
Move to a higher pay  schedule policies.
plan. Employer matches
Increase weekend shift 50.0% of employee
differential to $1 per contribution to
hour. deferred
Require automatic compensation
- . program up to $75
promot|or_1 to Juvenile per month effective
Court Officers 2 and 3. July 1, 2003.
Employees to receive
pay when sent home gg] 8},2 y;rf;a)?n)gls;
because of the premium for lowa
weather. Select towards the
family plan of the
employee’s choice
and 95.0% towards a
family dental plan,
| I
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FY 2004

FY 2005

Wages

Benefits Wages

Benefits

including same sex

domestic partners,
effective July 1,
2003.

Add mail order
prescription benefit
and optical benefits.

Eliminate incentive to
switch to a Preferred
Provider
Organization health
plan.

Increase basic and
optional life
insurance, and
disability coverage

State Response

0.0% across-the-board
increases.

Step increases for
eligible employees.

Change to a
minimum/maximum

pay plan.

Increase pay for a
second language.

Add mail order
prescription benefit.

Same as FY
2004.

Eliminate cash
incentive
payment/lower
premium to switch to
a Preferred Provider
Organization from an
indemnity plan.

Cap employer
contribution towards
health plan premium
at $375 towards a
single premium and
$700 towards a
family premium.

Increase drug plan
co-pays to
$10/$25/340.

Same as FY 2004.

State Police
Officers Council
(SPOC)

2.0% across-the-board
increase July 1, 2003.

Step increases for
eligible employees.

Employer pays time
and one-half, and
provides compensatory
time off for work on a

Employer pays
85.0% of family
premium under
Alliance Select
effective July 1,
2003.

Change work shifts
with effect of

July 1, 2004.

eligible
employees.

2.0% across-the-
board increase

Step increases for

Same as FY 2004.

Employer matches
50.0% of employee
contribution to
deferred
compensation
program up to $50
per month effective

holiday effective July 1, ;Z‘;‘;C;)E ‘)’/"e":r‘ by 23 July 1,2004.
2003 effective July 1, 2003
[ | I
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Bargaining Unit

FY 2004

FY 2005

Wages

Benefits

Wages

Benefits

State Response

A State response is not A State response is

available.

not available.

A State response
is not available.

A State response is
not available

lowa United
Professionals
(IUP)

6.0% across-the-board
increase for Scientific
and 5.0% for Social
Services effective July
1, 2003.

Step increases for
eligible employees.
$675 addition to base
pay of effective July 1,
2003.

Permanent early out
program. State pays
100.0% of health
Insurance.

Same as FY
2004.

Same as FY 2004.

State Response

A State response is not A State response is

available.

not available.

A State response
is not available.

A State response is
not available.

United Faculty
of lowa (UFI)

6.95% average pay
increase effective July
1, 2003.

Shared governance
with the Board.

Tuition remission for
the employee,
spouse, dependant
children and
domestic partner.

Sick leave bank to be
shared by staff.

Restrictions on staff

7.95% average
pay increase
effective July 1,
2004.

Same as FY 2004.

reductions.
State Response  Status quo. Status quo. Status quo. Status quo.
Committee to 6.0% across-the-board Employer pays 6.0% across-the- Same as FY 2004.
Organize increase effective July  100.0% of vision board increase
Graduate 1, 2003. coverage. effective July 1,
Students Tuition remission 2004.
(COGS) - '

University of
lowa

Childcare
reimbursement.

State Response

Status quo.

Status quo.

Status quo.

Status quo.

Service
Employees
International
Union (SEIU) -
University of
lowa

6.0% average pay
increase effective July
1, 2003.

Restrictions on staffing
levels and additional
payments to staff in
understaffed areas.

Under the cafeteria
plan, increase the
health insurance
maximum
contribution by the
employer.
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| I
FY 2004 FY 2005
Bargaining Unit Wages Benefits Wages Benefits
Increase pay and Increase leave
benefits for certain benefits, including
work assignments and  days, and changes in
longevity. procedures.
Increased benefits for  Increase
weekend staff. compensatory time
and overtime pay to
two times the hourly
rate for a full-time
employee.
State Response  Status quo. Status quo. Status quo. Status quo.
| I
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CRITERIA FOR EVALUATION OF TAX POLICIES

Several policy options relating to various taxes have been proposed by members of the
General Assembly. The following are eight criteria that can help shape and explain any
plan that may be under consideration. Although most of the provided examples relate
to the individual income tax, the criteria can be utilized in the development of any
proposed change to the State and local tax system.

Simplification

is, initiating changes that ease administrative burdens on the State and also
ease compliance efforts on the part of taxpayers. Options relating to the
individual income tax include:

The simplification concept applies to both the State and the taxpayers; that a
| Jdowa |

> Coupling with the federal tax code, which could be done either in the form of piggy-
backing (taxpayers pay a percentage of their federal tax) or coupling federal taxable
income (the State would use the federal definition of “taxable income” and apply new
rates and brackets).

> Initiating a flat tax, which may involve starting with federal adjusted gross income
(AGI). Typically, complexity relating to the definition of “taxable income” is
substantially more difficult to comply with and administer than complexity relating to
rates and brackets. Thus, the General Assembly may wish to utilize a simple
definition of taxable income (such as AGI) and apply a new set of brackets and
rates.

> Virtually anything the State does to increase the extent to which lowa tax law
couples with federal tax law will render the system simpler, although doing so may
have undesirable consequences relating to the other criteria.

Equity

The concept of equity implies that “equals” should be treated similarly and 0
“‘unequals” may need to be treated dissimilarly. This concept relates more
specifically to how similar individuals in different income classes are taxed;

and how dissimilar individuals within the same income class are taxed. The

General Assembly may wish to consider specific tax policy related to this issue. Income
tax examples that might fall into this area of consideration include: the standard
deduction, earned income tax credit, rate structure, dependent exemption, pension
taxation, and the tuition/textbook credit.
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Competitiveness

It is not known to what extent, if any, the lowa individual income tax encourages
individuals and businesses to migrate into or out of the State. A cross-state comparison
analysis has shown that the variance in actual income tax liability is probably too small
to have a significant impact. However, if the top rate (rather than actual tax) is resulting
in the perception that the lowa individual income tax is out of line with other states, the
General Assembly may wish to consider lowering the rate. The rate could be lowered
either in a manner that is revenue neutral or in a manner that results in revenue loss.
The options under the simplification section would all have the effect of reducing the top
marginal rate.

Revenue Stability/Responsiveness

The General Assembly may wish to consider actions that could be taken to maintain or
improve the stability or responsiveness of individual income tax revenues. An example
includes reviewing the effects of the deduction for federal income taxes paid.
Specifically, when the federal government increases taxes, federal deductibility
results in a decrease in lowa tax revenues. Conversely, when the federal
government decreases taxes, lowa taxpayers receive a smaller reduction than
taxpayers in states without federal deductibility since State income taxes increase.

Stability and responsiveness, however, are often mutually exclusive. A stable tax
system is one that maintains consistent revenue streams throughout the business cycle,
so that recessions do not result in shortfalls, and expansions do not result in
unnecessary surpluses. Responsiveness to the business cycle can be beneficial when
strong economic expansion increases government revenues so that increased demand
for government services is satisfied. Thus, highly responsive systems tend to be
unstable, and highly stable systems tend to be unresponsive. The purpose of a broad-
based, multi-tax system is to help balance these two competing goals, such that
economic expansions provide sufficient growth in revenues, but contractions do not
result in budgetary shortfalls. However, such a system may add complexity.

Neutrality

Neutrality relates to economic efficiency. Changes in tax policy should not cause undue
interference in the economic decisions of individuals and businesses. In other words,
the administration of the tax should not inadvertently affect the decisions that individuals
make with respect to buying or producing a given mix of goods and services.

Exceptions arise when markets function poorly. The State can either tax or regulate an
industry so that the true costs of the product are reflected in the price. A good example
is taxing (or regulating) emissions from a smokestack. This will result in an increase in
price and a decrease in sales of the item being produced. However, in this case, the
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tax adds efficiency because neighbors of the smokestack no longer are required to bear
the cost of the pollution.

In general, however, a neutral tax policy will maximize the output of the State economy
and produce the most goods and services at the least price.

Exportability

Exportability relates to shifting the tax burden to other states. All things being equal,
any state would prefer to export the tax burden to residents of other states. However,
this often results in competitiveness problems. In some ways, state tax deductibility
affects exportability. When lowa increases income taxes, the burden is shifted to the
federal government, because State taxes are an itemized deduction. When lowa
decreases income taxes, the State revenue loss exceeds taxpayer gains for the same
reason (the tax burden is imported).

Revenue Adequacy

Revenue adequacy of the tax system relates more to the tax system as a whole, but the
income tax is the largest contributor. This criteria emphasizes the importance of overall
State fiscal policy so that tax reductions are viewed within the context of the
appropriations process.

Accountability

Accountability relates to the extent to which a tax system is transparent, so that tax
increases and tax decreases are the result of direct government action
rather than an automatic process. Accountability also refers to the portions | 22"
of the tax system that are formula driven and thus subiject to little or no

legislative oversight, such as open-ended exemptions or deductions that
may have the effect of eroding the tax base.

For example, during the 1996 Legislative Session, the General Assembly improved the
accountability (transparency) of the individual income tax by approving full indexation of
the tax brackets. Prior to indexing, an individual’s tax liability could increase with wage
inflation, even though the purchasing power of the individual’s wages did not change.
This process is often referred to as “bracket creep.”
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FY 2004 TAX ISSUES

Federal Legislation

The U.S. Congress enacted an economic stimulus package in 2001 that provided
immediate income tax refunds, reduced income tax rates, and
phased-out federal taxation of estates. The lowa Department
of Revenue provided a provision-by-provision analysis of the
lowa tax revenue impact of the legislation and a copy is
available from the Legislative Fiscal Bureau.

[T

[T

A significant provision of the federal legislation phased in a repeal of the federal tax on
estates. Under federal estate tax law, taxpayers receive a dollar-for-dollar credit against
their federal estate tax liability for state estate and inheritance tax payments up to a
specified amount. The maximum amount of the credit varies by the size of the estate.
This credit is commonly called a “pick up tax.” Prior to the phase-out, lowa collected
approximately $105.0 million in inheritance tax each year. Of this amount, $30.0 to
$35.0 million is the result of lowa’s pick up tax. As the federal estate tax is eliminated,
lowa’s collections from the pick up tax will also be eliminated. The Department of
Revenue and Finance estimates the phased-in repeal of the estate tax will reduce lowa
tax revenues by a total of $358.9 million over 10 years.

Separate federal economic stimulus legislation enacted in March 2002, allowed
businesses to deduct additional depreciation for qualified expenditures. This additional
amount is typically referred to as “bonus” depreciation. lowa and many other States did
not couple with the federal change. In these States, the expenditures are being
depreciated at a slower rate than for federal taxation.

If lowa were to adopt the federal depreciation schedule in the future, there would be a
negative impact on the General Fund.

Streamlined Sales Tax Project

Representatives of government and industry are examining ways to simplify sales and
use tax administration. Two organizations in particular are playing roles in that effort:
the Streamlined Sales Tax Project (SSTP) and the National Conference of State
Legislatures (NCSL).

lowa is one of 36 states participating in the Streamlined Sales Tax Project’s effort to
simplify the current system of state and local sales tax assessment and collection. The
goal of the Project is to develop measures to design, test, and implement a sales and
use tax system that radically simplifies sales and use taxes.

The Project released a final Streamlined Sales and Use Tax Agreement on November
12, 2002. The document is available at the organization’s web site at
www.streamlinedsalestax.org.
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The proposed model legislation is designed to simplify and modernize sales and use tax
administration in member states in order to substantially reduce the burden of tax
compliance. Participation by a State is voluntary, but participating States must comply
with the Agreement. Participation would require Legislative action.

If lowa alters sales tax laws in order to conform to the Agreement, there could be a
positive or negative impact on General Fund revenues, depending on the types of
changes implemented in lowa and other states.

+»* The Governor is recommending that lowa adopt the Streamlined Sales Tax Project as
proposed by the participating states. The Governor’s revenue recommendations for FY
2004 include $26.8 million in increased sales and use tax revenues due to voluntary
compliance from out-of-state retailers not currently required to collect and remit taxes.

Phase-out of State Sales Tax on Residential Home Energy

House File 1, enacted by the 2001 General Assembly, created a five-year phase-out of
the state sales tax on residential household gas and electricity usage. The phase-out
reduces lowa’s 5.0% sales tax to 4.0% on January 1, 2002, with additional 1.0%
reductions each January 1st until the tax is eliminated starting January 1, 2006. The
phase-out was projected to reduce sales tax revenues by:

» FY 2002 - $ 8.8 million
» FY 2003 — $26.5 million
» FY 2004 — $44.2 million
» FY 2005 — $61.9 million
» FY 2006 — $79.6 million

» FY 2007 — $88.5 million

Department of Revenue Tax Expenditure Study

In 2001, the lowa Department of Revenue and Finance released a study of the total
value to taxpayers of FY 2000 tax credits and exemptions for lowa personal income tax,
corporate income tax, sales tax, and use tax. The total reduction in taxes paid by
taxpayers due to 218 separate credits and exemptions in FY 2000 was estimated to be
$3.860 billion. The Department was unable to determine estimates for another 62
credits and exemptions. A copy of the report may be found on the Department of
Revenue and Finance website at http://www.state.ia.us/tax.
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Remote Sales — Taxes from Sales Made Over the Internet and From Catalogs

During the 2002 interim, the lowa Department of Revenue and Finance completed a
study of sales and use tax revenue losses associated with out-of-state sales over the
Internet and from catalogs. The report was delivered to the September meeting of the
Fiscal Committee. The Department analyzed national reports on the subject and also
developed an independent estimate for the impact on lowa. The Department concluded
that the current level of annual revenue loss was $49.5 million. The Department’s
estimate for FY 2006 was $267.3 million and $380.2 million for FY 2011.

Copies of the report are available from the LFB.
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PROPERTY TAX ISSUES

Property Tax Relief

r——

Major property tax relief programs have been created since FY 1996. Figure1 =
summarizes the property tax relief expenditures and projects the cost of each
program through FY 2004. Full funding of the homestead, elderly, and military property
tax credits is not included since the estimated cost cannot be determined. Below is a
description of each program, followed by a discussion of the credits.

Figure 1

Projected State Funded Property Tax Relief
Dollars in Millions

Actual  Actual Actual Actual Actual Actual Estimated Estimated

FY 1997 FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004
Mach. & Equip. $ 69 $ 113 $ 171 $ 237 $ 416 $ 151 § 35.0 $ 21.6
Mental Health 78.0 95.0 95.0 95.0 95.0 95.0 95.0 95.0
School Foundation 84.8 88.0 91.9 111.6 1231 126.5 132.2 130.5
Total $169.7 $1943 $ 2040 $ 2303 $ 2597 $ 2366 $ 2622 $ 2471

Machinery and Equipment (M&E)

» The property tax on new M&E was repealed during the 1995 Legislative Session (SF
69, Property and Income Tax Reduction Act), retroactive to all M&E purchases made
since January 1, 1994.

» The taxable value of M&E purchased prior to January 1, 1994, is being
phased out over a four-year period that began in FY 2001, such that the M
taxable value on all M&E will be zero beginning in FY 2004.

» Local governments receive reimbursement for the difference between the base year
(FY 1996) M&E valuation and actual valuation for each year through FY 2001. For
FY 2002 through FY 2006, the State reimbursement will be reduced to the extent
that commercial and industrial valuations have grown since FY 1996. There will be
no State reimbursement in FY 2007 and subsequent fiscal years. Reimbursements
are paid from a standing unlimited appropriation to the M&E Property Tax
Replacement Fund.

The intent of the original legislation was to eliminate the tax on M&E and spur additional
commercial and industrial growth that would eventually offset the revenue loss to local
governments from the M&E exemption. While it is true that the growth in commercial
and industrial classes of property over a 10-year period will offset the Statewide loss of
value from exempting M&E, this is not necessarily the case for an individual taxing
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authority (i.e., cities, school district, etc.) or an individual taxing district (the lowest
geographic entity with a common consolidated tax levy rate).

The 1999 General Assembly directed the Department of Economic REPORT
Development (DED) to review the impact of the M&E legislation on various =t
taxing authorities and issue a report in January 2000. The final Report was
issued March 1, 2000. Observations from this Report are paraphrased as =

follows:

» The M&E tax elimination appeared to be working. Through 1998, Statewide
commercial and industrial valuation had grown by $4.1 billion (24.0%) compared to a
decline in the valuation of M&E property of $611.0 million. The net growth in taxable
valuation of $3.5 billion amounted to approximately $109.0 million in additional tax
revenue to local governments. At the county level, only four counties were projected
to have a net loss of property tax valuation by 1998.

> By establishing the replacement claim jurisdiction at the tax district level, the M&E
tax elimination legislation guarantees a much larger State financial obligation. If the
jurisdiction for determining replacement claims had been set at the county level and
not the taxing district, and had the legislation stipulated that M&E losses be offset by
commercial and industrial gains immediately, the State outlay for assessment year
1998 would have been about $1.5 million rather than the $23.0 million that was paid.

» The largest share of the money goes to a small number of taxing districts.
According to the model developed to complete the Report, of the 718 districts
expected to have claims in 2004, ten of those are expected to claim 51.0% of the
funds. Two of these are tax increment finance districts, and two have 1998 tax rates
of less than $22 per $1,000 valuation, considerably below the estimated average tax
rate of $31 per $1,000 valuation. Beginning in 2001, the 20 highest claiming districts
remained relatively unchanged.

Conclusions from the Report include:

» The current legislation will result in substantial State outlays to counties and
communities with slow growing tax districts since the reimbursement is determined
on a tax district basis and not on a taxing authority basis.

> Large amounts of the replacement fund are going to taxing districts that are charging
their own property taxpayers rates that are substantially below the rates of other
districts across the State.

» Some tax increment finance districts qualify to claim replacement funds.

» An extension of the current legislation will not appreciably reduce the State outlays
or remedy the problems in those few communities where slow economic growth has
been a persistent issue.
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» The magnitude of the projected State outlays is considerably higher than that which
had been projected by the LFB in 1997 and in mid-1999 due to the issue of the
claiming jurisdiction.

Mental Health Property Tax Relief

» The Mental Health Property Tax Relief Fund was created by SF 69 (Property and
Income Tax Reduction Act) during the 1995 Legislative Session.

> A standing limited appropriation was established and phased in over a three-year
period to complete the State share. The following chart details annual
appropriations from FY 1995 through FY 2004. The State share includes $6.6
million, that is transferred annually from the Property Tax Relief Fund to the
Department of Human Services for services for mentally retarded children.

Figure 2

Mental Health Property Tax Relief
Funding History
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‘I:I Property Tax Relief Approps. B Allowed Growth Approps. ‘

Note: The FY 2003 appropriations for property tax relief and the county expenditure base are assumed at
the FY 1998 rate. House File 2623 (FY 2003 Salary, Statutory, and Corrective Changes Act)
appropriated $19.1 million for FY 2004 growth, which is a rate of 2.142%. This is an increase of $4.9
million or 34.5% compared to estimated FY 2003. The growth rate for FY 2005 is scheduled to be
appropriated during the 2003 Legislative Session.

» Mental health funding in each county is triggered by a base year
amount. The appropriation of $95.0 million was originally set at
50.0% of the FY 1996 county base expenditures of $189.9 million.
Over time expenditure bases have been adjusted for a total adjusted
county base of $214.4 million.
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» The first $6.6 million of property tax relief for mental health is transferred annually to
the Department of Human Serves for Intermediate Care Facilities for the Mentally
Retarded (ICF/MR) costs for children. An additional $5.6 million was appropriated to
the Department of Human Services for these same costs in FY 2002.

» The General Assembly has modified the mental health funds distribution method to
counties. For FY 2003, the distribution is as follows:

Figure 3
FY 2003 Mental Health Property Tax Relief Distribution Formula

) One-third on the county’s share of State
population.

) One-third on the county’s share of all counties’
base year expenditures.

» One-third on the county’s share of State’s total
taxable property valuation assessed for taxes
payable.

Figure 4

FY 2003 Mental Health Allowed Growth Distribution Formula

) $12.0 million for inflation distributed as follows:

75.0% based upon the county’s share of
State population.

25.0% based upon each county’s previous
fiscal year expenditures for MH/MR/DD
services.

> $14.5 million for a Target Pool. Counties
having maximum mental health levies and
below the 75" percentile of per capita
expenditures are eligible.

) $17.7 million for distribution of the Mental
Health/Developmental Disabilities Community
Services Fund. This is not part of the allowed
growth appropriation but is included in the
distribution formula.

» $500,000 for a Risk Pool.
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» After the calculation to determine the county distribution, the allowed growth
component of $27.0 million was then reduced by $12.8 million, resulting in a net
allowable growth appropriation for FY 2003 of $14.2 million. This occurred to
provide the greater allowed growth amount to assist counties with minimal County
Fund balances while adjusting the appropriation for counties which may not need as
much funding due to greater County Fund balances. The ending balance
percentage, comparing balances to mental health expenditures for each county,
determines the amount each county receives from the mental health allowed growth
appropriation. The counties are required to submit the balances by December 1,
2002. The withholding factor for a county is based upon the following:

For an ending balance percentage of less than 10.0%, the withholding factor is
0.0%.

For an ending balance percentage of 10.0% through 24.0%, the withholding
factor is 48.1%.

For an ending balance percentage of 25.0% through 34.0%, the withholding
factor is 60.0%.

For an ending balance percentage of 35.0% through 44.0%, the withholding
factor is 85.0%.

For an ending balance percentage of 45.0% or more, the withholding factor is
100.0%.

In addition, counties were required to levy at least 70.0% of the maximum allowed for
the Services Fund under Section 331.424A, Code of lowa, to be eligible for the allowed
growth funding for FY 2003.

Ending balances in excess of 10.0% of the expenditures by a county for mental health
services will result in a decreased share of the allowable growth appropriation for FY
2003, with the possibility that a county may not receive any of the allowable growth
appropriation.

» The General Assembly may wish to consider the following during the 2003
Legislative Session:

Review county expenditures since the beginning of property tax relief funding,
individual county levies for mental health services, and balances of the County
Services Funds.

Review local services provided within the State in lieu of a mandated minimum
service level.

Review proposals for the FY 2005 allowable growth appropriation and other
proposed State funding changes.
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Review the impact of the distribution of the FY 2003 allowable growth
appropriation and the enacted distribution of the FY 2004 allowable growth
appropriation.

Review the State Auditor’s report regarding questionable expenditures which
occurred in FY 2002 to reduce Johnson County’s Fund balance to become
eligible for a greater amount of the allowed growth appropriation.

School Foundation Level

» In the 1996 Legislative Session, the regular program foundation level was raised
from 83.0% to 87.5%. Raising the foundation level increased State aid and reduced
property taxes for local school districts by $84.8 million in FY 1997. In general,
school districts with the lowest taxable valuation received the biggest tax rate
decrease.

» Additional property tax relief was provided by the 1999 General
Assembly by raising the foundation level for the special
education portion of regular program costs from 79.0% to
87.5%. In addition, funding for the Talented and Gifted Program
was shifted from 100.0% property taxes to the foundation
formula. This has resulted in the Talented and Gifted Program being
funded by a combination of property taxes and State aid. In FY 2000, the State
assumed $16.7 million of the Program costs, and the remaining $2.4 million
continued to be funded by property taxes. These amounts increase annually by the
allowable growth percentage.

> Raising the foundation level can provide future property tax decreases. In FY 2004,
increasing the regular program foundation level by 1.0% would increase State aid
and reduce property taxes by $22.6 million. Increasing the special education
foundation level by 1.0% would increase State aid and reduce property taxes by
$3.2 million.

Property Tax Credits

The major property tax credits include the homestead tax credit, agricultural land tax

credit, family farm tax credit, military service tax exemption, and various low-income
elderly credits. Figure 5 shows the amounts claimed by taxpayers and the

$ amounts paid by the State, based on FY 2001 payments. For the military and
elderly credits, local governments pay the difference between the amount claimed

and the State payment. For the agricultural credits, taxpayers receive pro-rated shares

of the State payment.
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— —
Figure 5
Local Government Claims and Payments
(Dollars in Millions)
Additional
Amount Amount Paid Cost of Full
FY 2002 Claimed bv State State
Homestead Credits $ 1154 §$ 110.9 $ 4.5
Agriculture Land Credits 104.9 291 75.9
Family Farm Credits 474 8.3 391
Military Service Tax 2.6 26 0.0
Exemption
Elderly Credits
Rent Reimbursement 10.3 10.3 0.0
Property tax 5.8 5.5 3
Mobile homes 0.1 0.1 0.0
Special Assessments 0.0 0.0 0.0
Elderly Credit Total 16.2 15.9 0.3
Total $ 286.5 $ 166.8 $ 119.8

Homestead, Elderly, and Military Service Property Tax Credits

During the 1997 Session, the General Assembly passed HF 726 (Tax Credits and
Exemptions — Local Budget Practices — Property Tax Statements Act) that required new
property tax credits or exemptions to be fully funded by the State. If the new credit or
exemption is not fully funded by the State, the credit or exemptions will be prorated to
the taxpayer. These requirements also apply to the homestead, elderly and disabled,
and military service property tax credits. The Act also removed the appropriation freeze
on the homestead, elderly and disabled, and military service property tax credits.
Removing the appropriation freeze reinstated the standing unlimited appropriations for
these credits. **For FY 2003, the appropriations for these tax credits were capped.
The Governor is recommending an FY 2004 increase of $0.9 million to fully fund the
Elderly and Disabled Tax Credit, which provides property tax and rent relief to elderly
homeowners and homeowners with disabilities.

Property Tax Equalization

Equalization under Section 441.47, Code of lowa, is a process used to maintain equity
for property assessments between counties. The Department of Revenue
and Finance (DRF) makes a determination for equalization of specific
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classes of property in each county. The Department determines, by county, if
residential and commercial property is generally assessed too high, too low, or within an
appropriate range based on county sales data.

Equalization of commercial and residential classes of property is performed every two
years (odd-numbered years).

Equalization is also performed for agricultural property. However, agricultural property
is assessed on a productivity basis, rather than market value.

Equalization orders are given to county assessors. Although the assessors have some
discretion in allocating increases and decreases within classifications of property, in
most cases, assessors apply the percentage change across the board.

Figure 6 displays the Statewide changes to 1999 property tax valuations due to
assessor revaluation, equalization order, and the net impact on valuations by class of
property. The January 1, 2001, valuations are used to generate property tax revenues
in FY 2003. Residential property includes urban and rural residential and agricultural
dwellings. The next equalization cycle will begin with valuations effective January 1,
2003, and will conclude with the DRF equalization order in the fall of 2003.

Figure 6
2001 Assessor Revaluation Actions and Equalization Orders

Agricultural +0.1% +1.5% +1.6%
Residential +6.1% +4.1% +10.2%
Commercial +3.9% +2.5% +6.4%

Assessed Valuation Limitation (Rollback)

Assessment limitations provide for the reduction of property tax valuations to cushion
the impact of inflation. The assessment limitations are applied to classes of property as
follows:

» For agricultural, residential, commercial, and industrial classes of real estate, the
taxable valuation for each class is limited to 4.0% annual Statewide growth from
revaluation. In addition, the percent of growth from revaluation is to be the same for
agricultural and residential property.

» For utility property, the taxable valuation is limited to 8.0% annual Statewide growth
from revaluation.

» For railroad property, the assessed valuation is adjusted by the lowest of the
assessment limitation percentages for commercial, industrial, and utility property to
determine the taxable valuation.
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An assessment limitation percentage is applied uniformly to each assessed value in the
State for a class of property. Even though the State’s total taxable value will increase
by only the allowed percent of growth, the taxable values for individual properties will
change by different percentages. Figure 7 shows historical rollback adjustments due to
the assessment limitation.

Figure 7
Percent of Property Valuation after Rollback Adjustment

Assessment
Year Agricultural  Residential Commercial Industrial Utilities Railroads
1993 100.0000% 68.0404%  100.0000%  100.0000%  100.0000%  100.0000%
1994 100.0000% 67.5074%  100.0000%  100.0000% 97.2090% 97.2090%
1995 100.0000% 59.3180% 97.2824%  100.0000%  100.0000% 97.2824%
1996 100.0000% 58.8284%  100.0000%  100.0000%  100.0000%  100.0000%
1997 96.4206% 54.9090% 97.3606%  100.0000%  100.0000% 97.3606%
1998 100.0000% 56.4789%  100.0000%  100.0000%  100.0000% 0.0000%
1999 96.3381% 54.8525% 98.7732%  100.0000%  100.0000% 98.7732%
2000 100.0000% 56.2651%  100.0000%  100.0000%  100.0000%  100.0000%
2001 100.0000% 51.6676% 97.7701%  100.0000%  100.0000% 97.7701%
2002 100.0000% 51.3874%  100.0000% 100.0000%  100.0000%  100.0000%

Tax Increment Financing (TIF)

A Tax Increment Finance (TIF) area is established when a city or county adopts a
resolution establishing an urban renewal project or a community college adopts a jobs
training project. The taxable value of the TIF area in the year prior to the establishment
of the TIF becomes the base value. The property tax revenue from the base value is
distributed to all taxing entities. Any growth above the base is called the incremental
value. The property tax revenue on the incremental value goes to the TIF project.

As directed by the 2000 General Assembly in HF 776 (Urban Renewal Act) a
comprehensive review of the use of Tax Increment Financing (TIF) is in progress. The
legislation required that the Department of Management (DOM) collect a number of data
items regarding the level and use of TIF by cities and counties. The DOM is required to
provide the data to the Legislative Fiscal Bureau (LFB) for analysis and report to the
General Assembly. The original statutory deadline for the submittal of the information to
the DOM was September 30. Due to a number of technical issues, this date was not
met the first year (1999). Senate File 2459 (Urban Renewal Financial Report Act),
passed by the 2000 General Assembly, changed the annual filing deadline to December
1. Senate File 2459 also stipulated that if a municipality has not filed an annual report
with the State by December 1, the county treasurer would withhold disbursement of tax
increment revenues to the municipality. Currently, the DOM is gathering the information
and working with the LFB.
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An Issue Review, “Tax Increment Financing (TIF),” issued July 31, 1997, provides
additional details on TIFs and the impact on the State, local governments, and
taxpayers.
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FEDERAL FUNDING ISSUES

The 107th Congress was faced with the first budget deficit since Federal Fiscal Year
(FFY) 1997. While the surplus for FFY 2001 was $127.3 billion, the Treasury reported a
deficit for FFY 2002 of $158.5 billion. When the 107" Congress adjourned, it had not
finished consideration of the majority of the FFY 2003 budget
bills and instead passed a continuing resolution to fund the

ﬁﬁ federal government until the 108" Congress convenes. The new
| o Congress will be faced with decisions on holding down spending

for some domestic programs in order to provide the resources

needed to fund the military effort against terrorism. This may result in decreases to
some programs that provide lowa with funding.

o L
fl'ffl'l'l'fl'

Current estimates are that in State FY 2003 lowa will receive approximately $3.438
billion in federal funding. This is a decrease of $113.8 million (3.2%) compared to
actual State FY 2002 receipts. Over $1.582 billion (46.0%) of this amount will be
received by the Department of Human Services (DHS), primarily for the Medical
Assistance (Medicaid) Program, Food Stamps, Children’s Health Insurance, and Family
Investment Programs. Other departments that will receive large amounts of federal
funds include:

» $389.3 million for the Department of Education.
» $283.8 million for the Board of Regents Institutions.
» $306.7 million for the Department of Transportation.

» $481.1 million for the Department of Workforce Development.
For State FY 2004, it is anticipated that lowa will receive $3.416 billion in federal funds.
This would be a decrease of $22.0 million (0.6%) compared to estimated State FY

2003. Over $1.697 billion (49.7%) of this amount will be received by the DHS. Other
departments that will receive large amounts of federal funds include:

» $364.4 million for the Department of Education.
» $293.6 million for the Board of Regents Institutions.
» $261.7 million for the Department of Transportation.

» $435.0 million for the Department of Workforce Development.

The estimated State FY 2003 and FY 2004 figures for federal funds are likely to be
revised for a number of reasons, including:
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» Prior to adjournment, the 107" Congress passed a continuing resolution and is
currently funding most federal agencies at the level of the previous year. When the
108™ Congress completes budget work for FFY 2003, it is likely that various federal
programs will receive changes in allocations that will result in changes to estimated
receipts for states.

» Some departments historically underestimate the amount of federal funds they are
likely to receive to ensure a conservative approach to planning expenditures.

» A number of adjustments are made each time the books are closed on a federal
fiscal year. This could result in reversion of unexpended federal funds and, where
federal law allows, the carry-forward of federal funds into the next fiscal year.

» Rule changes in many federal programs take time to be finalized and published, and
those changes could impact the amount of funds states will receive and the
distribution of the available funds.

Normally, by November of each year, the Federal Funds Information Service (FFIS)
provides an analysis of some of the major federal grant programs and estimated
allocations for each state. However, as Congress has not completed work on all
appropriations bills and the federal government is operating on a continuing resolution,
that analysis will not be available until the FFY 2003 budget is finalized. Eleven of the
13 appropriations bills for FFY 2003 have still not been completed and are rolled into an
omnibus bill currently in conference committee. As soon as the bills are passed and
FFIS completes its state funding breakdown, the level of funding that lowa can expect to
receive will be made available.

According to the National Conference of State Legislatures (NCSL), due

[
to the aftermath of September 11, 2001, the 108th Congress and the Wi
President will have to continue to confront some major issues that will -t IH”Hl o

impact lowa, including:

» Homeland Security.
» The continued war against terrorism.
» The potential threat of bioterrorism.

> A sluggish economy.

The General Assembly may wish to review the following issues:

» Children’s Health Insurance Program (CHIP) — lowa received its first allotment of this
federal funding in October 1998. Unused funds for FY 1998 were scheduled to
revert in January 2001 to a federal pool for redistribution among states that have
exhausted their allotments. lowa had unused funds of $6.1 million for FY 1998 and
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$11.4 million for FY 1999. As a result of the Medicare, Medicaid, and SCHIP
Benefits Improvement and Protection Act, states with unused federal allotments
were allowed to continue availability of part of the unused funds. lowa was allowed
to keep $4.0 million of the unused FY 1998 allotment and $4.8 million from FY 1999,
in accordance with requirements of the federal Act. Effective October 1, 2002, lowa
had an unspent balance of $16.7 million from FY 1998, 1999 and 2000, which must
revert to the federal treasury. Congress has not finalized legislation that would allow
States to keep any portion of these unused funds. There are current Congressional
proposals that would allow States like lowa, which have unspent funds, to keep
those funds up to three years instead of one year. This would reduce the amount of
funds reverting to the federal funding pool for redistribution to other States. For
more information on this issue, please contact Sam Leto (281-6764) or Jennifer
Vermeer (281-4611).

> Temporary Assistance for Needy Families (TANF) — On September 30, 2002, the
authorization for receiving TANF federal funds ended. At this time,
Congress has not passed legislation to reauthorize funds for this ?
welfare reform initiative, which began on October 1, 1997. States
have been receiving TANF dollars under the authorization of
continuing resolutions since October 1, 2002. lowa has received $131.5 million
each year. Without this funding, the General Assembly may want to consider
providing other funds to maintain current cash assistance and services. For more
information on this issue, please contact Sam Leto (281-6764) or Jennifer Vermeer
(281-4611).

> Impact of the federal transportation funding legislation — The Transportation Equity
Act for the 21% Century (TEA-21) provides an increase of $565.3 million (42.8%) in
Highway Program funds over the six-year authorization period, compared to the six-
year apportionments made in the Intermodal Surface Transportation Efficiency Act of
1991 (ISTEA). The FFY 2003 Federal fund apportionments for public transit
assistance and aviation improvements are unknown at this time due to delay in
Congressional action. For more information on this issue, please contact Mary Beth
Mellick (281-8223).

» Federal Fiscal Year (FFY) 2002 supplemental appropriations:

The Emergency Management Division, Department of Public Defense, received
a Supplemental Funding Grant for FFY 2002. These funds were for three areas
of Emergency Management, including: State and Local All-Hazards Operational
Planning, Citizen Corps/Community Emergency Response Teams (CERT), and
EOC — Phase 1. The grants are 100.0% federally funded. The Planning and
Citizen Corps/CERT grants require a 75.0% pass-through to the local
governments.
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The Emergency Management Division received $1.0 million for State and Local
All-Hazards Operational Planning. The Division received $285,000 for the
Citizen Corps/CERT. The Division also received $50,000 for the evaluation of
the Emergency Operations Center (EOC). The grants are to be used for

evaluation and planning.

Emergency Operations Center — Phase 2 funds will be applied for in May of
2003. These additional funds, if received, will be used for enhancements and
upgrades to the current Center. According to the Stafford Act, any improvements
to an Emergency Operations Center would require a 50/50 cash or in-kind match.
Emergency Management is trying to get this changed to a 75/25 match. The
application for these additional EOC funds is due May 17, 2003. For more
information on this issue, please contact Jennifer Dean (281-7846).

The following chart shows what State agencies received Homeland Security
appropriations in State FY 2002 and FFY 2002.

lowa Homeland Security Appropriations FFY 2002 and SFY 2002

Receiving Entity Federal
Airport Security Public Defense $ 1,200,000
Animal Disease Surveillance & Response Agriculture and Land Stewardship 622,166
CDC - Public Health Preparedness Public Health 429,542
CDC - Public Health Preparedness (separate grant) Public Health 11,500,000
HRSA - Hospital/EMS Public Health 1,300,000
Emergency Responder Training Funds Cedar Rapids Institute 650,000
Emergency Management Performance Grant Emergency Management 764,330
Emergency Management Performance Grant Counties 836,190
Hazardous Materials Emergency Preparedness Emergency Management/passthrough 204,938
Terrorism Consequence Management Emergency Management 249,329
DOJ Domestic Preparedness Equipment Program 80% Locals/20% State 2,332,000
TOTAL $ 20,088,495

For further information on federal funds received by the Department of Public Defense

please contact Jennifer Dean (281-7846).

Some Executive Branch departments have not yet provided the full amount of federal
funds anticipated for FY 2004. Others will likely be revising estimates prior to the

release of the Governor’s budget recommendations, based on the any new federal

administrative rules that impact funding formulas or access to discretionary funds. If
departmental estimates are revised prior to the beginning of the Legislative Session, the
LFB will provide updated estimates in the budget documents that will be distributed to
the respective Appropriations Subcommittees.
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THE GOVERNOR’S PROPOSED
ADMINISTRATIVE REORGANIZATION

During the 2002 Legislative Session, the Governor proposed to reorganize a number of
administrative departments and agencies into a single new administrative agency, the
Department of Administrative Services. The proposed department would include the
following:

Information Technology Department
Department of General Services
Department of Personnel

lowa Communications Network

Accounting functions of the Department of Revenue and Finance

The General Assembly did not act on the proposed legislation as the bill was submitted
late in the session and the details on how the proposed agency would function had not
been clearly developed.

During the 2002 Interim, a work group including the Directors of the Departments of
Revenue and Finance and Management and Mary O’Keefe, a private sector expert in
reorganization, continued to refine the proposal. Additionally, a Subcommittee of the
Legislative Oversight Committee met with the Executive Branch work group several
times to review the details of the proposal and offer input.

The Governor is proposing the reorganization for FY 2004.

The initial goal of the reorganization is to merge core services currently provided to all
State agencies into one entity. The resulting department would include human
resources, training, purchasing, accounting, facilities, maintenance, vehicle fleet, mail,
printing, and information technology.

Entrepreneurial management would be added over a period of three to five years. The
goal would be to foster customer orientation and continuous cost control. According to
the work group, entrepreneurial management changes the focus from regulation to
quality service at lower cost. Under this approach, work units would be transformed into
one of two kinds of autonomous business units, including:

» Utilities — Work units with revolving funds functioning much like cooperatives, with
the internal customers as the guiding cooperative members, negotiating service
levels and rates, and benefiting from standardization and economies of scale.
Customers may be required to purchase a base-level of service, with additional
increments of service optional. Examples include e-mail, mainframe computer, and
procurement services.
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» Marketplace services — These work units function as relatively independent
business units within government, earning revenues from customers by being cost-
competitive and responsive. To the greatest extent possible, the enterprise is freed
of bureaucratic requirements and can build a business within state government,
including acquisition of work from other governmental jurisdictions. Conversely,
customers are free to choose providers, from the public or private sector. Examples
include printing/copying, collections, information technology applications
development, and recruitment.

These work units give up direct appropriations funding and in return
receive flexibility and freedom to operate as independent businesses
within state government. They are funded from fees assessed to the
customers. The customers have a greater say in the quantity and o
quality of services received and usually enjoy lower costs, which

enable them to improve efficiency and service quality for the lowans they serve.

If the General Assembly would decide to create a new, consolidated department, the
funding sources and revolving funds of the various entities would need to be moved to
the new department. The work group does not expect any immediate cost savings from
the reorganization since the budgets for the individual departments have already been
reduced over the past two years. The work group expects the reorganization will help
the new department carry-out the obligations of the current individual departments that
could go unmet without a more efficient provision of service.

The Governor is recommending a net appropriation of $18.3 million from the General
Fund. This is a net increase of $65,000 (0.4%) compared to estimated FY 2003. The
table below presents the estimated FY 2003 appropriation and the FY 2004 Governor’s
recommendation from the General Fund for each of the individual entities and provides
the amount of the change.

Estimated Gov. Rec. Gov. Rec.

Department Name FY 2003 FY 2004 vs FY 2003
la. Telecommunications & Technology Com. $ 1,002,356 $ 500,000 $ -502,356
Information Technology Department 2,909,748 2,967,323 57,575
Department of General Services 8,036,419 8,313,026 276,607
Department of Personnel 3,632,730 3,757,125 124,395
Accounting - Dept. of Revenue Finance 1,694,097 1,717,601 23,504
Total $ 17,275,350 $ 17,255,075 § -20,275

Standing Appropriations

Federal Cash Management $ 568,458 $ 550,000 $ -18,458
State Unemployment 353,000 450,000 97,000
Deferred Compensation Upgrade 49,671 56,501 6,830
Total Governor's Recommendation $ 18,246,479 $ 18,311,576 $ 65,097

For more specific information regarding the changes in the individual entities prior to
reorganization, please refer to the Administration and Regulation Appropriations
Subcommittee Summary.
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TOBACCO SECURITIZATION

On November 20, 1998, 46 states approved a settlement agreement with the four major
tobacco industry manufacturers comprising 99.4% of the United States cigarette market.
The manufacturers agreed to a settlement valued at $206.4 billion to be paid over 25
years to settle tobacco-related lawsuits filed by the states. The Master Settlement
Agreement covered 39 states that filed lawsuits and seven states that had yet to sue.
The settlement does not apply to the four states that previously settled lawsuits.

Industry Payments — The funding provisions of the settlement include:

» An annual industry payment in perpetuity to the 46 settling states plus $12.7 billion
for “up-front” payments. Up-front payments were distributed beginning in December
1998 and are scheduled to continue through January 2003. Annual payments will
total $195.9 billion through the year 2025 and will be adjusted annually for inflation
and according to cigarette sales volume. lowa’s total share will be approximately
$1.9 billion.

» $8.6 billion for a Strategic Contribution Fund, to be paid to states over a ten-year
period beginning April 2008, and to be allocated based on efforts expended to
resolve the state lawsuits against tobacco companies. lowa’s share will be
approximately $234.0 million.

» $50.0 million for an Enforcement Fund available to states to prosecute //‘
settlement violations. Payments will be made to a national escrow =
agent and made available to states as needed for prosecution.

» $1.45 billion for a sustained advertising program to counter youth tobacco use and
educate consumers about tobacco related diseases. Payments will be made to a
foundation that will use the funds to administer a national campaign.

» $250.0 million to develop programs to reduce teen smoking and substance abuse
and to prevent diseases associated with tobacco use. Payments will be made to a
foundation that will administer a national campaign.

lowa will receive approximately $1.9 billion (0.87%) of the total funds
allocated for distribution to the states. Annual payments to lowa initially
increase on an annual basis. From FY 1998 through FY 2001, lowa has o
received $144.4 million. Unadjusted payments for future fiscal years are:

» $155.1 million from FY 2002 to FY 2004

» $178.9 million from FY 2005 to FY 2007

» $189.4 million from FY 2008 to FY 2010

> $1.1 billion from FY 2011 to FY 2025
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The estimated receipts include strategic payments, receipts due from the Master

Settlement Agreement, and net litigation payments. The estimate ;Mk)&**
assumes an average annual decline in cigarette sales of 2.6% through —\/\ n
2004. The average annual decline for succeeding years is assumed to be ‘ﬁI

1.6%. Estimated payment amounts, however, may change significantly

once volume and inflation adjustments are computed. An inflation adjustment equal to
the greater of the Consumer Price Index or 3.0% is applied to each year’s annual
payment amount. A volume adjustment is also applied to each year's payment amount
to reduce payments if cigarette sales decrease compared to the 1997 sales volume.

2000 Legislative Session

The General Assembly made the following FY 2001 appropriations from tobacco
settlement funds: Healthy and Well Kids in lowa (Hawk-I): $235,000; Human Services’
Provider Rates: $26.3 million; Tobacco Cessation Programs: $9.3 million; Healthy
lowans 2010 Programs: $2.8 million; Substance Abuse Treatment: $11.9 million;
Community-Based Corrections Substance Abuse Treatment: $610,000; Savings
Account for Healthy lowans: $3.8 million; Transfer to the General Fund: $64.6 million.

The General Assembly enacted HF 2579 (Tobacco Securitization Act), creating the
Tobacco Settlement Authority with the Governing Board comprised of the Treasurer of
State, the State Auditor, and the Director of the Department of Management. The Act
began the process necessary for the State to sell its future tobacco settlement
payments due from the Master Settlement Agreement.

2001 Legislative Session

The General Assembly enacted the following Acts related to tobacco:

» SF 532 (Tobacco Securitization Act)

» SF 533 (Tobacco Settlement Trust Fund Act)

» SF 537 (Healthy lowans Tobacco Trust Fund Act)

» HF 413 (Teacher Compensation Reform and Student Achievement Act)
» HF 755 (FY 2002 Standing Appropriations Act)

» HF 742 (FY 2002 Infrastructure Appropriations Act)

Senate File 532, Tobacco Securitization Act, authorized securitization of the tobacco
settlement payments. The Act authorized the sale of approximately $600.0 million of
tax-exempt securities and $50.0 million in taxable securities for 30 years. Interest on
the proceeds remains in the Trust. The Act created the Tax-Exempt Bond Proceeds
Restricted Capital Fund Account. Funds within the Account are used for litigation
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payments, qualified capital projects, and certain debt service. The Act also created the
Endowment for lowa’s Health Account to hold net proceeds of any taxable or tax-
exempt bonds issued to provide funds for health-related programs, any portion of the
State’s tobacco settlement payments that are not sold to the Tobacco Settlement
Authority, and any other moneys appropriated to the Account. Senate File 532
transferred $55.0 million from the Endowment to the Healthy lowans Tobacco Trust for
health-related programs.

Senate File 533, Tobacco Settlement Trust Fund Act, redirected the State wagering tax
allocation to the Endowment for lowa’s Health Account and made General Fund
appropriations to the Endowment over a six-year period. The Act made the following
allocations from the State wagering taxes:

» FY 2002: $80.0 million

» FY 2003: $75.0 million

“\‘\\‘\\s

» FY 2004: $70.0 million

» FY 2005: $70.0 million
» FY 2006: $70.0 million

» FY 2007: $70.0 million

Prior to enactment of SF 533, these revenues were deposited in the Rebuild lowa
Infrastructure Fund (RIIF). The Act also made the following General Fund
appropriations to the Endowment:

» FY 2002: $7.2 million

» FY 2003: $27.1 million
» FY 2004: $28.3 million
» FY 2005: $29.8 million
» FY 2006: $29.6 million

» FY 2007: $17.8 million

Senate File 537, Healthy lowans Tobacco Trust Fund Act, appropriated a total of $60.3
million to the Departments of Human Services, Public Health, Corrections, and
Education for health-related initiatives. Of the $60.3 million, $57.2 million was
appropriated from the Healthy lowans Tobacco Trust Fund and $3.1 million from the
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Savings Account for Healthy lowans. The Act transferred the FY 2001 ending balance
of the Savings Account for Healthy lowans to the Healthy lowans Tobacco Trust Fund,
and also directed the reversions from the FY 2001 appropriations to the Fund. The FY
2002 beginning balance in the Healthy lowans Tobacco Trust Fund was $11.3 million.

House File 413, Teacher Compensation Reform and Student Achievement Act,
appropriated $40.0 million from the Endowment for lowa’s Health
"H'!!',"'ﬁ!, %] Account to the Student Achievement and Teacher Quality
'- ,-ji-“’ Program. The amount of monthly payments needed to implement
the teacher salary increases were $3.5 million over nine months.
This amounts to a total of $31.5 million. The remaining $8.5

million was used for a variety of other education programs.

House File 755, FY 2002 Standing Appropriations Act, appropriated $17.9 million from
the bond proceeds of the Tobacco Settlement Trust Fund. The appropriations included
$10.6 million for attorney litigation payments and $7.2 million for FY 2002 debt service
payments for the lowa Communications Network (ICN), Board of Regent’'s Academic
Revenue Bonds, and Prison Debt Service. In prior years, these payments were made
from the General Fund and the Prison Infrastructure Fund.

House File 742, FY 2002 Infrastructure Appropriations Act, appropriated . oy
$107.0 million from the tax-exempt bond proceeds of the Tobacco D ICN
Settlement Trust Fund for numerous infrastructure projects. ;

2001 Interim

The Tobacco Settlement Authority hired the investment banking firms of Solomon Smith
Barney, Senior Manager, and Bear Stearns, Co-Senior Manager. Other firms serving
as co-managers included Merrill Lynch, First Albany, Morgan Stanley, Lehman
Brothers, US Bancorp, Piper Jaffrey, A.G. Edwards, and Goldman Sachs. Other
members of the financial team, hired in the 2000 interim, included financial advisor
Public Financial Management; the partnership of Hawkins, Delafield & Wood in
conjunction with Ahlers, Cooney, Dorweiler, Haynie, Smith, and Allbee, P.C. as special
counsel; and the Dorsey and Whitney Law Firm as legal counsel. The financial team’s
compensation was contingent upon securitizing tobacco payments.

The Tobacco Settlement Authority sold $644.2 million in securities in October 2001.
The $644.2 million represents approximately 78.0% of receipts due to lowa under the
Master Settlement Agreement. The Series 2001 A bonds were a $40.0 million issue.
These are federal taxable bonds with the yield estimated to be 6.8%. Proceeds of this
unrestricted issue were deposited into the Endowment for lowa’s Health Account. The
Series 2001 A bond proceeds were distributed as follows:

» $39.6 million deposited into the Endowment for lowa’s Health Account.

> $330,000 for the underwriter’s discount.
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> $1 19,000 for the costs of issuance.

The Series 2001 B bonds were a $604.2 million issue with an original discount of $9.3
million. These are federal tax-exempt bonds and are split as follows:

» $61.3 million serial bonds with a yield ranging from 4.6% to 4.9%.

» $205.8 million medium term bonds with a yield of 5.5%.

» $337.1 million long term bonds with a yield of 5.7%.

The Series B bonds proceeds are distributed as follows:

» $139.7 million for refunding and defeasance purposes.

» $374.4 million for capital projects over the next six years, including FY 2002.
» $25.5 million for attorney fees related to the Master Settlement Agreement.
» $200,000 for the operating expenses of the Tobacco Settlement Authority.
» $48.1 million for the Debt Service Reserve Account.

» $5.0 million for the underwriter’s discount.

» $1.8 million for the costs of issuance.

> $200,000 for costs related to enforcing the Master Settlement.

2002 Legislative Session

The 2002 General Assembly passed several Acts which impacted the Endowment, the
Restricted Capital Fund, and the Healthy lowans Tobacco Trust:

» Senate File 2304, FY 2002 Budget Adjustment Act, made an across-the-board
reduction of 1.0% for FY 2002 that reduced the General Fund appropriation to the
Endowment by $72,000. The Act transferred $15.0 million in wagering tax receipts
from the Endowment to the General Fund and transferred $7.0 million from the
Endowment to the General Fund.

» House File 2245, FY 2002 Medicaid Supplemental Appropriations Act, appropriated
$2.5 million from the Endowment to the Department of Human Services for
Medicaid.
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» House File 2075, FY 2002 Endowment Reimbursement Act, committed future
General Fund receipts for reimbursing the Endowment up to $91.5 million for several
appropriations made by the 2002 General Assembly.

» House File 2615, FY 2003 Healthy lowans Tobacco Trust Appropriations Act,
transferred $9.0 million in FY 2003 wagering tax receipts from the Endowment to the
Healthy lowans Tobacco Trust. The Act also eliminated the FY 2003 General Fund
appropriation of $27.1 million to the Endowment.

» Senate File 2315, FY 2003 School Foundation Aid Act, appropriated $20.0 million
from the Endowment’s FY 2003 wagering tax allocation for School Foundation Aid.
The General Fund appropriation for School Foundation Aid was reduced by $20.0
million.

» House File 2623, FY 2003 Salary Adjustment Act, amended SF 2315 to eliminate
the requirement that the first $20.0 million in wagering tax receipts be transferred to
the General Fund. The money was transferred, but it was no longer required to be
the first $20.0 million. This action was taken due to cash flow concerns.

» House File 2614, FY 2003 Infrastructure Appropriations Act, appropriated $16.8
million from the Endowment’s wagering tax allocation for the Board of Regent’s
Tuition Replacement.

» Senate File 2317, Tobacco Settlement Enforcement Act, provided a FY 2002
supplemental appropriation of $945,000 to the Treasurer of State for payment of
litigation fees incurred pursuant to the Master Settlement Agreement. The
appropriation was made from the tax-exempt bond proceeds of the Restricted
Capital Fund.

» House File 2627, FY 2003 Second Omnibus Appropriations Act, transferred $9.0
million from the Endowment to the General Fund.

» House File 2625, FY 2002 Adjustments and Transfers Act, increased the amount of
money to be repaid to the Endowment from $91.5 million to $93.5 million.

Future Funding Issues

The Endowment for lowa’s Health Account was originally envisioned to be used as a
stable funding source for future appropriations related to health care programs. The
transfers, deappropriations, and appropriations made from the Endowment reduced its
long-term earnings potential. The General Assembly has committed future General
Fund receipts to repay the Endowment for transfers, deappropriations, and
appropriations made during the 2002 Legislative Session. This action limits future
General Assembilies’ ability to set funding priorities. Another item that impacts the
General Fund in the future is that the Restricted Capital Fund must be expended by the
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end of FY 2007. Once this Fund is depleted, certain debt service payments (prison
infrastructure bonds and a portion of the Regent’s Academic Revenue Bonds) will need
to be paid from an alternative funding source, such as the General Fund.

Endowment Cash Flow Issues

The primary function of the Endowment is to provide a stable funding source for health-
related programs. Under current law, the Endowment provides a standing
appropriation, starting at $55.0 million in FY 2002, to the Healthy lowans Tobacco Trust.
This appropriation from the Endowment to the Trust is statutorily increased by 1.5%
annually. In turn, the General Assembly appropriates funds from the Healthy lowans
Tobacco Trust for a variety of health-related programs.

In order for programs funded from the Healthy lowans Tobacco Trust to operate
uninterrupted throughout the fiscal year, attention needs to be given to the timing of
receipts. The majority of the dedicated revenue sources (i.e., wagering taxes and
residual payments) will not begin to be received until approximately December 2002.
Therefore, for the first six months of the fiscal year, the Endowment must rely primarily
on the balance brought forward from the previous fiscal year to cash-flow the
appropriation to the Healthy lowans Tobacco Trust. The FY 2003 beginning balance of
$22.5 million is lower than originally projected due to the transfers, deappropriations,
and appropriations made from the Endowment during the 2002 Legislative Session.
Any future decisions to alter revenues and expenditures should include an analysis of
the monthly cash flow of the Endowment.

Restricted Capital Fund

The General Assembly will have approximately $90.0 million available to appropriate for
capital projects in FY 2004. This maintains approximately the same level of funding for
capital projects that was appropriated in FY 2003. Fiscal Year 2004 will likely be the
last year that a significant amount of funding will be available for capital projects until at
least FY 2008. In FY 2008, the wagering tax allocation that is currently deposited into
the Endowment for lowa’s Health Account will be deposited into the RIIF and available
for capital projects.

Governor’s Recommended Changes to the Endowment for lowa’s Health Account

% The Governor is recommending the deappropriation of the FY 2004 General Fund
appropriation of $28.3 million. The funds will remain in the General Fund.

% The Governor is recommending the transfer of $34.0 million from the FY 2004
revenues deposited into Endowment to the General Fund.

< The Governor is recommending the transfer of an additional $5.6 million from the
Endowment to the Healthy lowans Tobacco Trust Fund for FY 2004. This is in
addition to the $56.7 million that will be appropriated to the Trust Fund for FY 2004.
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The following table shows the effect of the Governor's recommendation on the balance
of the Endowment for lowa’s Health Account.

Tobacco Settlement Trust Fund
Endowment for lowa's Health Account
(Dollars in Millions)

Actual Estimated Gov. Rec.
FY 2002 FY 2003 FY 2004
Resources
Balance $ 0 $ 225 §$ 17.2
Bond Proceeds 39.6 0 0
General Fund Transfers 7.2 271 28.3
Deappropriation 0 -27.1 -28.3
Wagering Tax Allocation 80.0 75.0 70.0
22% of MSA Payment 14.0 13.8 14.9
Tobacco Settlement Residuals 0 15.3 12.2
Interest Earned 1.3 1.2 0.5
Total $ 1420 $ 1279 $ 114.8
Appropriations
Healthy lowans Tbco Trust Appropriation $ 550 $ 558 §$ 56.7
Transfer to Healthy lowans Tbco Trust 0 9.0 5.6
Transfer to General Fund 22.0 9.0 34.0
Student Achievement/Teacher Quality Act 40.0 0 0
School Aid Appropriation 0 20.0 0
Tuition Replacement 0 16.8 0
Medicaid Supplemental 2.5 0 0
Total $ 1195 $ 1107 $ 96.3
Ending Balance $ 225 $ 172  § 18.6

The balance sheet above differs from the Governor's Budget in Brief due to:

1. The Budget in Brief shows $5.4 million as a reversion in FY 2002. These funds did not revert.
Rather, they are encumbered for the purpose for which they were appropriated: Student
Achievement and Teacher Quality. Therefore, the FY 2003 beginning balance is $5.4 million less
than indicated in the Governor's Budget in Brief.

2. Interest earned in FY 2002 is $200,000 more than indicated in the Budget in Brief.

3. Interest earned in FY 2003 is $600,000 more than the Budget in Brief.

4. FY 2003 Tobacco Settlement Residuals are projected to be $400,000 more than the amount
included in the Governor's Budget in Brief due to updated information concerning the timing of
the residual payments due to the State.

5. FY 2004 Tobacco Settlement Residuals are projected to be $2.9 million more than the amount
included in the Governor's Budget in Brief due to updated information concerning the timing of
the residual payments due to the State.

6. FY 2004 MSA Payments are projected to be $2.7 million more than the amount included in the
Governor's Budget in Brief due to updated information concerning the timing of the payments
due to the State.
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MEDICAL ASSISTANCE PROGRAM (MEDICAID)

Medicaid is a Medical Assistance Program funded jointly by State and federal funds to
provide health care services to people with low-income and few resources. Medicaid
covers low-income people that are also aged, blind, disabled, pregnant, children under
age 21, or members of families with dependent children. For Federal Fiscal Year 2003,
the federal matching rate is 63.50%.

lowa’s Medical Assistance Program

The lowa Medicaid Program covers individuals at various levels of income as allowed
under federal law. The graph below shows the maximum income level for children,
pregnant women, adults with dependent children, people receiving Supplemental
Security Income (SSI), the Medicare Savings Program, and the Medically Needy
Program. The income levels are based on the percentage of the Federal Poverty Level.
The Federal Poverty Level is calculated annually by the federal government and varies
by the size of the household. The Federal Poverty Level for a family of 4 is $18,108.
Table 1 describes the income eligibility by percent of the Federal Poverty Level.

Table 1
Medicaid Eligibility by Income Levels
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In FY 2002, Medicaid served 333,319 lowans. Of this amount, 50.7% were children,
37.8% were adults aged 18-64, and 11.6% were over age 65. State expenditures
totalled $521.9 million, which were matched by approximately $1.3 billion in federal
funds, for a total of $1.8 billion in expenditures. Of the total expenditures, 22.2% was
for children, 49.1% was for adults aged 18-64, and 28.8% was for adults over age 65.
While children account for approximately half of the enroliment, they consume less than
one-fourth of Medicaid resources. Adults over age 65, on the other hand, account for
11.6% of enroliment but utilize 28.8% of expenditures.
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State and Federal Medicaid Expenditures
Medicaid programs throughout the nation have been experiencing significant growth

due to slow economic conditions. Table 2 shows the enrollment growth over the past
three years. Enrollment began to increase significantly around December 2000.

Table 2
Medicaid Enroliment
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In lowa, Medicaid expenditures increased by 12.2% in FY 2002. This resulted in the
need for multiple supplemental appropriations totaling $57.5 million from a combination
of non-General Fund sources. Actual State expenditures for FY 2002 were $516.0
million from a combination of State funding sources.

For FY 2003, Medicaid is projected to continue to grow. Enrollment has increased by
3.9% over the six-month period from June 2002 to December 2002. The FY 2003
appropriation is $500.9 million, including $377.2 million from the General Fund, $66.7
million from the Senior Living Trust Fund, $38.5 million from the Healthy lowans
Tobacco Trust Fund, $12.0 million from the Hospital Trust Fund, and $6.6 million from
Property Tax Relief. The total State appropriations for FY 2003 are $15.1 million less
than the amount expended in FY 2002.

The FY 2003 appropriation is not projected to be sufficient to cover the growth in the
Program. The staffs of the Department of Management, the Department of Human
Services, and the Legislative Fiscal Bureau meet monthly to discuss current enroliment
and expenditure data in the Medicaid Program and set a range for the projected FY
2003 shortfall. At the January 2003 meeting, the group agreed to a range of $55.0 to
$67.0 million for the FY 2003 shortfall. The Governor is recommending a FY 2003
supplemental appropriation of $57.1 million in combined State funds. This consists of
$41.5 million from the General Fund, $8.6 million from the Senior Living Trust Fund, and
$7.0 million from the Hospital Trust Fund.

For FY 2004, the three staffs agreed to a range of $78.0 million to $110.0 million

compared to the original FY 2003 appropriation. The Governor is recommending an
increase of $52.0 million for FY 2004 compared to the original FY 2003 appropriation.
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This $52.0 million is significantly less than the $78.0 million to $110 million range
agreed to by the three staffs and $5.1 million less than the recommended FY 2003
supplemental. The Governor is also recommending a shift in the funding sources for
the Program. This results in a General Fund decrease of $15.5 million, a Healthy
lowans Tobacco Trust Fund decrease of $1.2 million, a Senior Living Trust Fund
increase of $65.6 million, and a Hospital Trust Fund increase of $3.0 million compared

to the original FY 2003 appropriation.
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CHILDREN’S HEALTH INSURANCE PROGRAM

The federal Balanced Budget Act of 1997 (HR 2015) created
the Children’s Health Insurance Program (CHIP), under Title
XXI of the Social Security Act, to enable states to provide
health coverage to uninsured, low-income children.

T

T
T

lowa’s Children’s Health Insurance Program

lowa’s chosen option for implementing the Program is a combination of Medicaid
expansion and the Healthy and Well Kids in lowa (hawk-i) Program. House File 2517
(Healthy and Well Kids in lowa Program Act) expanded Medicaid coverage for children
to 133.0% of the Federal Poverty Level effective July 1, 1998, and created the hawk-i
Program for children in families with incomes up to 185.0% of the Federal Poverty Level
effective January 1, 1999. House File 2555 (FY 2001 Tobacco Settlement Fund
Appropriations Act) expanded the hawk-i Program to provide coverage for children with
family incomes ranging from 185.0% to 200.0% of the Federal Poverty Level effective
July 1, 2000.

The following graphic indicates by Federal Poverty Level and age group which Program
options cover eligible low-income children:

200.0% A

150.0% A

100.0% 185.0%
133.0%
50.0% - 100.0%

37.0%

Federal Poverty Level

0.0% ‘ ‘ ‘
Ages 0<1 Ages 1-5 Ages 6-14 Ages 15-18
Age Groups of Eligible Children

O Medicaid Before CHIP [0 Medicaid Expansion hawk-I

The Department of Human Services (DHS) estimates that 32,500 children have no
health insurance coverage in the State. As of June 30, 2002, 26,000 children had
enrolled in lowa’s Children’s Health Insurance Program, with approximately 12,200
(47.0%) enrolled in the Medicaid expansion and 13,800 (53.0%) enrolled in the hawk-i
Program. The FY 2003 appropriation for the Children’s Health Insurance Program was
based on 25,600 children being enrolled in the Program by the end of FY 2003. For FY
2002, the actual enroliment was higher than projected in the budget for FY 2003.
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State and Federal Funds Appropriated

The FY 2003 General Fund appropriation for the Program is $11.4 million. The DHS is

also expected to expend $2.2 million of funds carried forward in the hawk-i Trust Fund

and $0.2 million from the Tobacco Trust Fund. **For FY 2004, the Governor is

recommending a total of $15.2 million in state funds for the hawk-i State
g A match, including $11.9 million from the General Fund, $0.2 million from

.y w9 the Tobacco Trust Fund and $3.2 million of carry forward funds in the

hawk-i Trust Fund. This recommendation reflects an increase of $0.4
million from the General Fund and an increase of $1.0 million in hawk-i
Trust Fund carry forward monies. The State match of $15.2 million is eligible for a
federal match of $45.2 million, for total FY 2004 funding of $60.5 million.

lowa was one of 39 states reverting federal funds to the Children’s Health Insurance
Program redistribution account in January 2001. Federal legislation allowed states
three years to spend each year’s federal allocation. lowa received its first federal
allotment in October 1997, and had unspent balances of $6.1 million of the federal FY
1998 allotment and $11.4 million of the federal 1999 allotment. Federal statute
authorizes the redistribution and retention of unused allotments that would otherwise
revert. lowa was allowed to retain $4.0 million of the unspent 1998 balance and $4.8
million of the unspent 1999 balance. As of October 1, 2002, lowa had an unspent
balance of $16.7 million from FY 1998, FY 1999, and FY 2000, that must be returned to
the federal treasury.

Implementation Issues

The General Assembly may wish to consider the following issues:

> Buy-in options for low-income parents or families above 200.0% of
the poverty level. 6@

> Simplification of the application process, including electronic

application. Health
Insurance

> Presumptive eligibility to provide immediate coverage for applicants
until actual eligibility can be determined.

> Coverage for special needs children.

> Coverage of unborn children, including pre-natal care for pregnant women, pursuant
to new federal regulations published October 1, 2002.
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SENIOR LIVING TRUST FUND

The Senior Living Trust Fund was established by the 2000 General Assembly
to receive deposits from intergovernmental transfers that resulted from the
State’s ability to draw down federal matching funds calculated as if all nursing
facilities in the State are reimbursed at the federal Medicare
rate. The federal Medicare rate is higher than the lowa

Medicaid rate.

Section 249H.2(2), Code of lowa, specifies that the goal of the '_{
Senior Living Program is to create a comprehensive long-term care 3
system that is consumer-directed, provides a balance between the alternatives of
institutional and non-institutional services, and contributes to the quality of the lives of
lowans. Appropriations from the Fund have been used to fund other Medicaid long-
term care expenses.

The 2002 General Assembly established a Pending Senior Living Trust Fund in HF
2625 (FY 2002 Adjustments and Transfers Act) to receive funds from intergovernmental
transfers for the Senior Living Program that were not yet approved for expenditure by
the federal Centers for Medicare and Medicaid Services (CMS). The Act required the
funds be transferred to the Senior Living Trust Fund when approved by the CMS. In
December 2002, revenues totaling $166.9 million were approved for expenditure.

The General Assembly appropriated a total of $84.5 million from the Senior Living Trust
Fund to supplement the Medical Assistance Program (Medicaid) in FY 2002 and FY
2003. The 2002 General Assembly made the following provisions for repayment of the
Fund:

» House File 2245 (FY 2002 Medicaid Supplemental Appropriations Act) required the
remaining FY 2002 Hospital Trust Fund balance, after the appropriation to Medicaid,
be transferred to the Senior Living Trust Fund. In June 2002, $13.2 million was
transferred to the Fund.

» House File 2627 (FY 2003 Second Omnibus Appropriations Act) required all FY
2002 State funds remaining from Medicaid be transferred to the Senior Living Trust
Fund. In September 2002, $6.0 million was transferred to the Fund.

» House File 2627 also requires all FY 2003 State funds remaining from Medicaid be
transferred to the Senior Living Trust Fund.

» House File 2075 (FY 2002 Endowment Reimbursement Act) requires the transfer of
$51.5 million in future excess revenues for the Economic Emergency Fund to the
Senior Living Trust Fund, after the Economic Emergency Fund has reached its
maximum balance as required by the Code of lowa, and the first $40.0 million of
excess funds are transferred to the Endowment for lowa’s Health Account. The
current estimate assumes this repayment of the Senior Living Trust Fund will not
occur before FY 2008.
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**Governor's Recommendations for the FY 2003 Supplemental and FY 2004
Senior Living Trust Fund Appropriations

For FY 2003, the Governor is recommending a supplemental appropriation of $8.6
million for the Medical Assistance Program (Medicaid).

For FY 2004, the Governor is recommending appropriations totaling $161.9 million from
the Senior Living Trust Fund for the Department of Human Services (DHS), the
Department of Elder Affairs, and the Department of Inspections and Appeals as follows:

% $ 101.6 million to the DHS to supplement the Medical Assistance Program
(Medicaid). This an increase of $65.6 million compared to estimated FY 2003.

» $30.0 million to the DHS for nursing facility provider reimbursements due to the
phase-in of a case-mix reimbursement system that reimburses nursing facilities
based on acuity levels of residents. This is no change compared to estimated FY
2003.

» $20.0 million to the DHS for nursing facility conversion grants. This is an increase of
$17.4 million compared to estimated FY 2003. For FY 2003, the General Assembly
placed a moratorium on nursing facility conversion grant funds, which are used to
convert nursing facility beds to assisted living or for the development of long-term
care service alternatives. House File 2613 (FY 2003 Senior Living Trust Fund and
Hospital Trust Fund Appropriations Act) permitted any unspent FY 2002 conversion
grant funds to carry-forward into FY 2003. The DHS carried forward $2.6 million into
FY 2003.

» $1.7 million to the DHS to provide rent subsidy and reimbursements for home and
community-based services under the Medicaid Elderly Waiver. This is no change
compared to estimated FY 2003.

< $7.2 million to the Department of Elder Affairs for the Senior Living Program. The
majority of the funding is passed through to the 13 local Area Agencies on Aging to
provide for non-Medicaid home and community-based services for seniors, such as
personal care, homemaker, chore, respite, and meals on wheels that are designed
to delay the use of institutional care by seniors with low and moderate incomes.
This is an increase of $586,000 compared to estimated FY 2003.

< $1.4 million to the Department of Inspections and Appeals for the oversight of
assisted living programs and to establish and implement an oversight system for
adult day care. This is a new appropriation for FY 2004.

——

0
()
-

» The Senior Living Trust Fund is a time-limited revenue source, and it is
estimated that deposits to the Fund will cease after the first quarter of
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FY 2004 due to the phase-out of this intergovernmental transfer mechanism. The
following table provides projections for the Fund based on the Governor’s
recommendations that include the gradual phase out of the use of the Fund to

supplement Medicaid beginning in FY 2005.

SENIOR LIVING TRUST FUND - GOVERNOR'S RECOMMENDATIONS - FY 2003 THROUGH FY 2009
(Dollars in Millions)
Actual Actual Est. Gov's Rec. Projected Projected Projected Projected Projected
FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Revenues
Beginning of SFY Fund $ 00 $ 609 $ 1270 $ 3365 $ 2058 $ 976 $ 348 $ 182 $ 9.6
Intergovt Transfer 95.6 129.9 120.6 246 2.0 2.0 2.0 2.0 2.0
Intergovt Transfer (Hospital Trust Fund) 0.0 13.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Medicaid Transfer 0.0 6.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pending Fund Transfer 0.0 0.0 166.9 0.0 0.0 0.0 0.0 0.0 0.0
Interest 3.8 4.4 7.5 6.5 3.7 1.8 0.7 0.4 0.2
Total Revenues $ 994 $ 2144 § 4220 $ 3676 $ 2115 § 1014  § 374 § 206 $ 11.8
Expenditures
NF Conversion/LTC Service Grants $ 05 § 79 $ 26 $ 200 $ 200 $ 200 $ 90 § 00 §$ 0.0
DHS Service Delivery
Assisted Living Rent Subsidy 0.0 0.1 0.7 0.7 0.7 0.7 0.7 0.0 0.0
HCBS Elderly Waiver 0.0 0.7 0.7 0.7 0.7 0.7 0.7 0.0 0.0
NF Case Mix and Price Methodology 33.7 24.8 30.0 30.0 30.0 30.0 30.0 0.0 0.0
Medical Assist. Program (Medicaid) 0.0 48.5 36.0 36.0 36.0 36.0 36.0 0.0 0.0
Gov's Rec. to Supplement Medicaid 0.0 0.0 8.6 8.6 8.6 8.6 8.6 0.0 0.0
Gov's Rec. to Offset Medicaid 0.0 0.0 0.0 57.0 57.0 57.0 57.0 0.0 0.0
Gov's Rec. to Phase Out Medicaid Use 0.0 0.0 0.0 0.0 -48.0 -96.0 -133.3 0.0 0.0
DHS Administration & Contracts 0.3 0.0 0.3 0.3 0.3 0.3 0.3 0.0 0.0
DEA Service Delivery & Administration 4.1 5.3 6.6 7.2 71 7.7 8.4 9.1 9.9
DIA Asst'd Living & Adult Day Care 0.0 0.0 0.0 1.4 15 1.6 1.8 1.9 21
Total Expenditures $ 385 § 873 § 854 § 1619 § 1139 § 666 $ 192 $ 110 §$ 11.9
Ending Trust Fund Value $ 609 $ 1270 $ 3366 $ 2058 $ 976 $ 348 $ 182 §$ 96 $ -0.1
The sum of the numbers may not equal totals due to rounding.
Key:
NF = Nursing Facility HCBS = Home & Community Based Services DIA = Department of Inspections & Appeals
LTC = Long-Term Care DEA = Department of Elder Affairs
I
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SENIOR ISSUES

According to the 2000 U.S.
Census, lowa has an increasing
proportion of individuals aged
60 and over. The State’s
population is an estimated 3.0
million with approximately
555,000 (19.0%) aged 60 and
over and approximately
436,000 (14.9%) aged 65 and
over. lowa’s proportion of older
adults in the State population
ranks fourth in the nation and
exceeds that of the nation as a
whole.

Age Categories for lowa's Senior Population
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While some states such as Florida have a higher overall older population, lowa ranks
second in the nation in the percentage of individuals aged 85 and older who are
considered to be the oldest old in the nation. As a result, lowa is more likely to have a
higher number of seniors with frail health status compared to states with larger, but
younger overall populations of seniors. lowa seniors aged 85+ are more likely to live
alone, have annual incomes below $10,000, and are more frequently women. In
addition, lowa ranks fourth in nation in the percentage of individuals aged 75 and older
and fifth in the nation in the percentage of individuals aged 65 and older.

The growth of lowa’s older
population was slower in the
1990’s due to the relatively small
number of babies born
nationwide during the Great
Depression. As the Baby Boom
Generation reaches age 65,
lowa’s older population is
projected to increase significantly
between the years 2010 and
2030. By the year 2025, the
federal Administration on Aging
estimates that lowa’s population
of individuals aged 65 and older

Projections for lowa's Senior Population
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will be 686,000, an increase of 250,000 (57.3%) compared to the year 2000. As this
growth occurs, the demand for services and housing options that promote
independence for seniors is also likely to increase. As a result, access to less
expensive home and community-based services is likely to continue as a viable
alternative to institutional care both in terms of consumer choice and as a method of

cost containment for the State.
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2002 Legislative Interim

During the 2002 Interim, the Legislative Oversight Committee examined the following
issues relating to seniors:

» Assisted Living Regulation - On April 19, 2002, the Governor ordered the
oversight of lowa’s assisted living programs be transferred from the Department of
Elder Affairs to the Department of Inspections and Appeals. The two Departments
now have a shared services agreement pursuant to Chapter 28E, Code of lowa.
Under the agreement, the Department of Inspections and Appeals monitors
programs and conducts complaint investigations and the Department of Elder Affairs
has responsibility for certification and enforcement actions. At
this time, fines are not levied as part of enforcement and the
suspension or revocation of a certification is the only
enforcement action that may be taken.

The Department of Inspections and Appeals has determined
in at least one case that certain tenants in an assisted living
program had declined in health status over time and required
a higher level of care than the program was certified to provide. Currently, lowa
assisted living programs are based on a social model of care defined under Chapter
231C, Code of lowa, and may only provide licensed nursing services on an
intermittent basis. In order to provide 24-hour nursing care, the programs would
need to be licensed nursing facilities that are based on a medical model of care and
regulated under Chapter 135C, Code of lowa.

In order to provide more definitive guidelines for determining whether an assisted
living program is providing a higher level of care than allowed, the Department of
Elder Affairs has amended the administrative rules related to these programs and
has established benchmarks to assist in determining whether a transfer to a higher
level of care is necessary.

The Governor is recommending an appropriation of $754,000 and 3.0 FTE positions
from the Senior Living Trust Fund to the Department of Inspections and Appeals to
continue the oversight of assisted living programs, which is an increase of $268,000
compared to estimated FY 2003. For FY 2004, this is a new appropriation for the
Department of Inspections and Appeals. For FY 2003, it is anticipated that the
Department of Elder Affairs will transfer $486,000 and 3.0 FTE positions to the
Department of Inspections and Appeals from funds appropriated from the Senior
Living Trust Fund. In addition, assisted living program certification fees are placed in
a fund to be used for these oversight activities. As of January 24, 2003, the balance
of the fund was $234,000.

Adult Day Care Regulation - The 2001 General Assembly passed HF 655
(Adult Day Service Oversight Establishment Act) that directed the Department of
Elder Affairs to implement a system of oversight for the adult day service industry
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by July 1, 2002, or at such time as the General Assembly appropriated sufficient
funds. The Act did not include an appropriation for FY 2002, no appropriation
was made for FY 2003, and the Department is not requesting funding for FY
2004.

Adult day service providers are not required to register with the State, therefore,
no records of the actual number of providers or clients receiving these services
are available. Providers may self-identify without meeting any minimum
standards and are not required to provide any core set of services. As a result,
the quality and type of services offered across the State is inconsistent. In
addition, outcome based data, such as delayed nursing facility placement, quality
indicators for changes in client health status, and client satisfaction rates are not
monitored and recorded.

The Governor is recommending an appropriation of $633,000 from the Senior
Living Trust Fund to the Department of Inspections and Appeals to establish and
implement a system of oversight for the adult day care industry. This is a new
appropriation for FY 2004. During the 2002 Interim, the Legislative Fiscal
Committee examined the following issue relating to seniors:

» lowa Priority Program - The Program, begun in January 2002, is designed to
reduce the cost of prescription drugs for the 274,000 Medicare-eligible lowans who
are not enrolled in Medicaid and have no prescription drug insurance coverage. The
Program is operated as a non-profit organization that works collectively with an
alliance of consumers, pharmacists, and physicians.

For an annual individual membership fee of $20, members receive
discounted prescription medication prices and a coupon for a free,
first-year comprehensive review of all prescription, over-the-
counter, and herbal medications and remedies taken to prevent
adverse reactions and duplications, and assist in reducing
prescription medication costs.

The Program works with a pharmacy benefit manager (PBM) to negotiate lower
prescription medication prices with pharmaceutical manufacturing companies.
Currently, three manufacturers participate in the Program, including Merck, Bristol
Meyers Squibb, and Schering-Plough Corporation. Members receive greater
discounts for prescriptions on the Priority Preferred Drug List that are manufactured
by these pharmaceutical manufacturers.

As of November 1, 2002, an estimated 24,000 lowans were enrolled in the Program.
The first year of the Program generated concerns from seniors that significant
savings were not being realized. No State funds are used for the Program and the
first year was funded with a $1.5 million federal grant and membership fees. A
second federal grant of $1.5 million is expected to be received. After the second
federal grant is expended, the Program will be required to seek an alternative
funding source if it cannot be maintained through membership fees.

81



Senior Issues

The Governor is recommending a proposal that would require any drug
manufacturer or labeler that sells prescription drugs in lowa to enter into a rebate
agreement. The agreement would require the drug companies to provide discounts
to all Medicare eligible seniors that would be the same or greater than the discount
the government provides to those eligible to Medicaid.

Other Significant Issues

» Senior Living Program - The Department of Elder Affairs has received
appropriations from the Senior Living Trust Fund since FY 2001. The majority of
these appropriations have been used to provide home and community-based
services for seniors through the local Area Agencies on Aging. These services
include, but are not limited to, personal care, homemaker, chore, '
respite, transportation, and adult day care. This funding source

provided services for an estimated 10,000 clients in both FY <1 Y

2001 and FY 2002. A ot
Bnal !‘i..

In FY 2002 and FY 2003, these funds were used to offset a EW

reduction to the Department’s General Fund allocation for Elderly 7 =

Services. The Department reports that if the General Fund

allocation for Elderly Services is not restored and the Senior Living Trust Fund is
depleted, it is possible that parts of the service system providing home and
community-based services for seniors may collapse in the future. For FY 2004, the
Department of Elder Affairs is requesting $7.6 million and 6.0 FTE positions from the
Senior Living Trust Fund, an increase of $1.0 million (15.2%) and no change in FTE
positions compared to estimated FY 2003.

For FY 2004, the Governor is recommending an increase of $5687,000 and a
decrease of 3.0 FTE positions compared to estimated FY 2003 for the Senior Living
Program in the Department of Elder Affairs. The decrease in FTE positions is due to
the transfer of assisted living program oversight responsibilities to the Department of
Inspections and Appeals.

» Governor’s Task Force on the Department of Elder Affairs - In July 2002, the
Governor appointed a statewide Task Force to provide recommendations on how to
strengthen the core mission of the Department to best serve the interests of seniors.
The Governor identified three specific goals for the Task Force:

|dentify and determine how the core mission of the Department could be
strengthened.

|dentify the work the Department does and make recommendations on how to
improve effectiveness in performance of these tasks.

Identify the tasks that would be the primary responsibility of the Department.
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In October 2002, the findings and recommendations of the Task Force were
released. Copies of the report may be accessed via the Department of Public
Health web site at: www.idph.state.ia.us/dir_off DEA/deataskforcefinal.pdf.

The Task Force identified six core functions for the Department, including:
Advocate for older lowans.
Develop policy relative to the current and future needs of older lowans.

Assure that public and private services addressing the needs of older lowans are
available and accessible to all.

Assess the current and future needs of older lowans through the regular
collection, analysis, and sharing of information.

Inform, educate, and empower older lowans on aging issues.

Research new insights and innovative solutions to meet the service expectations
of younger, healthy, and retired lowans.

Within the six core functions, the Task Force identified 17 tasks as the primary
responsibilities for the Department. In summary, these responsibilities include:

Remaining as an independent State department and continuing to advocate for
older lowans

Expanding data analysis on program evaluation, needs assessment, client
satisfaction, and overall performance

Providing a leadership role in enhancing the system designed to respond to elder
abuse

Assisting in the development of a single point of entry to access home and
community-based services and reviewing and streamlining lowa’s case
management system

Assisting in the development of standards and administrative rules for services
such as assisted living and adult day care, but moving regulatory functions for
these industries to the Department of Inspections and Appeals.

Assisting in the development of a statewide aging policy that directs resources to
home and community-based services as an alternative to institutional care and
advocating for an equitable distribution of resources between these two services.

Advocating to restore and preserve the Senior Living Trust Fund for use for home
and community-based services.

Enhancing communication by expanding and updating the Department web page
and by initiating a monthly newsletter.

Assuring that those serving as resident advocates receive approved training.
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Requesting funding from the Workforce Investment Act to address the
employment and training issues of older workers.

Assuring that older lowans with dementia and their families have access to
services and support.

Retaining and strengthening ombudsman functions.

The Task Force also addressed the issue of performance measurement and
effectiveness and provided the following recommendations:

The Department should develop critical performance measures using the federal
Administration on Aging’s Performance Outcome Measures Project (POMP) and
Accountable Government Act (AGA) measures, task force recommendations,
and data from other State departments to identify key issues and develop an
annual report that demonstrates effectiveness and progress on goals.

The Department should then involve other agencies, public and private, in the
development of the State plan for aging services.
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IOWA CORRECTIONS SYSTEM

Present Corrections System

The lowa corrections system has four parts — administration, prisons, Community-
Based Corrections, and lowa Prison Industries. The Central Office is located in Des
Moines and has responsibilities for administration, planning, policy development,
program monitoring, and budgeting. Some staff that perform system-wide
administrative functions (for example, the medical services director and staff) are
located at one of the institutions or Community-Based Corrections (CBC) District
Departments. One Regional Deputy Director and his staff are located in the Sixth CBC
District Department. The prisons are responsible for incarcerating violent offenders and
higher-risk individuals and providing the offenders with services essential to reducing
risk to the general public upon release or parole. CBC provides supervision and
transitional treatment for probationers, work release clients, Operating While Intoxicated
(OWI) inmates, and parolees within a community setting. CBC provides both residential
and street supervision. The chart below shows the distribution of prison inmates and
CBC clients between FY 1990 and FY 2002.

Corrections System Mid-Year Population
(July 1)
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The following chart shows corrections system staffing between FY 1990 and FY 2002.
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The CBC District Departments have responsibility for more than three-fourths of the
offenders under correctional supervision while they have approximately 27.4% of the
total staff. In FY 1990, CBC supervised 80.5% of the offenders, but by FY 2002, the

percentage had declined to 76.4%. Between FY 1990 and FY 2002, the prison
population increased from 3,842 to 8,130 inmates, an increase of 4,288 (111.6%)

inmates. Over the same time period, the CBC population grew from 19,722 to 26,459
clients, an increase of 6,737 (34.2%).

The table below shows the distribution of FTE positions for the corrections system.

Corrections System FTE Positions

FY 1990 | FY 2002 | Percent Change
Prisons 1,693.4 | 2,882.9 70.3%
CBC 679.7 1,105.1 62.6%
Central Office 421 40.4 -4.1%
Total 2,415.2 | 4,0284 66.8%

Historically, between two-thirds and three-fourths of the corrections system staff has
been employed by the prison system. In FY 1990, the prisons employed 70.2% of the
correctional system staff, and by FY 2002, the percentage had increased to 71.6%.
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Prison System

The lowa corrections system operates a continuum of sanctions, ranging o, Prisons
from probation with minimal supervision to incarceration. The prisons

provide the most severe level of sanction, incarcerating violent offenders and

those offenders who cannot be safely managed in community settings. In addition to
security, prisons provide for housing; dietary services; medical, mental health and
substance abuse treatment; education and job skills training; behavioral and
psychological treatment; and recreational activities.

Facilities — The prison system has nine major prison facilities with a total of
6,812 general population beds and 511 medical and segregation beds. The
prisons were operating at 123.1% of designed capacity on January 24, 2003,
2002, when the population was 8,386 inmates. The following table describes
the nine prisons and distribution of the general population beds.

lowa Prison System

(As of January 24, 2003)

Current Security No. Over
Prison Capacity Type Population Capacity Emphasis
Ft. Madison 921 Max. - 589 588 -1 General-Male
Med. - 152 171 19
Min. - 180 162 -18
Anamosa 984 Med. - 913 1,239 326  General/Education-Male
Min. - 71 53 -18
Mitchellville 443 Min. - 443 573 130  General-Female
Newton 928 Min. - 166 210 44  Pre-Release-Male
Med. - 762 890 128  General
Oakdale 504 Med. - 504 Reception/Evaluation/
915 411 o
General/Psychiatric
Mt. Pleasant 875 Med. - 875 947 72  Substance Abuse/Sex
Offender-Male
Ft. Dodge 1,162 Med - 1,254 92  General Male/Youthful
1,162 Offender
Clarinda 750 Med. - 750 886 136  Special Learning-Male
R_ockwell 245 Med. - 245 498 253  General-Male
City
Total 6,812 8,386 1,574
| I
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The lowa State Penitentiary at Ft. Madison, lowa'’s oldest prison, was constructed in

1839 and serves as the primary maximum-security facility. The Anamosa State

Penitentiary was built before 1900.

Since FY 1990, 3,809 prison beds have been added to the system, an increase of

126.8%. Listed below are recent additions to the system:

Recent Prison Construction

Design
Location Type of Facility Capacity | Opening Date

Clarinda Men — general population, medium | 750 beds | April 1996
security, replaced 152-bed facility

Newton Men — general population, medium | 750 beds | July 1997
security

Fort Dodge Men — general population, medium | 750 beds | July 1998
security 400 beds | February 2000

Mount Women — special needs 100 beds | April 1999

Pleasant

Mitchellville Women — general population, 184 beds | April 2000
medium security 48 beds | November

2000
Fort Madison Men — special needs 200 beds | August 2002
Oakdale Men — special needs 170 beds | FY 2006

Projected Prison Population Growth — On January 24, 2003, there were
8,386 inmates in lowa’s prison system. This is an increase of 489 (6.2%)
inmates compared to one year ago. Prison admissions have outpaced
releases for each of the last three years. The DOC and Board of Parole
have worked together to increase supervised releases, such as work
release and parole. However, probation and parole revocations to prison

(i.e., prison admissions) have increased. This increase is primarily due to increased

caseloads in the CBC system, reduced substance abuse treatment, and a lack of

alternative sanctions.

The Criminal and Juvenile Justice Planning Division (CJJP) of the Department of
Human Rights has prepared a prison population forecast that adjusts for
the recent departmental policy changes and projects prison population
growth through FY 2012. If current offender behavior and justice system
trends remain unchanged, the prison population will be 12,127 inmates
by June 30, 2012, an increase of 48.0%. The growth is attributable to:
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> Housing federal detainees.
» Increase in new court-ordered commitments, including probation revocations.

» Increase in the number of inmates who are required to serve at least 85.0% of their
maximum sentence. The offenses include Second Degree Murder, First and
Second Degree Robbery, Second Degree Sexual Abuse, and Second Degree
Kidnapping. Effective July 1, 1998, Vehicular Homicide with Leaving the Scene of
the Accident and Attempted Murder were added to the list of offenses. The laws will
have a greater impact in future fiscal years.

Addition of Five New Prisons — The forecast creates capacity issues. According to
the DOC, for every 1,000 increase in the inmate population, a new 750-bed prison will
need to be constructed. This assumes each prison will operate at
130.0% of capacity. If the inmate population reaches 12,127, five new )
750-bed prisons will need to be built at an estimated construction cost of &
$45.0 million for each prison. Each prison will incur annual operating
costs of approximately $28.0 million.

Prisons

Community-Based Corrections

The CBC system is an alternative to incarcerating persons convicted of low-risk criminal
offenses and work release offenders returning to lowa communities. Chapter 901B,
Code of lowa, requires each CBC District Department to have a “continuum of
sanctions”. Chapter 901B, Code of lowa, applies to all offenders in the CBC system,
i.e., offenders on parole, probation, or in residential facilities such as work release and
the Operating While Intoxicated (OWI) treatment program. The District Departments’
ability to supervise higher risk offenders depends on responsible caseloads and an
adequate amount of probation and parole officers to manage those cases.

The CBC residential capacity provides a structured setting for transitional offenders.
The person on probation or parole resides in the community under the supervision of
the CBC District Department and participates in treatment programs. In terms of the
continuum of sanctions, the CBC District Departments’ level of supervision ranges from
low-risk supervision, also called “banked caseloads,” for individuals who need the very
least supervision, to residential supervision where the clients live in a facility. Between
those extremes fall intensive supervision (with and without electronic monitoring) and
regular probation and parole. The level of supervision is matched, on a case-by-case
basis, to the offender’s level of self-control and ability to conform to program and
supervision requirements. As the client improves, he/she is moved to a less intense
level of supervision. Pursuant to Chapter 901B, Code of lowa, CBC District
Departments may make use of the continuum of sanctions to provide incremental
sanctions (moving offenders to a higher level of the continuum) for violations of the rules
of an offender’s supervision agreement.
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and support to each of the eight CBC District Departments. The DOC
has regulatory responsibilities for CBC programs, including statewide =
planning, budget oversight, establishment of program guidelines, and
development of performance measures. The General Assembly appropriates funds to
the DOC and allocates those funds to each CBC District Department.

Pursuant to Section 905.7, Code of lowa, the DOC provides assistance r'/"-ﬂ‘—

The CBC District Departments are responsible for establishing those services
necessary to provide a program that meets the needs of the judicial district. Each CBC
District Department contracts annually with the DOC to provide pre- and post-
institutional services. Each CBC District Department is under the direction of a board of
directors and is administered by a director appointed by the board. Each CBC board
sets policy, approves budget requests for submission to the Board of Corrections, and
oversees program operations. In addition, each district has one or more citizen
advisory boards.

The CBC District Departments offer a continuum of sanctions pursuant to
Chapter 901B, Code of lowa, including a number of programs intended to !
modify the client’s behavior so he/she can live in the community as a law- .

abiding citizen. Funding for these programs has been significantly reduced
due to budget reductions the last two years. Some of the major programs
are:

» Treatment Alternatives to Street Crime (TASC) Program

> Day Programming

> Drug Court

» Youthful Offender Program

» Domestic Abuse Batterer's Program

» Sex Offender Program, including a hormonal intervention therapy option
> Community Work Crew Program

» Violator Program

> Community Service Sentencing

» Pre-trial services

» Residential facilities
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Residential Facilities — The CBC District Departments had 1,404 residential facility
beds on July 1, 2002, with an average of 540 offenders waiting to enter the facilities.
The DOC and CBC District Directors agreed to reallocate facility space to accommodate
300 additional beds during FY 2000. These beds are used for probationers needing the
highest level of community supervision, for inmates leaving prison on work release, and
for OWI treatment programming. The District Departments reallocate beds among
these programs as program demand changes. The following table shows the
distribution of CBC residential beds.

» There have been 745 CBC residential facility beds added to the system -
since FY 1990, an increase of 113.1%. The following projects have @
recently been completed to add residential beds:

The Fifth CBC District Department opened Building 68, a 119-bed work
release facility at Fort Des Moines, in March 1999. This facility replaced a
rented, 40-bed facility. Building 70 (80 residential beds) was opened in May
1999 to move probationers out of Building 65/66 so that it could be renovated.
The District Department completed renovation of Building 65/66 in April 2000,
which added 24 beds to its OWI capacity.

The First CBC District Department added a 36-bed expansion to an existing
facility in Dubuque. Construction was completed in July 2001.

The Fourth CBC District Department constructed a new 25-bed residential facility
for women. Construction is completed, but the facility has not opened due to
budget reductions.

Community-Based Corrections Bed Space Distribution
(As of July 1, 2002)

Work Total
District Facility Probation Release @ OWI Capacity
1 Waterloo Residential 87 48 15 150
1 Dubuque Residential 46 18 16 80
1 West Union Residential 28 12 8 48
2 Ft. Dodge Residential 22 7 5 34
2 Ames Residential 26 13 6 45
2 Marshalltown Residential 35 16 0 51
2 Mason City Residential 36 9 6 51
3 Sioux City Residential 21 20 16 57
3 Sheldon Residential 19 8 2 29
— —
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— —
Work Total

District Facility Probation Release @ OWI Capacity
4 Council Bluffs Residential 40 16 5 61

s GmponesRecemal g9 oo
. II?e(?g":\t/lyomes Women’s > 33 13 48

5 Des Moines OWI Facility 0 0 67 67

6 Cedar Rapids Residential 38 34 18 a0

6 (Fi::laarSF;apids Work 68 12 3 83

6 Coralville Residential 26 15 14 55

7 Davenport Residential 54 10 0 64

7 Davenport Work Release 10 50 21 81

8 Burlington Residential 40 16 4 60

8 Ottumwa Residential 24 10 17 51
Total 702 466 236 1,404

Community-Based Corrections Population Growth — The Criminal and Juvenile
Justice Planning Division does not forecast the CBC populations. The following
information was prepared using average annual percentage growth rates. The average
annual growth rate for the CBC population since FY 1996 (six-year average) )
has been 5.1%, and since FY 1989, the growth rate has averaged 3.9% (14- 51\&
year average). Both of these averages are presented to provide a
projection range.

With the 3.9% annual growth rate, the CBC population would be 40,261 in FY 2012.
This is an increase of 13,802 (52.2%) clients. With the 5.1% annual growth rate, the
CBC population would reach 40,723 in FY 2012, which is an increase of 14,264
(53.9%).

Funding to Maintain Current Level of Services — The above projection shows CBC
population growth ranging from 52.2% to 53.9% by FY 2012. Assuming the budget
needed to fund the current level of services would increase at the same rate as the CBC
client population, then by FY 2012, the CBC District Departments would need a budget
between $81.3 million and $82.2 million.
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lowa Prison Industries

lowa Prison Industries oversees traditional Industries’ programs, private sector
employment, and the prison farms. lowa Prison Industries is self-funded and operates
without General Fund support. The customer base is restricted to government entities,
and no sales may be made to the general public. lowa Prison Industries must generate
operating capital to remain in business and expand traditional programs.

Traditional Prison Industries

lowa Prison Industries employs 319 inmates a month, on the average, in traditional
programs. Inmates interview for these jobs, work 40 hours per week, and are eligible
for overtime and bonuses. There are three traditional Industries locations:

» Fort Madison produces all wood products and has a contract with the
Department of Economic Development for tourism. The average g
number of inmates employed is 127, and the average allowance paid &
to inmates at this location is $0.73 per hour.

Prisons

» Anamosa manufactures all metal products, has limited printing
capacity, and has custom woodworking, auto body program, Braille texts, and
cleaning products. The average number of inmates employed is 133, and the
average allowance paid to inmates at this location is $0.79 per hour.

» Mitchellville manufactures office systems, chairs, printing, and CD-ROM. This
location also has an agreement with the Department of General Services to manage
the State’s surplus property. The average number of inmates employed is 29, and
the average allowance paid to inmates at this location is $0.56 per hour.

lowa Prison Industries began operating a centralized canteen system for six of the
prisons in September 2001 (FY 2002) at the Newton Correctional Facility. The average
number of inmates employed is 26, and the average allowance paid to inmates is $0.56
per hour.

Private Sector Employment

Private sector employment of inmates is managed by lowa Prison Industries in
compliance with federal law. The Department of Workforce
Development establishes the prevailing wage that inmates must be paid. ’A
lowa Prison Industries is not currently seeking to expand this program. =
Space is limited, and lowa Prison Industries has no funding available to

construct buildings. Private sector employment is available at the following locations:
Clarinda, Fort Dodge, Mitchellville, Mount Pleasant, Newton, and Rockwell City.
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On June 30, 2002, there were 11 companies that employed 166 inmates in private
sector jobs. The inmates earned a total of $2.2 million in FY 2002, which is a decrease
of $300,000 (12.0%) compared to FY 2001. Inmate earnings were distributed as
follows:

» Deposit to the General Fund: $706,000, a decrease of $150,000 (17.5%) compared
to FY 2001.

» Inmate savings accounts: $417,000, a decrease of $86,000 (17.1%)
compared to FY 2001. $

» Victim Compensation: $107,000, a decrease of $19,000 (15.1%)
compared to FY 2001.

» Restitution: $219,000, a decrease of $5,500 (2.4%) compared to FY 2001.

> Family and child support: $185,000, a decrease of $70,000 (27.5%) compared to
FY 2001.

» Taxes: $490,000, a decrease of $139,000 (25.4%) compared to FY 2001.
Prison Farms

The State prison farms are located at Anamosa, Eldora, Fort Madison, Glenwood,
Newton, Oakdale, Clarinda, Independence, Mitchellville, Rockwell City, and Woodward.

There are 7,343.0 acres, distributed as follows:

Ay
/\[}f-

—
it

» 843.9 acres of cropland.

» 1,280.0 acres of pasture.
> 2,612.3 acres rented to the private sector.
» 114.8 acres of prison gardens.

» 83.9 acres operated by the Department of Natural Resources for the State Nursery
at Fort Madison.

» 8.7 acres of wetlands.
» 560.0 acres of timber.

» 1,839.4 acres maintained by the Institutions.

94



lowa Corrections System

The prison farms are self-funded and operate without General Fund
support. Prison farms must generate operating capital to remain in

operation. The farms’ financial statements are reported on a calendar year $
basis. Net profit for calendar year 2001 was $135,000. The average annual

gross profit was $359,000 over the last five years. The average annual net
income was $80,000 during the same period. During calendar year 2001, inmates
worked a total of 203,000 hours on the farms. This is the equivalent of 154.0 FTE
positions and 26.0 part-time FTE positions. The farms provide 10.0% of the total work
performed by inmates through lowa Prison Industries.

Summary

The corrections system can be expected to continue to grow over the next
decade, both in prisons and Community-Based Corrections. This growth
will require the construction of new prisons, increased need for expansion 0]
of lowa Prison Industries, and an increase in CBC staffing and
programming if current levels of services are to be maintained.
Alternatively, the General Assembly may choose to review the following
policy issues:

» Alternative sanctions for drug offenders.

> Implement intermediate criminal sanctions plans to reduce probation revocations to
prison.

» Continued expansion of work release capacity.

» Increased parole for misdemeanants and Class D felons whose crimes are not
against persons.

» Reduced admissions to prison of parole and probation violators.

> Expanded use of community service sentencing and increased financial penalties as
options within the CBC system.
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IOWA SCHOOL FOUNDATION FORMULA

The lowa School Foundation Formula was created between 1970 and

1972, for the school year beginning July 1, 1972. The Formula is a

student-driven financing mechanism that works to equalize revenues

from State sources and property taxes. The Formula was revised in

1989 to equalize per pupil spending, provide an enroliment cushion (phantom students),
increase property tax relief, and provide for increased local discretion. In 1992, further
revisions to the Formula included eliminating advanced funding for increasing
enrollment, eliminating the enrollment decline cushion (phantom students), and
requiring the Governor and General Assembly to establish the allowable growth rate
each year for per pupil expenditures, which was previously established by a formula
based on the rate of inflation and State revenue growth. The 1999 General Assembly
further revised the School Foundation Formula by raising the foundation level for the
special education component of regular program cost from 79.0% to 87.5%. In addition,
funding for talented and gifted programs was shifted from 100.0% property tax to the
regular program portion of the foundation formula by adding $38 to the State cost per
pupil beginning with FY 2000.

In 1995, the General Assembly established the practice of setting the allowable growth
rate two years in advance within 30 days of the submission of the Governor’s budget
each year. Under current law, the General Assembly will be required to set the
allowable growth rate in the 2003 Legislative Session for FY 2005. Table 1 displays the
allowable growth rates since FY 1998.

Table 1
Allowable Growth Rates
Legislative For Fiscal Allowable
Session Year Growth Rate
1996 1998 3.5%
1997 1999 3.5%
1998 2000 3.0%
1999 2001 4.0%
2000 2002 4.0%
2001 2003 1.0%
2002 2004 2.0%
— —
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The School Foundation Formula is based on budget enroliment,
a school district's regular program cost per pupil, State aid
determined by a foundation level, and an amount generated by
the uniform property tax levy. In addition, school districts may
obtain authority to raise additional property tax revenues from
the School Budget Review Committee (SBRC) for drop-out
prevention programs, to accommodate unusual increases or decreases in enrollment, to
meet additional special education program needs, as well as for a variety of unusual
circumstances specified in Section 257.31, Code of lowa. Other optional funding
sources available to districts in the general education fund area include the cash
reserve levy, management levy, and enrichment levy.

Local school districts have a number of optional funding sources available to them for
non-general education fund activities. The levies are used for building construction,
building maintenance, equipment purchases, and certain operational expenditures.
These include: debt service levy, schoolhouse property tax levy, physical plant and
equipment levy, and the educational and recreation levy.

During the 2000 Legislative Session, HF 2496 (The Supplemental Weighting for At-Risk
Students Act) was approved. This Act provides an additional supplemental weighting
for students and is based on enroliment and on the number of students in grades one
through six that qualified for the free and reduced lunch program during the base year.

The Elimination of the Future Repeal of the School Finance Formula Act (SF 2252) was
passed by the 2000 General Assembly. The Act repealed a provision that would have
sunset the current school foundation aid formula on July 1, 2001. The Act also provided
that the school foundation formula is subject to legislative review at least once every five
years. The first report by a legislative interim committee is due January 1, 2005.

During the Extraordinary Session in November 2001, the General Assembly

passed a 4.3% reduction to FY 2002 State aid for the foundation formula.

State aid was reduced to school districts and area education agencies by

$77.5 million. The impact of this reduction to school districts is $74.1 million;

however, it did not reduce their spending authority. School districts could use cash
reserves to cover the reduction, borrow money to repay at a future time, or implement
the reduction and carry a larger unspent balance into the next fiscal year. The impact of
the reduction to area education agencies was $3.4 million in State aid and spending
authority. The area education agencies also received a $7.5 million reduction in State
aid to the Special Education Support Program in HF 755 (Standing Appropriations Act)
during the 2001 Legislative Session. However, the area education agencies were given
the ability to use funds from their other programs to fully fund the Special Education
Support Program.

During the 2001 Legislative Session, SF 203 (The School District Reorganization
Incentives Act) was approved. This Act provided reorganization incentives that could
begin in FY 2003 and included reducing property taxes and sharing enrollment weights
for qualifying school districts. The Act also provided additional weights for school
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districts that host a regional academy. A regional academy is an educational institution
established by a school district that receives grades seven through twelve students from
multiple schools; this may include a virtual academy. A regional academy includes in its
curriculum advanced-level courses and may include vocational-technical programs.

The Act made permanent both a budget guarantee provision and an on-time funding
provision to be funded through local property tax.

Statewide total enrollment has had an average annual decline of 0.1% since the 1984-
1985 school year. All totaled, there are 11,096.6 (2.2%) fewer students for the 2002-
2003 enrollment than in 1984-1985. (See Chart 1.) Between 1984-1985 and 2002-
2003, 122 (29.7%) of the school districts had increased enrollments, and 287 (69.8%) of
the school districts had decreased enrollments. There were 40 school districts that
merged with other districts that would affect these changes. In the 1984-1985 school
year, there were 108 school districts with enrollments exceeding 1,000; in 2002-2003,
there were 112 school districts with enrollments of more than 1,000. In 1984-1985,
there were 35 school districts with enrollments of less than 250; in 2002-2003, there
were 31 school districts with enrollments of less than 250.

Chart 1
Total Kindergarten through 12th Grade Enroliment
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School Year

The school-year 2002-2003 enrollment decreased by 2,501.4 (0.5%) students
compared to 2001-2002. The decrease represents the sixth straight year of decline in
enrollment, and this trend is expected to continue for the next several years. The
school-year 2002-2003 enrollment is the basis for the FY 2005 State Foundation Aid.
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School districts with declining enroliments have been eligible to receive a budget
guarantee since FY 1996. The budget guarantee is additional funding that increases
the current fiscal year’s regular program district cost so that it is equal to the previous
year’s total program district cost. The budget guarantee has been funded entirely from
property taxes, except for two years. In FY 1996, the budget guarantee was funded
with a combination of local property tax and State Aid, and in FY 2000, it was funded
entirely with State Aid. Chart 2 provides the budget guarantee funding levels since FY
1996.

Chart 2

Budget Guarantee Amounts: FY 1996 - FY 2003
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Senate File 203 (School Reorganization Incentives Act), passed during the 2001
Legislative Session, changed the budget guarantee so that beginning in FY 2005 it is no
longer based on providing 100.0% of the total regular program district cost. In FY 2005
and future years, school districts with declining enrollments will be eligible for one of two
options. They may receive:

» 101.0% budget adjustment that is based on the previous year’s regular program
district cost without any previous adjustment.

» 90.0% budget guarantee that is based on the FY 2004 total regular program district
cost. This percentage will be scaled back 10.0% each year until FY 2014. Only
districts that receive this option in FY 2005 will be eligible to receive this budget
guarantee in future years.

During the 2001 Legislative Session, HF 191 (FY 2003 Allowable Growth Act) originally
set the allowable growth at 4.0% for the 2002-2003 school year (FY 2003). During the
2002 Legislative Session, SF 2315 (School Finance Act) reduced the allowable growth
to 1.0% for FY 2003, and then capped State foundation aid at $1,784.1 million. After
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these changes, State foundation aid increased by $59.2 million (3.4%) for FY 2003
compared to the adjusted FY 2002. Property taxes increased by $46.6 million (4.9%)
for FY 2003 compared to FY 2002. The total controlled FY 2003 budget increased
$119.1 million (4.4%) compared to FY 2002.

The FY 2004 allowable growth was set at 2.0%, and General Fund State Aid is
projected to cost $1,831.2 million. «* The Governor is recommending a General Fund
increase of $92.1 million to fund the 2.0% allowable growth. This amount includes
$47.1 million in new funding and $45.0 million to replace FY 2003 funding from non-
General Fund sources.

¢ The Governor is recommending $44.7 million for the Student Achievement and
Teacher Quality Program. This includes an increase of $4.7 million to maintain FY2003
teacher salary levels and $23.9 million to replace FY 2003 funding from non-General
Fund sources.

The School Foundation formula currently contains a variety of weightings for special
education, shared enroliments, English as a Second Language, and at-risk students.
+»* The Governor has recommendations that would affect the formula. The Governor is
recommending that supplemental weighting incentives be added for districts hosting
Regional Academies and for districts that improve administrative efficiency by sharing
administrative functions.

+»* The Governor is also recommending that school districts with four-year high schools
with fewer than 100 students be given a two-year window to reorganize to reach a
school size of at least 200 students. After that, districts would be required to submit a
reorganization plan to reach a size of 200 high school students. Provision for waivers
would be permitted if the reorganized school would experience an unreasonable
transportation burden.

During the 2002 Legislative Session, SF 2328 (School Finance Act) set the allowable
growth at 2.0% for FY 2004. In the event that the FY 2004 allowable growth percentage
issue is revisited during the upcoming legislative session, Table 2 displays the
estimated increases for FY 2004 compared to FY 2003 at various growth rates as
estimated by the Legislative Fiscal Bureau (LFB). Contact the LFB for further
explanation of the assumptions and any additional detail.
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Table 2

Estimated FY 2004 Changes Compared to FY 2003
at Various Allowable Growth Rates

(Dollars in Millions)

FY 2004 State Aid Property Tax Total Budget
Allowable
Growth Percent Percent Percent
Percentage Change Change Change Change Change Change
4.0% $ 96.3 54% $ 13.9 14% $ 96.7 3.5%
3.0% 73.3 4.1% 15.3 1.5% 75.1 2.7%
2.0% 49.7 2.8% 18.3 1.8% 54.5 1.9%
1.0% 27.2 1.5% 234 2.3% 371 1.3%
0.0% 3.0 0.2% 34.9 3.5% 24.4 0.9%
-1.0% -20.6 -1.2% 49.7 5.0% 15.6 0.6%
-2.0% -43.1 -2.4% 65.6 6.5% 9.1 0.3%
-3.0% -66.7 -3.7% 83.7 8.3% 3.5 0.1%
-4.0% -89.7 -5.0% 101.9 10.2% -1.3 0.0%
Estimated FY 2003 State Aid (Current Law) $ 1,784,090,498
Estimated FY 2003 Total Foundation Property Tax 1,003,677,165
FY 2003 Reduction to State Aid Appropriation 13,508,535
Estimated FY 2003 Total Budget $ 2,801,276,198

September 2002 Enroliments have not been finalized by the Department of Education.
Other enrollment weightings are based on assumptions and will not be available until later this year.
Property valuation changes are estimated to be 2.0%.

Based on current law, Table 3 displays the estimated increases for FY 2005 compared
to FY 2004 at various growth rates as estimated by the LFB. Any changes made to the
FY 2004 allowable growth totals during the 2003 Legislative Session could alter these
estimates. For FY 2005, special education weightings are expected to increase by
4.0%. Supplemental weighting for shared programs is expected to increase by 10.0%.
The supplemental weighting for Limited English Proficiency is expected to increase by
11.3%. The supplemental weighting for At-Risk Students is not expected to change.
Taxable valuations are assumed to increase by 2.0%. Contact the LFB for further
explanation of the assumptions and any additional detail.
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Table 3

Estimated FY 2005 Changes Compared to Estimated FY 2004
at Various Allowable Growth Rates

(Dollars in Millions)

FY 2005 State Aid Property Tax Total Budget
Allowable
Growth Percent Percent Percent
Percentage Change Change Change Change Change Change
4.0% $ 90.3 49% $ 17.7 1.7% $ 108.0 3.8%
3.0% 66.1 3.6% 18.5 1.8% 84.6 3.0%
2.0% 41.9 2.3% 22.0 2.1% 63.9 2.2%
1.0% 0.0 0.0% 0.0 0.0% 0.0 0.0%
0.0% 0.0 0.0% 0.0 0.0% 0.0 0.0%
-1.0% 0.0 0.0% 0.0 0.0% 0.0 0.0%
-2.0% -52.4 -2.9% 77.6 7.6% 252 0.9%
-3.0% -76.6 -4.2% 96.1 9.4% 19.5 0.7%
-4.0% -100.2 -5.5% 114.3 11.2% 14.1 0.5%
Estimated FY 2004 State Aid (Current Law) $ 1,833,765,482
Estimated FY 2004 Total Foundation Property Tax 1,021,960,825
Estimated FY 2004 Total Budget $ 2,855,726,307
| I
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Education Issues

EDUCATION ISSUES

Teacher Pay/Quality Initiative @

During the 2001 Legislative Session, the General Assembly passed
SF 476 (Student Achievement and Teacher Quality Program Act)
and HF 413 (Student Achievement and Teacher Quality
Appropriations Act).

House File 413 appropriated $40.0 million in FY 2002 from the Healthy lowans Tobacco
Trust to the Department of Education for the Student Achievement and Teacher Quality
Program. The appropriation was to implement the following programs in SF 476:

» A Team-Based Variable Pay Pilot Program created by the Department of Education.
» National Board Certification awards.

» The Beginning Teacher Mentoring and Induction Program.

» An Evaluator Training Program.

» The Career Development Program.

» Fees and costs related to the Praxis Il examination, which is a
subject area assessment for a teacher candidate.

» Enhancement of teacher salaries, subject to minimum salaries
specified in the Act and to collective bargaining negotiations.

House File 2549 (Student Achievement and Teacher Quality Program
Act), passed during the 2002 Legislative Session made a number of changes to the
Program. Highlights of these changes include:

> Requiring school districts to participate by July 1, 2002, one year earlier than initially
established.

> Extending the period during which teachers can be reimbursed by the State for
registering for National Board for Professional Teaching Standards certification from
June 30, 2002, to June 30, 2005. The deadline for teachers to qualify for an annual
award for achieving certification received the same extension.

> Adding preschool teachers to the definition of “beginning teacher,” thus including
preschool teachers in the Beginning Teacher Mentoring and Induction Programs and
permitting school districts and Area Education Agencies (AEAs) to receive State
assistance under the Program.
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» Modifying the requirements for a teacher’s career development plan to make the
teacher’s evaluator, rather than the supervisor, responsible for working with the
teacher to develop the plan. The evaluator is to consult with the supervisor.

> Requiring school districts to have an Intensive Assistance Program available by
July 1, 2004, for teachers who do not meet district expectations indicated under the
district’s standards.

> Eliminating the July 1, 2003, deadline for implementation of
the Career Il Program and Advanced Career Path Program L
levels. Districts are still required to establish these Programs. g
Performance reviews are required, and teachers denied .
advancement in these Programs based upon a performance
review may appeal to an adjudicator. i

"‘ -
> Extending several deadlines relating to the Evaluator Training i =
Program by one year.

» Requiring the Department of Education to conduct a feasibility study for expanding
the Program to contract employees.

> Specifying legislative intent to create a Statewide Career Path Pilot Program during
the FY 2004 school year. Recommendations concerning the creation of the Pilot
Program are to be presented to the Education Appropriations Subcommittee by
December 15, 2002.

> Making several changes to definitions, requirements concerning standards, and
grievance procedures.

House File 2623 (FY 2003 Salary, Statutory, and Corrective Changes Act) increased
the FY 2003 General Fund appropriation from $7.8 million to $16.1 million and
transferred $8.9 million from the Underground Storage Tank Fund, $10.0 million from
insurance tax revenues, and $5.0 million from the Rebuild lowa Infrastructure Fund
(RIIF), for a total appropriation of $40.0 million in FY 2003 for this Program.

s For FY 2004, the Governor is recommending $44.7 million for the Student
Achievement and Teacher Quality Program. This is an increase of $4.7 million to
maintain FY2003 teacher salary levels and $23.9 million to replace FY 2003 funding
from non-General Fund sources.

The Department of Education has published a list of the school districts participating in
the Student Achievement and Teacher Quality Program Act (SF 476). Of the 371
school districts, the following number of school districts are participating:
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Option 1 — Mentoring and Induction Program. School districts without first-year
beginning teachers did not need to participate this fiscal year. There are 351
participating in this Program.

Option 2 — Career Paths Program. Participation in Option 1 is a prerequisite for
participation in this Option. There are 348 school districts participating in this
program.

Option 3 — Team-Based Variable Pay Pilot Program. There are 10 school
districts participating in this Option.

No participation in any of the above options. There are three school districts that
are not listed as participating in any of the above three options.

For a list of school districts that are participating, please contact the Legislative
Fiscal Bureau.

Tuition Increases for Higher Education

Board of Regents

The Board of Regents approved an increase of 17.6% in tuition at the

November 2002 Board meeting. This will result in an undergraduate

tuition rate of $4,342 for FY 2004 (Fall 2003) at each of the three

Regents universities. This is an increase of $650 compared to the

current rate of $3,692. Tuition increases for the last five years are illustrated in Table 1.

Table 1
Regents Tuition Rates FY 2000 through FY 2004
University

Academic University Percent lowa State Percent of Northern Percent
Year Residency of lowa Increase  University Increase lowa Increase
1999-2000 Resident $ 2,786 450% $ 2,786 450% $ 2,786 4.50%
Non-Resident 10,228 4.50% 9,346 4.49% 7,546 4.50%

2000-2001 Resident 2,906 4.31% 2,906 4.31% 2,906 4.31%
Non-Resident 10,668 4.30% 9,748 4.30% 7,870 4.29%

2001-2002 Resident 3,116 7.23% 3,116 7.23% 3,116 7.23%
Non-Resident 11,544 8.21% 10,450 7.20% 8,438 7.22%

2002-2003 Resident 3,692 18.49% 3,692 18.49% 3,692 18.49%
Non-Resident 13,334 15.51% 12,384 18.51% 10,000 18.51%

2003-2004 Resident 4,342 17.61% 4,342 17.61% 4,342 17.61%
Non-Resident 14,634 9.75% 13,684 10.50% 11,300 13.00%

The increase in tuition for FY 2004 is expected to result in a gross tuition revenue
increase of $46.4 million. Of this total, $7.4 million is budgeted to be set aside for
financial aid, leaving a net tuition revenue increase of $39.0 million.
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Community Colleges
All 15 community colleges in lowa raised resident tuition rates for the first semester of
the 2002-2003 school year (FY 2003). The statewide average increase was 8.6%. All

but one college also raised non-resident rates, for a statewide average increase of
7.2%. Western lowa Tech Community College did not increase its non-resident rates.

Tuition rates for FY 2003 are illustrated in Table 2.

Table 2

FY 2003 Community College Tuition Rates
as of September 2002

FY 2002** FY 2003 Percent FY 2002** FY 2003 Percent

College Resident Resident Increase Non-Res. Non-Res. Increase
Northeast lowa $78.00 $86.00 10.3% $78.00 $86.00 10.3%
North lowa Area 74.75 78.00 4.3% 110.00 117.00 6.4%
lowa Lakes 73.00 82.00 12.3% 75.00 84.00 12.0%
Northwest lowa 71.00 80.00 12.7% 106.50 120.00 12.7%
lowa Central 69.00 75.00 8.7% 103.50 112.50 8.7%
lowa Valley 74.00 81.00 9.5% 75.00 * 82.00 * 9.3%
Hawkeye 74.00 81.00 9.5% 152.00 162.00 6.6%
Eastern lowa 72.00 75.00 4.2% 108.00 112.50 4.2%
Kirkwood 73.00 78.00 6.8% 146.00 156.00 6.8%
Des Moines Area 70.00 72.00 2.9% 140.00 144.00 2.9%
Western lowa Tech 74.00 79.00 6.8% 133.00 133.00 0.0%
lowa Western 80.00 86.00 7.5% 120.00 129.00 7.5%
Southwestern 67.00 77.00 14.9% 100.50 110.50 10.0%
Indian Hills 69.00 79.00 14.5% 104.00 119.00 14.4%
Southeastern 76.00 80.00 5.3% 89.75 92.00 2.5%

Averages $72.98 $79.27 8.6%  $109.42 $117.30 7.2%

* lowa Valley Community College provides a "scholarship" to each non-resident which reduces
tuition and fees of $121.50 to $1.00 above the resident rate.

** Several colleges had mid-year tuition increases in FY 2002. These are spring semester rates.

Five colleges have reciprocal agreements with institutions in other states that nullify the
established non-resident rates. They are: Northeast lowa, lowa Lakes, Eastern lowa,
Western lowa Tech, and Southeastern community colleges.

The Chronicle of Higher Education reports that tuition at public two-year

institutions increased nationwide an average of 7.9% for the fall of 2002. The

Chronicle’s Higher Education Almanac 2001-2002 reports that lowa’s average
community college tuition is 58.1% above the national average.
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Tuition and fees as a percentage of unrestricted revenue for lowa’s community colleges
increased from 39.0% in FY 2001 to 43.4% in FY 2002, surpassing State general aid for
the first time. State general aid as a percentage of unrestricted revenue decreased
from 46.3% in FY 2001 to 41.5% in FY 2002. Area Education Agency Reorganization

As a result of Senate File 535 (FY 2002 Education Appropriations Act), the Department
of Education made recommendations to the AEAs in 2001 for the voluntary
reorganization of the 15 agencies. In 2002, AEAs 3 (Cylinder) and 5 (Fort Dodge)
submitted a reorganization plan that has been approved by the Board of Education and
will merge the two agencies effective July 1, 2003.

Under the plan approved by the board, the new AEA will be divided into nine director
districts. The two existing AEA boards will continue to function through FY 2003, but a
new joint board was elected in director district conventions in September and is now
directing the transition. The two AEAs have been sharing an administrator and a
business manager as a result of retirements, but the new joint board will make all future
appointments and hiring decisions. Among the reorganization plan’s features are the
creation of three service centers, utilizing existing AEA facilities and each serving
multiple field offices. School districts within the new AEA will be no farther than the
adjacent county from one of the service centers.

In November, the Board of Education will be considering a reorganization plan
submitted by AEAs 2 (Clear Lake), 6 (Marshalltown), and 7 (Cedar Falls). That plan
also has an effective date of July 1, 2003. Under the merger plan, the new AEA will be
based in Cedar Falls, but the Clear Lake and Marshalltown service centers will remain
open.

Neither merger plan anticipates a significant reduction in total staff. However, both
foresee a reduction in administrative and supervisory positions and a reduction in
overhead costs, allowing increased spending on direct programs. Specific estimates of
cost reallocation have not been provided.
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ENVIRONMENTAL INITIATIVES

% The Governor’s budget recommendations regarding the environment include:

» Implementation of animal confinement regulations as specified in SF 2293 (FY 2003
Animal Agriculture Act).

> Development and construction of a destination park that provides outdoor
experiences similar to those in national parks across the nation.

> Funding for Environment First Fund programs.
Details regarding these issues are as follows:

Animal Agriculture Requlation

The 2002 General Assembly passed SF 2293 (FY 2003 Animal
Agriculture Act) and amended statutory requirements regarding animal
feeding operations and created the Animal Agriculture Compliance Fund.
The following is a summary of the changes:

» The Act requires animal feeding operations to pay an annual fee of $0.15 per animal
unit that will be deposited into the Assessment Account of the Animal Agriculture
Compliance Fund. The fees are used to fund 12.0 FTE positions for enforcement of
regulations. As of November 1, 2002, 3.0 FTE positions have been filled.

» The General Account within the Animal Agriculture Compliance Fund is composed of
State appropriations, federal funds, donations, interest, and fees collected when
operators submit construction permits or manure management plans.

» The Act requires the Department to develop water quality standards for phosphorus
and to complete a study analyzing the effects of phosphorus originating from
municipal, industrial, farm, lawn care, and garden sources on State waterbodies.

» The Act establishes a Master Matrix Technical Advisory Committee to assist in the
development of the Master Matrix. The Master Matrix is a scoring system used by a
County Board of Supervisors and the Department to determine if a new animal
confinement construction permit should be issued. The Committee held several
meetings and made recommendations to the Department for development of the
Master Matrix. Public comment on the Master Matrix will be accepted until
December 5, 2002. The Master Matrix becomes effective on March 1, 2003.
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» The Act requires the Department to conduct a field study to monitor airborne
pollutants emitted from animal feeding operations. For FY 2004, the Governor is
recommending $500,000 from the Environment First Fund to purchase air-
monitoring equipment to monitor animal feeding operations.

Destination Park Development

The destination park will be located in the area of Rathbun Lake and Honey Creek State
Park. Employees of the Department are working in conjunction with the local steering
committee that includes Chariton Valley Resource Conservation and Development and
Rathbun Lake Resort, Inc. The following summarizes funding requests and activities:

» The Department completed the following activities during FY 2002, which include:

An archaeological survey.
A biological assessment survey.

i‘(-
A wetland survey. }1@1{

A design and engineering study.

Construction of small road ponds.

Construction of a road at the entrance of the destination park.

» The Department received $1.0 million from the Capital Account of the Tobacco
Settlement Trust Fund for FY 2003. Funds will be used for the design and
development of the destination park facility and for access roads to the park.

» The Governor is recommending $3.0 million from the Capital Account of the
Tobacco Settlement Trust Fund for FY 2004. Funds will be used for development of
public use facilities and to begin construction of sanitary systems and access roads.
The Department will be soliciting private businesses to create partnerships for
development of the main lodge, golf course, conference facilities, and an equestrian
center.

Environment First Fund Programs

The Environment First Fund was created by the 2000 General Assembly in SF 2543
(FY 2001 Infrastructure Appropriations Act) to provide funding for environmental
programs. A standing appropriation of $35.0 million was established for the
Environment First Fund with funding from the Rebuild lowa Infrastructure Fund (RIIF).
The Transportation, Infrastructure, and Capitals Appropriations Subcommittee makes
recommendations to the General Assembly regarding projects that should

receive appropriations from the Environment First Fund. %}
REAP
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The original FY 2003 appropriation to the Environment First Fund was $35.0 million.
The General Assembly passed HF 2627 (FY 2003 Second Omnibus Appropriations Act)
during the Second Special Session that deappropriated $18.5 million from the FY 2003
Environment First Fund appropriation. This included a deappropriation of $8.0 million to
the Resource Enhancement and Protection (REAP) Fund.

The Governor is recommending $21.0 million for program funding from the Environment
First Fund for FY 2004. This is an increase of $12.6 million compared to estimated FY

2003.

The following table details the Governor’s budget recommendations:

Governor'’s

Budget Unit Funding Source Recommendations Purpose
Destination Park Tobacco Settlement $ 3,000,000 | Development of
Trust Fund public use facilities
and road construction
REAP Environment First 11,000,000 | Increase of $9.0
Fund million
Lake Restoration Environment First 1,000,000 | Increase of $650,000
Program Fund
Water Quality Environment First 2,955000 | Increase of $350,000
Monitoring Fund
Marine Fuel Tax Environment First 2,700,000 | Increase of $400,000
Capitals Fund
State Parks Environment First 2,000,000 | Increase of $2.0
Fund million for State Park
operations
Geographic Information | Environment First 195,000 | Increase of $195,000
System (GIS) Fund
Environmental Environment First 500,000 | Purchase air
Protection Fund monitoring equipment
for animal feeding
operations
Water Quality Environment First 500,000 | Maintain funding
Protection Fund Fund
Keepers of the Land Environment First 100,000 | Maintain funding

Fund
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INFRASTRUCTURE, DEFERRED MAINTENANCE,
MAJOR MAINTENANCE, AND NEW CONSTRUCTION

The State of lowa owns 50.5 million square feet of gross building space. The following
table shows the square footage of building space owned by State agencies. The
Department of General Services coordinates the maintenance and construction for all
State agencies except for the Board of Regents and the Departments of Transportation,
Public Defense, and Natural Resources.

Gross Sq. Ft. of Percent
State Agency State-Owned Buildings of Total
General Services 10,936,300 21.6%
Board of Regents 31,400,000 62.2%
Transportation 3,534,698 7.0%
Natural Resources 1,923,600 3.8%
Blind 100,000 0.2%
Public Defense 2,622,058 5.2%
Total 50,516,656 100.0%

In FY 2000, the Department of General Services completed a comprehensive inventory
of state-owned infrastructure that included a detailed assessment of the structural and
internal needs of the facilities. The assessment identified major maintenance and
improvement needs of State facilities under the purview of the Department of General
Services. According to the assessment, there was over $480.0 million of facility
improvement needs at State facilities.

In an effort to address the facility improvements needs, the General Assembly began to
appropriate funds annually for major maintenance and routine maintenance.

However, in FY 2003, funding for routine maintenance was deappropriated due @
to the State’s General Fund budget difficulties. The following table shows the
appropriations for major and routine maintenance since FY 2000.

Maintenance Funding
(Dollars in Millions)

Actual Actual Actual Est. Gov. Rec.

FY 2000 FY 2001 FY 2002 FY 2003 FY 2004

Major Maintenance $ 67 $ 105 $ 115 §$ 158 § 16.7
Routine Maintenance 0.8 2.0 2.0 0 1.7
Total $ 75 $ 125 $ 135 § 158 § 18.4

The Governor’s Vertical Infrastructure Advisory Committee prioritizes the major
maintenance projects and allocates the funds to the various projects. The projects are
then submitted to the Governor for approval. The routine maintenance appropriation is
allocated to the State agencies based on the total square footage of building space
under the control of each agency.
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INFRASTRUCTURE FUNDING

In lowa, State funding for construction and improvements of vertical infrastructure is
provided through either direct appropriations or through the issuance of debt.
Appropriations for infrastructure projects are typically made from either the Rebuild lowa
Infrastructure Fund (RIIF) or the Restricted Capital Funds Account of the
Tobacco Settlement Trust Fund. The type of debt used has involved the
issuance of revenue bonds and certificates of participation (a type of lease
purchase). In the case of revenue bonds, a dedicated revenue source is
pledged for the repayment of the bonds. Certificate of participation debt service has
been paid with appropriated funds.

The amount of new funding available for facility maintenance and construction for the
next four years will be extremely limited compared to previous years spending. This is
due combination of factors which includes: the transfer of wagering tax revenues from
the RIIF to the General Fund; the transfer of expenditures typically funded from the
General Fund to the RIIF and the Restricted Capital Fund; and the Supreme Court
ruling last summer which lowered the tax rate at pari-mutuel racetracks.

Below is a more in depth discussion of the Rebuild lowa Infrastructure Fund, the
Restricted Capital Fund, and the State’s Net Tax Supported Debt.

Governor’'s Recommended Changes to the Rebuild lowa Infrastructure Fund

/7

% The Governor's recommendation for the RIIF includes increased revenue of $28.6
million per year for FY 2003 and FY 2004. The increase is based on the assumption
that the U.S. Supreme Court will overturn the State Supreme Court’s decision
concerning the difference in the lowa’s wagering tax rates for racetracks and
riverboats.

% The Governor is recommending the transfer of the Cash Reserve and Economic
Emergency Fund interest to the General Fund in FY 2004. Current law requires the
interest to be credited to the RIIF. The interest is estimated at $7.6 million in FY
2004.

% The Governor is recommending the transfer of $20.0 million from the RIIF to the
General Fund in FY 2004.

% The Governor is recommending a total of $55.1 million in appropriations from the
RIIF for FY 2004.

The following table shows the Governor’s recommended changes for the RIIF for FY
2004. A list of the FY 2004 recommendations by State agency is included in the
Transportation, Infrastructure, and Capitals Appropriations Subcommittee section of this
document.
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Rebuild lowa Infrastructure Fund
(Dollars in Millions)

Actual Estimated Gov. Rec.
FY 2002 FY 2003 FY 2004
Resources
Balance Forward $ 103 §$ 139 §$ 10.9
Wagering Tax 50.0 26.3 31.3
Wagering Tax Increase (Gov. Rec.) 0 28.6 28.6
Interest
Reserve Fund Interest 4.4 0 0
RIIF Interest 3.3 1.5 1.5
Environment First Fund Interest 0.7 0 0.5
Interest Accrual Adjustments -5.3 0 0
Total Interest 3.2 1.5 2.0
Marine Fuel Tax 2.3 2.3 2.3
Misc. Revenues 0.4 0 0
Environment First Reversions 1.3 0 0
Transfer to the Gen. Fund 0 -15.5 -20.0
Total Resources $ 675 $ 571 §$ 55.1
Appropriations $ 540 $ 462 $ 55.1
Deappropriation -0.2 0 0
Reversions -0.2 0 0
Ending Balance $ 13.9 § 10.9 § 0.1

The sum of the numbers may not equal totals due to rounding.

Governor’s Restricted Capital Fund Recommendations

% The Governor is recommending a total of $156.5 million of appropriations from the
Restricted Capital Fund. The includes $69.3 million in appropriations enacted during
prior legislative sessions, $29.1 million in scheduled debt service payments on
outstanding bonds, and 58.2 million in new appropriations.

% The Governor’s recommendation provides a projected FY 2004 ending balance of
$100.2 million. However, there are $82.8 million of appropriations and debt service
payments that will be paid from the Fund in FY 2005 through FY 2007.
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Restricted Capital Fund
of the Tobacco Settlement Trust Fund

Actual Estimated Gov. Rec.
FY 2002 FY 2003 FY 2004
Resources
Balance Forward $ 0o 9 4277 % 249.5
Tax-Exempt Bond Proceeds 540.0 0 0
Interest 13.2 8.5 7.5
TSA Operations -0.1 -0.2 -0.2
Total Available Resources $ 5531 $ 436.0 $ 256.7
Expenditures
Enacted Appropriations $ 1182 § 1576 $ 69.3
Debt Service Payments 7.2 29.0 291
New Recommendations 0 0 58.2
Total Expenditures $ 1254 $ 1866 $ 156.5

©«

Ending Balance 4277 % 2495  § 100.2

The sum of the numbers may not equal totals due to rounding.
TSA = Tobacco Settlement Authority

Debt Financing of Infrastructure

The State of lowa has issued debt to pay for a variety of programs and projects that the
State otherwise would not have been able to afford within a given fiscal year. The
following provides information on the State’s outstanding debt classified as Net Tax-
Supported Debt.

Net Tax Supported Debt includes debt which the General Assembly and the
$ Governor have authorized and committed specific revenues to retire the debt.
The debt includes revenue bonds, certificates of participation (COP), and
certain lease purchase agreements entered into by State agencies. The
debt service on the revenue bonds is paid from dedicated revenue
sources, which would otherwise be available for appropriation by the -
General Assembly. The debt service on the lease purchase agreements is typlcally
paid from funds appropriated to various agencies’ operating budgets.
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The outstanding principal for the Net Tax Supported Debt as of June 30, 2002, was
$639.4 million. Based on the current debt service schedules, and assuming no
refinancing, the amount of interest to be paid on this debt will be $304.1 million. The
total amount of outstanding principal and interest is $943.5 million.

State of lowa Debt
For the Fiscal Year Ending June 30, 2002
(Dollars in Millions)

Principal Interest Total
Net Tax Supported Debt
Vision lowa Bonds $ 1884 $ 113.56 $ 301.9
Prison Construction Bonds 76.0 31.1 107.1
Underground Storage Tank Bonds 73.0 25.2 98.2
School Infrastruture Bonds 44.5 21.9 66.4
lowa Communications Network Bond 57.3 9.5 66.8
State Agency Lease Purchases 8.8 1.9 10.7
Judicial Districts COPs 3.2 0.7 3.8
Subtotal 451.1 203.8 655.0
Regents Academic Revenue Bonds' 188.3 100.3 288.5
Total $ 639.4 $ 304.1 $ 943.5

The sum of the numbers may not equal totals due to rounding.

! Regents Academic Revenue Bonds are backed by student tuition fees and, therefore,
are not a part of the Net Tax Supported Debt. However, the General Assembly
annually appropriates funds to the Board of Regents to reimburse the universities for
tuition fees used for debt service on the bonds.

Below is a summary of the debt types listed on the above table.

» Vision lowa Bonds — This Program was created to provide State financial assistance
in the form of grants, loans, forgivable loans, and loan guarantees to communities
for the development and construction of major tourism projects. In FY 2002, the
Vision lowa Board issued $196.4 million in bonds to fund the Program which is also
matched with local funds. The Vision lowa Fund annually receives a $15.0 million
allocation from the State Wagering Tax to pay the debt service on the bonds.

» Prison Construction Bonds — The General Assembly authorized the issuance of
bonds for the construction of prison facilities for FY 1994 through FY 1996. These
bonds were issued to construct prisons in Clarinda, Newton,
and Fort Dodge. The General Assembly has earmarked the
first $9.5 million in court fines for the Prison Infrastructure L A
Fund for debt service payments. The portion of the $9.5 .
million not used for debt service is transferred to the General
Fund. In FY 2002 through FY 2007, approximately $5.5 .
million of the annual debt service will be appropriated from the 2
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Restricted Capital Funds Account of the Tobacco Settlement Trust Fund. As a
result, a greater portion of the court fines and fees will revert to the General Fund
during this six-year period.

> Underground Storage Tank Bonds — These bonds were issued through the lowa
Finance Authority to provide funds for the clean-up of underground fuel storage
tanks. The General Assembly created a standing appropriation of $17.0 million from
the Motor Vehicle Use Tax in FY 1991 for the Underground Storage Tank Program,
a portion of which are used to pay the debt service on the bonds.

» School Infrastructure Bonds — In FY 2002, the State issued $48.6 ‘
million in bonds to fund the School Infrastructure Program. This
Program was created to provide State financial assistance to local
school districts for the construction and renovation of school

buildings. The School Infrastructure Fund annually receives a $5.0
million allocation from the State Wagering Tax to pay the debt service
on the bonds.

» lowa Communications Network (ICN) Bonds — This debt was issued to finance
construction of Parts | & Il of the ICN. The General Assembly annually appropriates
funds for repayment of the debt. Funds are appropriated directly to the Treasurer of
State for payment of the debt service. Prior to FY 2002, the ICN debt service was
appropriated primarily from the General Fund. However, in FY 2002 through FY
2006 (the year the bonds will be retired) funding for the annual debt service will be
appropriated from the Restricted Capital Fund.

» Lease Purchase and Installment Acquisitions — State agencies have the authority to
enter into lease purchase agreements for the purchase of public property. Lease
purchases generally constitute shorter-term debt (three to ten years) than bonds and
certificates of participation. The agreements are primarily used by State agencies
for the purchase of equipment or facility improvements. The debt service payments
are paid from State agencies’ operating appropriations.

» Judicial Districts Certificates of Participation (COP) — The General Assembly and the
Governor authorized the Department of Corrections to issue certificates of
participation in the late eighties and early nineties for construction of Community-
Based Correctional (CBC) facilities throughout the State. The General Assembly
annually appropriates funds from the General Fund to the CBC District Departments
for repayment of the debt.

» Board of Regents Academic Revenue Bonds — These bonds are used for
construction, reconstruction, and renovation of facilities and are backed by student
tuition fees. The Board must receive authorization from the General Assembly to
issue Academic Revenue Bonds. In turn, the General Assembly annually
appropriates funds to the Board of Regents to reimburse the universities for tuition
fees used to pay the debt service on the bonds.
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In FY 2004, the State will pay a total of $80.9 million in debt service for the bonds and
lease purchases. The following table lists the annual debt service payments by debt
type for the next three fiscal years. It should be noted that the amount of debt service
listed is not necessarily the amount that the General Assembly will be
required to appropriate. In certain instances, a portion of the debt
service is paid from the interest earnings of the debt service reserve
funds. For example, in FY 2003, the debt service on the Regent’s
Academic Revenue Bonds is $29.7 million. Of this amount, the
General Assembly appropriated $27.3 million for tuition replacement.
The remainder was funded from reserve fund interest.

Annual Debt Service Payments
(Dollars in Millions)

FY 2003 FY 2004 FY 2005

Regents Academic Revenue Bonds $ 207 $ 273 $ 279
Vision lowa Bonds 15.7 15.8 15.8
Prison Construction Bonds 8.1 8.1 8.1
Underground Storage Tank Bonds 9.7 9.6 9.6
School Infrastruture Bonds 4.9 4.0 3.5
lowa Communications Network Bonds 13.4 13.4 13.4
State Agency Lease Purchases 2.5 1.9 1.5
Judicial Districts COPs 0.8 0.8 0.6
Total $ 848 $80.9 $ 804
| L]
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LEGISLATIVE FISCAL COMMITTEE
MAJOR ISSUES

The Legislative Fiscal Committee is a committee of the Legislative Council. Statute
specifies that the ten-member committee gather information to aid the General
Assembly in properly appropriating money for the functions of government. Other
statutory responsibilities include directing the administration of performance audits and
visitations, studying the operation of State government, and making recommendations
regarding government reorganization to the General Assembly (Section 2.46, Code of
lowa). The Committee also conducts studies and prepares Issue Reviews as assigned
by the Legislative Council.

During the 2002 Legislative Interim, the Fiscal Committee met five times. Dennis
Prouty, Director of the Legislative Fiscal Bureau, provided regular revenue
updates, and the Committee also received notices of appropriations transfers and lease
purchases. The following FY 2002 or 2003 General Fund appropriations transfers were
received:

Dollars Department/Division Department/Division
Transferred Transferred To Amount Transferred To
$80,000 Department of Natural $80,000 Department of Natural Resources,
Resources, Parks Division Environmental Protection Division
$25,000 Dept. of General Services, $25,000 Dept. of General Services,
Operations Property Management
$114,260 Dept. of Personnel, Customer $114,260 Dept. of Personnel, Admin &
Service Programming
Dept. of Public Health Dept. of Public Health
$3,726 Addictive Disorders $8,402 Infectious Diseases
$6,042 Child and Adolescent $21,428 Resource Mgmt

$2,292 Chronic Conditions
$8,367 Community Capacity
$1,030 Env. Hazards
$8,373 Public Protection

Dept. of Public Health Dept. of Public Health
$ 7,465 Environmental Hazards $22,919 Community Capacity
$17,822 Injuries $46,032  Resource Management

$43.664 Public Protection
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| |
Dollars Department/Division Department/Division
Transferred Transferred To Amount Transferred To
Dept. of Human Rights Dept. of Human Rights
$21,587 Community Grant Fund $20,000 Persons with Disabilities
$12,035 Status of Women $15,000 Status of African Americans
$1,378 Latino Affairs
Dept. of Human Services Dept. of Human Services
$1,027,744 State Supplementary $1,027,744 Medical Assistance
Assistance
$35,000 Dept. of General Services $35,000 Dept. of General Services
Operations Property Management
$33,000 Governor’s Office, Terrace Hill $35,000 Governor’s Office, General Office
$3.000 Quarters and Dept. of General
’ Services, Terrace Hill
Operations
$6,000 Dept. of Revenue & Finance, $6,000 Dept. of Revenue & Finance,
Compliance Cigarette Stamps
$4,700 Dept. of Revenue & Finance, $4,700 Dept. of Revenue & Finance,
Cigarette Stamp Printing Compliance
Dept. of Agriculture & Land Dept. of Agriculture & Land
Stewardship Stewardship
. . . $48,400 Dairy Inspections
$358,400 2)?:' i(;(;??eer\lljaet;?r\:vlz;vlizlron $95,000 Fertilizer Program
s 4092 000) q $154,000 Commercial Feed Program
’ $61,000 Pesticide Program
$7,000 Dept. of Public Safety $7,000 Dept. of Public Safety
Capitol Police Division Division of Admin. Services
$70,000 Dept. of Natural Resources $70,000 Dept. of Natural Resources
Environmental Protection Parks Division and
Division (original request was Energy & Geological Resources
for $100,000) Division
$1,630,000 Dept. of Human Services Dept. of Human Services
Field Operations ($1,230,000) $800,000 General Administration
State Supplementary Asst. $430,000 Child Support Recovery Unit
($400,000) $400,000 MH/MR/DD
$120,000 Dept. of General Services $120,000 Dept. of General Services
Appraisal/Assessment Capital Interior Restoration
Metropolitan Medical Center
and
Land/Acquisition/Improvement
appropriation
| I
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The following lease-purchase acquisitions were discussed:

Lease-Purchase

Dollars Department Explanation
$509,300 Dept. of General Services Lighting and air handler upgrades in several
buildings on the Capitol Complex.
$412,000 lowa State University Laptop computers for students in the
(ISU) College of Design.
$114,000 ISU Veterinary Teaching Sterilizer system.
Hospital

The Committee also heard periodic updates on:
» Healthy and Well Kids in lowa (hawk-i ) Program

» Medical Assistance Program

» Securitization of the Tobacco Settlement Funds

)

> Program Elimination Commission meetings

> Pending court cases against the State of lowa

The following Issue Reviews were presented to the Committee throughout the Interim.
More information on any of these topics or is available from the Legislative Fiscal
Bureau. A complete listing of all Issue Reviews completed during the interim and
memos written for the Fiscal Committee is contained in Appendix D.

Issue Reviews Presented

» lowa Priority Program

» Board of Regents Unit Cost of Instruction

i liw

Issue Review

» Community College Governance

» School Aid Funding FY 2002 — 2004

> Impact of Changing lowa’s Operating While Intoxicated (OWI) Statute
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Other Major Agenda Items

» FY 2002 Ending Balance — Discussion of the ending balance and the use of reserve
funds, early retirement and early out programs, and the projected Medical
Assistance shortfall.

» FY 2002 and estimated FY 2003 balances of various funds — Discussion included
the Endowment for lowa’s Health Account, the Restricted Capital Fund, the Healthy
lowans Tobacco Fund, the Rebuild lowa Infrastructure Fund, and the Environment
First Fund.

» FY 2003 Salary Costs and Funding — Discussion of the projected costs of the salary
agreement in FY 2003 and FY 2004.

» Fair Labor Standards Act (FLSA) court case involving state troopers, employees of
the Departments of Corrections, Transportation, and Natural Resources —
Discussion of back pay and the impact to the General Fund.

» Court case relating to the wagering tax — Discussion of the impact on the State
General Fund of the court rulings as well as the impact on the Rebuild lowa
Infrastructure Fund balance.

» Medical Report for the Medical Assistance Advisory Group mandated by HF 2245
(FY 2002 Medical Assistance Supplemental Act) — Received the report that was due
June 1, 2002.

» Restoration of Old Capitol in lowa City that was damaged last year by fire —
Discussion of cost, payment for the damages, and timeline for repairs.

> University of lowa Hospitals and Clinics — Discussion of funding of the hospitals
and clinics.

» Revenue Estimating — Discussion of current method and history of the Revenue
Estimating Conference. The Committee met jointly with the Oversight Committee
on this topic.

» Sales Tax Forecast — Discussion of how Internet sales have impacted the sales tax
revenue nationally and in lowa.

> Technology needs of the Department of Revenue and Finance — Discussed the
needs and associated cost to collect and analyze the information needed to make
more accurate forecasts.
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> Capitol Security and Capitol Restoration issues — Discussion of the Capitol Security
costs and progress on the Capitol restoration.

» lowa Priority Program — Issue Review and discussion of the Program. ¥

> Restructuring of State Government — Briefing and discussion by Cynthia JA—
Eisenhauer, Director of the Department of Management.

» lowa Public Employment Retirement System (IPERS) — Discussion of the IPERS
and how it has been affected by the stock market during 2001 and 2002.

» Collective Bargaining and Salaries — Discussion about the collective bargaining
process and the potential cost of the union offers and the State’s counter offers in
FY 2004 and FY 2005.

» Judicial Branch Reorganization — An update on the plan released fall 2002 to @ \

reorganize the judicial districts.

» Pending litigation against the State under the Fair Labor Standards Act — Discussion
about the pending lawsuit filed by employees of the following departments: Public
Safety, Transportation, Corrections, and Natural Resources for back pay.

> Community College Governance — Issue Review and discussion.

» Board of Regents — Historical funding review, discussion of tuition rate
increases, enrollment, budget reductions/revised spending plans,
organizational review, and bond issuance costs.

» School Aid Funding — Issue Review and discussion.
» State Indebtedness — Report on the amount of debt outstanding.
> Sexually Violent Predator Program — Update on cost, demographics, trends, etc.

» Recruitment/Retention and Exceptional Job Performance Bonuses — The LFB
provided a report of the bonuses paid to state employees for recruitment, retention,
and exceptional job performance for the period December 1998 through November
2002.

Materials distributed to the Committee related to these topics are maintained at the LFB
office and are available upon request. The agenda, minutes, and handouts for each
meeting can be found on the LFB web site at:
http://staffweb.leqgis.state.ia.us/Ifb/committee/fiscalcomm/fiscalco.htm.
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LEGISLATIVE OVERSIGHT COMMITTEE
MAJOR ISSUES

During the 2002 Legislative Session, the General Assembly passed SF 2325 (Oversight
and Government Reform Act) creating the Legislative Oversight Committee as a
permanent Committee of the Legislative Council. Formerly the Committee had served
as a combined appropriations subcommittee during the legislative session and a
committee to review government programs and regulations administered or enforced by
State government during the Interim periods. Section 74 of the Act specifies the
following powers and duties of the Committee:

» In addition to the duties assigned by the Legislative Council, )
the Committee shall systematically review the programs, coolB oo
agencies, and functions of the Executive and Judicial J
Branches of government to ensure that public resources are H'I.
used in the most efficient manner to benefit the people of o
lowa.

» The Committee shall implement a systematic process of assessing programs,
agencies, and functions. Annually, by October 1, the Committee shall identify the
programs, agencies, and functions that will be subject to review and evaluation in
the succeeding calendar year. An agency of State government selected by the
Committee for review and evaluation shall provide information as required by the
Committee, which may include but is not limited to the following:

Identifying the activities, services, products, and functions of the agency,
including identifying those that are required and the source of that requirement.
At a minimum, the sources identified shall include State law, State administrative
rule, federal law, and federal regulation.

Specifying for all activities, services, products, and functions, the users or
clientele, and the current level of need for and the level of satisfaction with the
activity, service, product, or function.

Listing each discretionary activity, service, product, or function of the agency that
is not required by State law, State administrative rule, federal law, or federal
regulation.

Identifying the degree of alignment between the agency strategic plan adopted
pursuant to Section 8E.206, Code of lowa, and the requirements of the agency in
State law and State administrative rule.

Identifying alternative methods of providing the agency’s existing activities,
services, products, and functions, and quantifying the impact to lowans if such
activities, services, products, or functions are no longer provided by the agency.
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During the 2002 Interim, the Committee met eight times and reviewed the following
major areas:

Major Issues Reviewed

» Review of Department of Inspections and Appeals reorganization plan.

» Review of Department of Natural Resources reorganization plan.

» lowa Central Community College policies and procedures relating to faculty
changing student grades. The Committee discussed continuing with a thorough
review of the Community College System and possibly include the Area Education
Agencies, during the 2003 Legislative Session.

» lowa’s revenue estimating process. The Committee is anticipating
receiving input from the members of the Revenue Estimating
Conference (REC) relating to the formulation of specific
recommendations for potential legislation concerning improvements to
the revenue estimating process during the months of November and —
December.

> Proposed Department of Administrative Services. The Committee agreed that a
request be made to the Legislative Council that the Oversight Committee would
continue to pursue the restructuring of an Administrative Services Department during
the 2003 Legislative Session.

» Use of State equipment and time for non-State purposes.

> Early retirement incentive programs.

> Employee and citizen complaint reporting options.

» Senator Lundby suggested that the Committee recommend to the Legislative
Council that the Civil Rights Commission, Commission on the Status of Women, and
Latino Affairs be redesigned.

» Residential Services for lowa’s elderly, including assisted living and nursing facilities.
The Committee agreed to recommend to the Legislative Council that the Oversight
Committee look at the assisted living nursing home facilities to determine what
departments are involved with this issue, and the costs of monitoring and regulation
of these facilities. The Committee also agreed to obtain clarification of the definition
of assisted living facilities and communicate with the individuals involved in
regulating these facilities
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» Adult day care service industry and regulation. The Committee agreed that the
Oversight Committee also look at Adult Day Care during the 2003 Legislative
Session.

» lowa Finance Authority’s efforts to provide affordable assisted living facilities in lowa.
» lowa Lottery Commission’s pilot deployment of video ticket machines.

> Opportunities in lowa for affordable assisted living.

Departments and Programs Selected for Review in 2003

The Oversight Committee has selected the following departments, programs, and
services for review during 2003, and identified some that will be discussed specifically
during the 2003 Legislative Session.

» To study and examine the Department of Natural Resources, especially permitting
and enforcement procedures throughout the agency.

» To continue to study the development of the Department of Administrative Services
throughout the 2003 Legislative Session

» To examine the advocacy roles of the following departments and programs:

Department for the Blind

Civil Rights oversight
Department of Elder Affairs <>\

Human Rights

Deaf Services

Persons with Disabilities
Latino Affairs

Status of African Americans

Commission on the Status of Women

» To continue the review of Assisted Living and Adult Day Care Programs.

Materials distributed to the Committee related to these topics are maintained at the
Legislative Fiscal Bureau (LFB) office and are available upon request. Additionally, the
agenda, minutes, and handouts for each meeting can be found on the LFB web site at
http://staffweb.legis.state.ia.us/Ifb/subcom/oversight/oversight.htm.
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PROGRAM ELIMINATION COMMISSION

The Program Elimination Commission was created in HF 2627 (FY 2003 Second
Omnibus Appropriations Act) and amended by HF 2625 (FY 2002 Adjustments and
Transfers Act) during the 2002 Legislative Session. The Commission was created to
assist the General Assembly in identifying savings to the General Fund which could be
enacted during the 2003 Legislative Session.

The charge of the Commission, as specified in the Act, is:

g\
To review all programs and other functions funded in whole or part with g\
State or local government revenues, including but not limited to, ajj)
general taxes and fees and special revenues, such as gaming and
road use tax revenues. The Commission shall operate with the goal of identifying a
2.0% savings for the General Fund of the State. The Commission's duties shall include
the following:

» Review of State and local government programs and other functions.

» Consideration of sale of public assets or providing for nongovernmental entities.
The assets and functions considered shall include the State nursery, Department of
General Services’ vehicle fleet, state medical library, prison farms, and alcoholic
beverage warehouse.

» Identification of programs or functions recommended for elimination or for
performance by a nongovernmental entity.

» Identification of public assets for sale.

» Other duties assigned by the Legislative Council.

The Commission issued its final report on December 31, 2002, to the Governor,
Supreme Court, and General Assembly containing findings and recommendations
fulfilling the Commission's duties. The recommendations are to being drafted into bill
form and brought to the General Assembly under a procedure or rule permitting no
amendments except those of a purely corrective nature recommended by a committee
on state government. Unless otherwise continued by the Legislative Council or by law,
the Program Elimination Commission sunset as of December 31, 2002.

The Commission met eleven times during the 2002 Interim and reviewed the following
areas:

» The General Fund, other fund, and full-time equivalent (FTE) appropriations tracking
documents for actual FY 2000 through estimated FY 2003 levels.
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» The State Medical Library administered by the Division of Libraries and Information
Services, Department of Education.

» The prison farms administered by the Department of Corrections.
» The State Forest Nursery administered by the Department of Natural Resources.
» The Department of General Services vehicle fleet.

» The Executive Branch proposal for consolidation of various functions into a new
Department of Administrative Services (DAS), including review of the individual
programs to be included.

» The Department of Corrections programs, including community-based programs.

» The Department of Justice and other entities involved with the criminal justice
system.

» The Judicial Branch.
» The Departments of Workforce Development and Economic Development.

» The Alcoholic Beverages Division, Department of Commerce, warehouse function.
» The Departments of Human Rights and Elder Affairs.

» The Medicaid Program.

» The Department of Human Services Institutions.

» Child welfare services management.

» Veteran's Home and Veterans Affairs Division programs.
» Substance abuse and mental health services.

» The Department of Education
School District Administrative Services
Area Education Agencies
Small School Districts

K-12 Reading Programs

134



Program Elimination Commission

» lowa Braille and Sight Saving School

» Child Care Programs

» Child Welfare Proposals

> Early Childhood Programs (Ages 0 — 5)

» The possibility of establishing a Commission to consider establishing common
boundaries for service areas (i.e. Area Education Agencies [AEAs], judicial districts,
Department of Human Services [DHS] districts, community-based corrections
[CBCs] districts), with a completed report due December 31, 2003 and
implementation during the 2004 Legislative Session.

» The possibility of reducing the size of the General Assembly, by reducing the House
of Representatives to a minimum of 48 Members and the Senate to a minimum of 24
Members.

» The possibility of changing the State budgeting process to a biennial budgeting
format beginning with the FY 2006-07 budget.

» The elimination of one of the State Mental Health Institutes (MHIs) by consolidating
and relocating the residents and programs to other existing MHIs.

» Creation of a Bureau of Early Childhood Care and Education within the Department
of Education. The purpose of this Bureau would be to collocate and coordinate all
programs dealing with early childhood care, including, but not limited to, state
childcare assistance, early childhood education, and the registration and licensing
administration of all childcare homes and centers required by statute. The
Commission recommends the Department of Management continue to provide
coordination of State-local relationships under the empowerment statue.

» Childcare licensing staff of the Department of Human Services should be collocated
and coordinated with the child and adult care food program in the Department of
Education, with emphasis placed on maximizing the use of federal funds as a cash
incentive for caregivers and to administer food and nutrition programs and provide
support, education, training, and oversight for caregivers. A minimum of 5.0% of
administrative funds should be used to develop local systems of recruitment and
training of caregivers for peer review teams with a goal of increasing program
participation, training, education, and support of home caregivers.

» Potential changes in the lowa Medicaid Program and related programs.
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» Consolidation of the provision of administrative services including: printing,
information technology, mail, payroll, financial accounting, property management,
fleet management, and purchasing

> Providing private providers of child welfare services a level of flexibility in
service provision to enhance accountability through performance
contracting and to minimize redundant paper work in the system.

The Commission completed work on December 23, 2002, and submitted a ‘\éé
final report with recommendations to the General Assembly on December 31, 2002, as
required by statute. Many of the recommendations are being drafted into bill form for
the 2003 General Assembly to consider. The Commission’s
recommendations (except education) that are being drafted into bill form

include the following subjects:

e

» State Government Administrative Services
» Administrative Service Boundaries

» Medicaid Program Revisions

» Medicaid — Veterans' Benefits

» Child Welfare

» DHS Mental Health Institutes

> Community-based Corrections

Education recommendations being drafted as a separate bill include:
» Quality Education Plan
» Administrative Functions Within School Districts

» Pilot Project for Special Education

Copies of the final report, agendas, minutes, and handouts are available on the General
Assembly’s web site at:
http://www.legis.state.ia.us/GA/79GA/Interim/2002/comminfo/progelim.htm.
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ESTIMATED GENERAL FUND EXPENDITURE
INCREASES AND DECREASES

A built-in increase or decrease is a standing appropriation as required by the Code of
lowa, an entitlement program, or a prior appropriation for a future fiscal year that
increases or decreases compared to the prior year. Built-in increases or decreases
may be changed by enacted legislation. An anticipated increase or decrease is
based on prior obligation or action and requires legislative action. A built-in change in
revenue for FY 2004 will be addressed by the Revenue Estimating Conference at the
December meeting.

For FY 2004, the Legislative Fiscal Bureau (LFB) is currently projecting $449.5 million in

built-in and anticipated increases and decreases. The FY 2004 projection includes
$279.4 million in General Fund built-in increases and decreases and $170.1

$ million in anticipated increases and decreases. The following tables summarize
the projected built-in and anticipated changes.

Figure 1
Projected FY 2004 Incremental Built-in General Fund Expenditures

(Dollars in Millions)

K-12 School Foundation Aid $ 94.7
M & E Property Tax Replacement Fund 0.7
Homestead Tax Credit 8.4
Agricultural Land Tax Credit 3.6
Property Tax Replacement 5.2
Elderly and Disabled Tax Credit 0.9
Other Tax Credits 0.9
Human Services - Medical Assistance 97.7
Human Services - State Children’s Health Insurance Program 0.4
Human Services - Mental Health Growth Factor 4.9
Human Services - State Cases 0.4
Education - Early Intervention Block Grant -30.0
Educational Excellence 14.0
Child Development - At-Risk Early Childhood Education 1.0
School to Career Program 0.5
State Appeal Board Claims 2.5
Cash Reserve Fund Appropriation 45.3
Endowment for lowa's Health Account Appropriation 28.3
Total Built-in Increases and Decreases $ 279.4
| I
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Figure 2
Projected FY 2004 Incremental Anticipated General Fund Expenditures

(Dollars in Millions)

Collective Bargaining Salary Package $ 41.1
Salary Adjustment Add-Back 411
State Employee Furlough Add-Back 33.5
Teacher Quality/Student Achievement Program 26.0
Corrections - Fort Madison Special Needs Unit Start-up Costs 2.1
Inspections and Appeals - Indigent Defense & Public Defender 2.7
General Services - Parking Structure Operational Costs 0.1
Judicial Branch - Retirement Fund Contribution 2.2
Judicial Branch - New Building Operational Costs 1.0
Public Safety - Capitol Security 0.9
Regents - Tuition Replacement 13.3
Education - College Student Aid Work Study Program 2.8
Human Services - Children/Families Caseload Increase/Adjustment 0.7
Human Services - Sexual Predators Civil Commitment and Treatment 0.7
Dept. of Natural Resources - Park Operations 0.7
Dept. of Agriculture - Soil Conservation Cost Share Staff 1.2
Total Anticipated Increase and Decreases $ 170.1
Total Projected Expenditures $ 449.5

Appendix B describes the General Fund built-in and anticipated expenditure increases
and decreases in detail by providing:

> Type of appropriation.
Standing unlimited appropriation
Standing limited appropriation

Regular appropriation
> Description of the program or budget unit.
» Factors resulting in the increases or decreases.
» Dollar amount of the increase under current law as projected by the LFB.
> Options to eliminate or reduce the built-in increase.

» Estimated potential General Fund savings from the options identified in column 5.
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OVERVIEW OF FY 2004 BUDGETS AND
SUBCOMMITTEE ISSUES

The Overview of the FY 2004 Budgets and Subcommittee Issues Section presents a
summary analysis of the FY 2004 Governor’'s recommendations compared to estimated
FY 2003 appropriations and identifies possible issues to be discussed by individual
appropriations subcommittees. The amounts requested for unassigned standings are
not included in the totals for the appropriations subcommittees, but the issues may be
discussed under the Significant General Fund Changes Recommended and Issues
Sections.

It is important to note that:

» The estimated FY 2003 General Fund appropriation includes original legislative
action and action taken in the second extraordinary session. It does not include
salary adjustment, which was funded from non-General Funds in FY 2003. It also
does not include any supplemental appropriations for FY 2003, as those have not
yet been finalized by the General Assembly.

» The Departments’ FY 2002 General Fund appropriations were reduced by 1.0% in
SF 2304 (FY 2002 Budget Adjustment Act). Senate File 2304 also reduced the
Departments’ appropriations for salary reductions or furloughs in FY 2002.

» The Departments’ FY 2003 General Fund appropriations were reduced
approximately 2.5% in HF 2627 (FY 2003 Second Omnibus Appropriations Act).
The reductions were to result from savings due to employee furloughs and salary
reductions.

» At the time of printing, the General Assembly was considering SF 36 (FY 2003 Non-
Medicaid Supplemental Appropriations Bill), which appropriates a total of $19.5
million from the General Fund in supplemental appropriations to the Departments of
Human Services, Corrections, Public Safety, and the State Public Defender for FY
2003.
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ADMINISTRATION AND REGULATION
APPROPRIATIONS SUBCOMMITTEE

FY 2004 GOVERNOR’S RECOMMENDATIONS

The Governor is recommending $109.2 million from the General Fund and 2,080.7 FTE
positions for the 12 Departments of the Administration and Regulation Appropriations
Subcommittee. This is an increase of $29.7 million (37.3%) and 115.9 (5.9%). FTE
positions compared to estimated FY 2003. This includes 32.2 FTE positions that are
not appropriated by the General Assembly but are reflected in the FTE tracking
document in Appendix A. These positions are funded by federal funds, other funds or
receipts. More information on the FTE positions is available from the LFB upon request.
Unless otherwise indicated, all increases or decreases are compared to estimated FY
2003.

The Governor’s budget recommendations are compared to the estimated FY 2003
appropriation, which does not include salary adjustment. FY 2003 salary adjustment
was funded from non-General Fund sources. Many departments have asked that the
FY 2003 salary adjustment funding be replaced by a General Fund appropriation in FY
2004. Those requests are noted below. A new concept or funding included in the
Governor’s recommendation but not included in a department request, or the
Governor’s significant modification of a concept or funding included in the Department
request is preceded by the symbol %*. The following graph illustrates the history of the
General Fund appropriations and FTE positions.

Administration & Regulation Appropriations Subcommittee
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Significant General Fund Changes Recommended

7
L X4

Department of Administrative Services — The Governor is recommending total
funding of $18.3 million and 347.8 FTE positions for the new Department that
combines the Information Technology Department, the Department of General
Services, the Department of Personnel, the lowa Communications Network, and the
accounting functions of the Department of Revenue and Finance. The
recommendation includes the transfer of $1.1 million of General Fund standing
appropriations.

» Department of Commerce — An increase of $303,000 (1.5%) to fund the
FY 2003 salary adjustment from the General Fund and a decrease of 6.0
(2.0%) FTE positions.

< Department of General Services — A decrease of $8.0 million (100.0%) and a
decrease of 160.2 (69.4%) FTE positions to transfer the functions of the Department
to the new Department of Administrative Services

% Information Technology Department — A decrease of $2.9 million (100.0%) to
transfer the functions of the Department to the new Department of Administrative

Services.

< Department of Inspections and Appeals — An increase of $386,000 (3.6%) and

14.4 (5.6%) FTE positions. The significant changes include:

Salary Adjustment — An increase of $203,000 to fund FY 2003 salary
adjustment from the General Fund.

Racing and Gaming Commission Excursion Boat Regulation — An

increase of $174,000 (11.1%) for regulation-related expenses that are
reimbursed by the excursion gambling boats and pari-mutuel gaming. The
increase restores the FY 2002 across-the-board reductions and the FY 2002 and
FY 2003 furlough reductions.

% Assisted Living and Adult Day Care Regulation — In addition to the General
Fund Recommendation, the Governor is recommending an increase of 14.0 FTE
positions to continue oversight of assisted living programs and to establish and
implement a system of oversight for the adult day care industry. These positions
would be funded through an appropriation of $1.4 million from the Senior Living
Trust Fund.

< Department of Management — An increase of $25.3 million (1202.5%) and 1.5

(4.4%) FTE positions. The significant changes include:

% Anincrease of $183,000 and 1.5 FTE position to enhance revenue estimating.

% An increase of $127,000 for the Salary Model Administrator that has historically
been appropriated in the Salary Bill.
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< An increase of $25.0 million for reinventing government programs that will
achieve savings through reductions in future appropriations.

Department of Personnel — A decrease of $3.6 million (100.0%) and 76.0 Im“
(45.7%) FTE positions to transfer the functions of the Department to the
new Department of Administrative Services.

Department of Revenue and Finance — A decrease of $174,000 (0.7%). The
significant changes include:

An increase of $525,000 and 14.0 FTE positions for ten additional revenue field
auditors and four additional revenue field collections agents.

An increase of $277,000 to fund FY 2003 salary adjustment from the General
Fund.

“» An increase of $742,000 for additional resources for tax data and to enhance
revenue estimating.

< A decrease of $1.7 million to transfer the accounting functions of the Department
to the new Department of Administrative Services.

» Office of the Secretary of State — An increase of $55,000 (2.7%) and no change in

FTE positions compared to estimated FY 2003.

Significant Other Fund Recommendations

> Department of Personnel:

lowa Public Employees Retirement System (IPERS) — A decrease of
$135,000 (1.6%). The recommendation includes $662,000 continued
funding for document security, maintenance and improvement projects
at the office which is anticipated to be completed in FY 2007, and
$517,000 continued funding for the development of internet services for
employers and members which is anticipated to be completed in FY 2005. The
change is a decrease of $135,000 due to the FY 2003 one-time funding for
studies relating to a deferred retirement option ($95,000), and a terminated
vested member option ($40,000).

Issues

The Administration and Regulation Appropriations Subcommittee may wish to examine
the following issues:

143



Administration and Regulation Appropriations Subcommittee

» Payment Processes for Interagency Services — The majority of agencies within
the Subcommittee provide services to other State agencies. The approach to
funding these services has varied, causing a general lack of uniformity regarding
how services are funded and how payments from service receiving agencies are
classified.

> Taxpayer Non-Compliance as it Relates to the Audit Staff Reductions at the
Department of Revenue and Finance — The Department of Revenue and Finance,
due to the budget reductions, has reduced the audit staff that may lead to an
increase in taxpayer non-compliance.

> Taxpayer’s Expectations for Electronic Services — As taxpayers become
accustomed to technology, their demands for electronic services may be increasing.

» Federal Over-Recovery — The federal government continues to request the return
of federal funds used by the agencies to pay for services provided by the Information
Technology Department that the federal government believes was in excess of the
federal share of the payment.

» Elimination of the Sales Tax on Lottery Tickets — The Lottery pays the -~
State sales tax out of proceeds from the sale of Lottery tickets. The s
consumer does not pay the tax. When the sales tax on Lottery tickets was h{f@
established, the non-sales tax revenue did not flow into the General Fund.

Presently, the sales tax and non-sales tax net revenues flow to the General Fund.
The Lottery is recommending the elimination of the sales tax on Lottery tickets and
the accounting needed to keep track of the sales tax portion of the ticket proceeds.
The estimated $8.6 million would be deposited into the General Fund as sales
proceeds instead of sales tax.

» The Standardization of the Payment of Admissions Fees at Racetrack
Enclosures and Gambling Excursion Boats — Unlike the admission fees paid by
the boats, the admission fees at racetracks do not have any relationship to the cost
of regulating the establishments. A reduction to the budget of the Racing and
Gaming Commission causes an equivalent reduction in the amount of money paid
into the General Fund by the boats and oversight of the establishments is reduced.

> Flexibility in Establishing Racing Days at Racetrack Enclosures — The current
method of funding the Racing and Gaming Commission does not allow the
racetracks flexibility during the calendar year for the establishment of additional
racing days and a reduction in the Commission’s budget leads to fewer racing days.

% Gambling Taxation — The Governor is recommending a change in gambling

taxation rates to raise an estimated $209.9 million of revenue in Fiscal Years 2003
and 2004.
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» The Real Estate Education Fund — House File 2627 (FY 2003 Second Omnibus

Appropriations Act) requires $30.00 from each real estate salesperson’s license and
each broker’s license be paid into the lowa Real Estate Education Fund during FY
2003. Unless Section 543B.14, Code of lowa, is amended or other action taken, the
Fund will again be receiving 40.0% of the fees for each real estate salesperson’s
license and 25.0% of each broker’s license after FY 2003.

Integrated Information for lowa (1/3) - Formerly known as Enterprise Resource
Planning (ERP). Progress has been made toward updating businesses processes
across state government, beginning with redesigning the State budget
system. The General Assembly made a FY 2003 appropriation of $4.4
million for the project. The Department of Information Technology
estimates an additional $9.2 million will be needed to complete the project. The
Governor is recommending $6.1 million in restricted capitals funding be provided to
the Information Technology Department to continue the work on the Integrated
Information for lowa (I/3) System. Please refer to the Transportation, Infrastructure,
and Capitals Appropriation Subcommittee for further details.

Department of Administrative Services — The Department of Administrative
Services Implementation Co-chairs Gerry Bair and Mary O'Keefe submit a proposal
(organizational chart, budget and timeline) to consolidate the Departments of
Personnel, General Services, Information Technology, the lowa Communications
Network, and the accounting functions of the Department of Revenue and Finance
into an entrepreneurial management model. While the Oversight Committee has
been actively involved in the design of the new department, members of
Administration and Regulation Appropriations Subcommittee may have an interest in
the proposal since the new department is likely to fall within its jurisdiction. The
Governor is recommending the new Department for FY 2004. Please refer to the
Statewide Issues Section for more detail.

Department of Commerce Revolving Fund — A proposal was considered last year
for reestablishment of a revolving fund for the Department of Commerce. The Fund
could be established without receiving start-up funds from the General Fund.

Electronic Fillings with the Ethics and Campaign Disclosure e
Board — The Subcommittee may want to review the most efficient Finance
ways for the Board to process filings and provide information to the o

public.

The Demands on the lowa Public Employees’ Retirement System (IPERS) and
Staff — By FY 2006 annual retirements are expected to exceed 8,500, and o
remain at or near this level through FY 2012. By FY 2013 the total number 5 *
of retired members will have risen from today’s 73,000 to over 123,000 and "
will top 200,000 by 2027. Benefit payouts topped $676.0 million in FY 2002 and it is
anticipated they could reach $1.5 billion annually by FY 2007.
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% Unclaimed Property - The Governor is recommending a change in the time period
that insurance companies can hold unclaimed demutualization proceeds and wages.
This change would result in an estimated $25.0 million increase in revenue for FY
2004.

% Mental Health/Substance Abuse Parity — The Governor is recommending that all
group health care plans provide for parity for mental health and substance abuse
benefits.

> Departments Responses to Budget Reductions:

lowa Ethics and Campaign Disclosure Board

Combined positions. S
Increased the use of technology. Finance

Forms
Focus on core functions.

Administrative rules changes to eliminate unnecessary requirements.

Department of General Services

Merged seven divisions into five.
Increased the span of control.

Established “Facility Partnerships” between custodial and maintenance staff
by assigning staff by building.

Combined finance related operations under one division, the Operations
Division.
Continued review of operations and the reduction in the span of control.

Information Technology Department

Reduced the span of control.

Combined operations and responsibilities.
Redesigned office space to increase productivity.
Reclassified employees.

Reduced staff.

Renegotiated contracts with vendors.

Department of Inspections and Appeals

Consolidated General Fund programs.
Capitalize on federal matching funds and grants.

Reduced the span of control.

146



Administration and Regulation Appropriations Subcommittee
Elimination of positions.
Increased the use of technology.
Combined Divisions.
Implemented Furloughs.
Reduced the number of Commission meetings.

Department of Management

Redirected staff resources to focus on core customer demands.

Staff reductions.

Department of Personnel

Combined Divisions.
Reduced Staff.

Increased the span of control.

Increased the use of technology for training and job applications.

Utilized alternative grievance procedures.

Issue Reviews

Three Issue Reviews relating to the Administration and Regulation Appropriations
Subcommittee were distributed during the 2002 Interim. The Issue Reviews were:

» Alcoholic Beverages Division Liquor Wholesaling

» Linked Investments for Tomorrow

» State Vehicle Fleet

Topic Presentations

The LFB maintains and updates Topic Presentations available on the LFB web site.
Presentations relating to the Administration and Regulation Appropriations
Subcommittee include:

» Administration and Requlation Appropriations Subcommittee

» Department of Commerce General Fund Revenues Generated and Appropriations
by Division
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> Gambling in lowa

» lowa Lottery

» lowa Retirement Systems
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AGRICULTURE AND NATURAL RESOURCES
APPROPRIATIONS SUBCOMMITTEE

FY 2004 GOVERNOR’S RECOMMENDATIONS

The Governor is recommending $32.5 million for operations from the General Fund and
1,559.8 FTE positions, an increase of $544,000 (1.7%) and no change in FTE positions
compared to estimated FY 2003. This includes 12.5 FTE positions in the Department of
Agriculture and Land Stewardship that are not appropriated by the General Assembly
but are reflected in the FTE tracking document in Appendix A. These positions are
funded with federal funds and other funds. More information is available on these non-
appropriated FTE positions from the LFB upon request.

A new concept or funding included in the Governor’'s recommendation but not included
in a department request, or the Governor’s significant modification of a concept or
funding included in the Department request is preceded by the symbol +*.

The following graph illustrates the history of the General Fund appropriations and FTE
positions.

Agriculture and Natural Resources Appropriations Subcommittee
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Significant General Fund Changes Recommended

7
L X4

Department of Agriculture and Land Stewardship — The Governor is recommending

a total of $17.0 million from the General Fund and 472.1 FTE positions for FY 2004.
This is an increase of $230,000 (1.4%) and no change in FTE positions compared to
estimated FY 2003. Changes include:

% An increase of $249,000 to fund the FY 2003 salary adjustment from the General
Fund for FY 2004.

A decrease of $19,000 for elimination of the Feed Grain
Verification pilot project. This was a one-year project.

Department of Natural Resources (DNR) — The Governor is
recommending $15.5 million from the General Fund and 1,075.1
FTE positions for FY 2004. This is an increase of $314,000 (2.1%)
and no change in FTE positions compared to estimated FY 2003. The increase is to
fund the FY 2003 salary adjustment from the General Fund for FY 2004.

Significant Other Fund Changes Recommended

R/
A X4

Department of Agriculture and Land Stewardship — The Governor is recommending
a total of $306,000 from other funds and $13.6 million from the Environment First
Fund for FY 2004. The Environment First Fund is appropriated by the
Transportation, Infrastructure, and Capitals Subcommittee. Significant
recommendations include:

< An increase of $500,000 for the Agricultural Drainage Wells Program.

An increase of $350,000 for the Farm Management Demonstration
Program.

An increase of $2.0 million for the Soil Conservation Cost Share
Program.

An increase of $2.0 million for the Conservation Reserve Program. The funding
for this Program was eliminated for FY 2003.

% An increase of $500,000 for the Loess Hills Conservation Authority. The funding
for this Program was eliminated for FY 2003.

Department of Natural Resources — The Governor is recommending a total of $21.0
million from the Environment First Fund, $5.5 million from the Restricted Capital
Account of the Tobacco Settlement Trust Fund, and $34.7 million from other funds
for FY 2004. The Environment First Fund and the Tobacco Settlement Trust Fund
are appropriated by the Transportation, Infrastructure, and Capitals Subcommittee.
Significant recommendations include:
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An increase of $12.6 million from the Environment First Fund. Significant
requests include:

% An increase of $9.0 million for the Resource Enhancement and Protection
(REAP) Fund.

% An increase of $650,000 for the Lake Restoration Program.

An increase of $400,000 for Marine Fuel Tax Capital projects, such as boat

ramps.
An increase of $2.0 million for State Park operations. f%@ff\ ;i
< An increase of $350,000 for the Water Quality Monitoring “‘\:er—:gvf
Program.

An increase of $195,000 for the Geographic Information System (GIS).

An increase of $2.0 million from the Restricted Capital Account of the Tobacco
Settlement Trust Fund to fund design and construction projects at the destination
park located near Lake Rathbun.

“» Anincrease of $100,000 from the Fish and Wildlife Trust Fund to be used for
operations in the Fish and Game Bureau. The increase is to match federal funds
for non-game wildlife research activities.

Issues

The Agriculture and Natural Resources Appropriations Subcommittee may wish to
examine the following issues:

» Animal Agriculture Regulation — The 2002 General Assembly \\>\
passed SF 2293 (FY 2003 Animal Agriculture Act) that amended ((,\xf‘\f_\;
statutory requirements regarding the regulation of animal feeding - =
operations. Animal confinement operators are required to pay an annual fee of
$0.15 per animal unit that will be deposited into the Assessment Account of the
Animal Agriculture Compliance Fund. The fees will be used to fund 12.0 FTE
positions for enforcement of the Act. The Act implements the use of the Master
Matrix, a scoring system used by a County Board of Supervisors and the DNR to
determine if a new animal confinement construction permit should be issued. An
advisory committee made recommendations to the DNR for the development of a
Master Matrix. Public comment regarding the Master Matrix was accepted until
December 5, 2002. The Master Matrix becomes effective on March 1, 2003.

» Environment First Fund Deappropriations — The Environment First Fund was
established by the 2000 General Assembly with a standing appropriation of $35.0
million. During FY 2002, program funding was deappropriated. Changes include:
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The original FY 2002 appropriation was $35.0 million. During the 2002
Legislative Session, the General Assembly passed HF 2625 (FY 2002
Adjustments and Transfers Act) that deappropriated $5.8 million from the
Environment First Fund for FY 2002.

The original FY 2003 appropriation to the Environment First Fund was $35.0
million. The General Assembly passed HF 2627 (FY 2003 Second Omnibus
Appropriations Act) during the Second Special Session that deappropriated
$18.5 million from the FY 2003 Environment First Fund appropriation.

On June 12, 2002, the lowa Supreme Court ruled that taxing casinos with
racetracks at a higher rate than casinos without racetracks was unconstitutional.
The estimated fiscal impact of that ruling for FY 2003 is a $40.4 million decrease
in funds to the Rebuild lowa Infrastructure Fund (RIIF) that funds the
Environment First Fund.

Revisions to funding of Environment First Fund programs will be determined by
the 2003 General Assembly.

» Resource Enhancement and Protection (REAP) Fund — The General Assembly
appropriated $10.0 million to the Fund in FY 2002 from the Environment First Fund.
This amount was deappropriated by $2.8 million upon passage of HF 2625 (FY 2002
Adjustments and Transfers Act). For FY 2003, the REAP Fund was

appropriated $10.0 million from the Environment First Fund but reduced | %
to $2.0 million upon passage of HF 2627 (FY 2003 Second Omnibus }:j 4
Appropriations Act). The General Assembly notwithstood language in o
Section 455A.19, Code of lowa, that allocates REAP funds based on a REAP

percentage formula. Instead, funds were designated to reimburse local
governments for property taxes lost on land purchased by the Department. For FY
2004, the Governor is recommending $11.0 million for the REAP fund.

> Foreign Animal Disease — The Department of Agriculture and Land Stewardship in
coordination with a number of other agencies implemented the Foot and Mouth
Disease Response and Recovery Plan during FY 2002. This was in response to a
number of outbreaks of Foot and Mouth Disease and Bovine Spongiform
Encephalopathy (Mad Cow) Disease in Europe during 2001. Concerns that a
terrorist could use a virus, toxin, or other chemicals to produce an animal disease
increased after the attack on September 11, 2001. On September 11, 2002, the
United States Department of Agriculture (USDA) awarded lowa a federal grant of
$622,000 to continue efforts to detect, respond, and recover from a foreign animal
disease.

» State Forest Nursery — The 2002 General Assembly created the
Program Elimination Commission in HF 2627 (FY 2003 Second Omnibus
Appropriations Act) to review all State programs and functions funded with
State or local revenues. The goal of the Commission is to identify a
2.0% savings to the General Fund from the elimination of programs or
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sale of assets. One of the assets reviewed by the Commission was the State Forest
Nursery located in Ames, lowa. The Nursery sells bareroot seedlings in quantities of
500 or more to lowa landowners for conservation projects and sells between 3.0 to
5.0 million seedlings annually. The operation generates approximately $1.5 million
in revenue each year that pays for all Nursery expenditures. The LFB completed an
Issue Review on this topic in September 2002 and is available on the LFB web site
at: http://staffweb.leqis.state.ia.us/Ifb/docs/IssReview/2002/IRDFK003.PDF.

» Water Quality — The Department of Natural Resources compiled the 2002 listing of
impaired waterbodies as specified in Section 303(d) of the federal Clean Water Act.
The proposed listing has 159 impaired waterbodies and will be forwarded to the
federal Environmental Protection Agency (EPA) for approval. The 1998 list had 157
impaired waterbodies with 220 impairments, and the 2002 list has 159 waterbodies
with 215 impairments.

» West Nile Virus — This is a virus carried by mosquitoes that was identified in New
York in 1999. During 2002, there were two lowa horses reported to be infected with
the virus. As of October 14, 2002, there were approximately 1,000 horses infected
with the virus and approximately 160 have died or were destroyed. The Code of
lowa requires owners of infected animals to report cases of West Nile Virus to the
State Veterinarian.

» Chronic Wasting Disease — This is a neurological disease similar to Mad
Cow Disease that affects deer and elk. The disease has been reported in
Wisconsin, South Dakota, Nebraska, Colorado, Wyoming, Montana, and New '
Mexico. Currently, no cases have been reported in lowa. The Department of
Natural Resources has tested 150 whitetail deer and plans to test an
additional 2,000 animals during the fall hunting season. A ban on
transporting live deer and elk into lowa has been implemented. An exception
to the ban is if the animal is certified as disease free.

T,

» Farm Security and Rural Investment Act of 2002 — This was enacted on May 13,
2002, and outlines federal farm policy for the next six years. The Act renews or
creates new programs dealing with commaodities, conservation, trade, nutrition,
credit, rural development, research, forestry, and energy. Currently, there are no
direct payments made to the State from the Act, however, there are potential
sources of funding from the Partnerships and Cooperation section of the Act that
allow the USDA to enter into agreements with State and local agencies for technical
and financial assistance for special projects. The LFB completed an Issue Review
on the conservatio