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THOMAS J. VILBACK OFFICE OF THE GOVERNOR SALLY J. PEDERSON
GOVERNOR STATE CAFITOL LT. GOVERNOR
DES MOINES, IOWA 50319
515 281-5211
FAX 515-281-6611

January 31, 2005

TO THE MEMBERS OF THE 81°" GENERAL ASSEMBLY:

Thank you for your efforts to transform lowa’s economy and preserve lowa values. The FY
2006 budget we present to you today was built from the ground up and is the result of a budget
process that focuses on priorities and results. Faced with difficult choices, we are heartened by the
progress we have achieved with your cooperation and collaboration.

Fulfilling our responsibility to lowa children, together we have focused resources on
reducing class sizes and reversed an eight-year decline in test scores. As a result, lowa students have
achieved four straight years of improved test scores, ranking among America’s best.

Working together, we have expanded health care for our most vulnerable lowans: children,
veterans and seniors. Today, 15,000 more children have health insurance, 38,000 more veterans are
receiving health care benefits, and over 28,700 more seniors, as a result of the Senior Living Trust,
are living in their own homes with greater dignity and independence.

Working together, we have learned that lowa has the people, the power and the resources to
transform the economy. By embracing Vision lowa, the Community Attraction and Tourism (CAT)
program, electrical utility restructuring, and the lowa Values Fund, we have changed the economic
landscape of our state. Vision lowa and CAT grants have supported 170 projects and leveraged over
a billion dollars of investment throughout the state. At the same time, the number of college-
educated workers grew by over 50,000 in the last three years alone.

Six new power facilities are the first in the last twenty years; and when the power from those
facilities is added to the expansion of wind and renewable energy, lowa will have true energy
independence. Investments in the lowa Values Fund have supported thousands of good paying jobs
in life sciences, information solutions, and advanced manufacturing, gaining lowa a national
reputation as a leader in biotechnology and insurance.

We propose to continue our work together to make lowa the best place to live, work and raise
a family through the lowa values of opportunity, responsibility and security.

To offer lowa children a first class education system that prepares them for global
competition and success in life, we are proposing to fully fund allowable growth, more than double
our commitment to teacher compensation, and make a promise to our youngest citizens that they will
get the best start in life through an integrated system of early care and learning with a $40 million
down payment.
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By targeting resources, schools and communities will be able to expand educational
opportunities, strengthen the curriculum, increase graduation requirements and streamline transitions
between high schools and college.

Building on lowa’s educational and economic development successes, we propose an $800
million investment in economic growth over the next five years to add 50,000 good paying jobs that
support families and communities, expand cultural and recreational opportunities, and result in a
cleaner environment.

The budget we present to you today will live up to the expectations lowans have of their
policy makers to provide health care security for vulnerable lowans. Every year smoking costs all
lowans over $235 million in medical related expenses for smoking related illnesses and deaths, while
cigarette taxes only generate $88 million. It is only fair to increase cigarette taxes to save lives and
provide health care security for all lowans. Our proposed budget dedicates all increased cigarette tax
revenue to health care.

Under this plan, the State can adopt an honest budget that covers the full costs of Medicaid
services to children and older lowans, makes a commitment to early childhood education at the same
time it restores $40 million to the Senior Living Trust Fund, and puts over $100 million back into our
rainy day funds. At the end of this year, the State would have nearly 6% of its General Fund budget
in reserve to manage emergencies.

State government has been reorganized, streamlined and works continuously to achieve
efficiencies and become more accountable. The price of state government as a percent of personal
income is the lowest it has been in 33 years. That important work will continue. We look forward to
working with you and local governments to identify opportunities to eliminate barriers to a
streamlined state and local government structure.

Please join us in the adoption of a budget that will transform lowa’s economy and preserve

lowa values.

In a spirit of cooperation,

Thoma&/—ilsack Saléa. Pederson

Governor Lt. Governor
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HISTORIC OVERVIEW

State Budgets and Finances

lowa, like most states, has struggled to deal with tough fiscal times in recent years. Spurred by the
national recession and the impacts of 9/11, nearly every state has had to cope with revenue shortfalls and
budget deficits. In its latest survey of the states, the National Governors Association and National
Association of State Budget Officers wrote:

“After the most severe fiscal downturn in 60 years, state finances have improved somewhat, although they
are still below long-term national averages. Overall, revenues are exceeding projections and expenditure
growth is occurring although balances continue to remain below adequate levels and states still face
significant spending pressures.”

lowa finds itself in a similar situation. While revenues exceeded expectations in Fiscal Year (FY) 2004,
revenue growth in both FY 2005 and FY 2006 is projected to be below average levels from previous
years, and costs for education, health care, and security will continue to grow.

lowa Revenues Not Meeting Historic Expectations

Over the past 35 years, lowa’s tax structure has generated, on average, growth of a little over 5% a year,
but this level has not been attained in any of the last eight years. In fact, for the first time since before the
Korean War, the state had two successive years of revenues being smaller than the previous year, in FY
2002 and FY 2003. While revenues performed better than expected in FY 2004, the projected levels for
both FYY 2005 and FY 2006 continue the below average trend of the past decade. The following chart
shows how revenue levels have declined in recent years compared to the past:
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While it is true that some of the recent performance can be attributed to a sluggish national economy, the
state economic data is much better than the revenue data. For example, over the last four years, lowa’s
personal income has increased 13%, while state Fiscal Year revenues have grown by just 3%.

Without a doubt, part of lowa’s poor revenue performance is the result of past decisions to make broad-

lowa Budget Report 1 Fiscal Year 2006



based and targeted tax cuts. The State has made tax cuts every year since FY 1996, and the aggregate
amount of these tax cuts and property tax replacement now totals over $6 billion. On an annual basis, the
Fiscal Year budget has reduced revenue or replaced property taxes by over $1 billion in FY 2005.

lowa Spending Has Been Cut to Deal with Revenue Losses

Prior to FY 2002, the State of lowa had only experienced an actual reduction in spending compared to the
previous year once, during the farm crisis in 1987. However, in each of the last four Fiscal Years, lowa’s
General Fund spending has been below the previous year. In fact, the 5.7% reduction in the FY 2002
budget was the largest percentage reduction of any of the fifty states, according to the National
Conference of State Legislatures. The following chart illustrates this dramatic change in lowa’s budget
experience:
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The State of lowa has utilized a variety of measures to reduce spending. These include three rounds of an
early retirement program, voluntary wage concessions by the State’s largest state employee union, and
extensive restructuring and consolidation of executive branch departments. As a result, the State
executive branch workforce is 9% smaller than it was on July 1, 2001.

At the same time, the vast majority of lowa’s Fiscal Year spending is dedicated to a few key priorities.
Education makes up over 60% of the budget, and children, family and senior services (primarily health
care) make up another 17%. When you add in public safety (which includes the Highway Patrol, general
prison operations, the Court system, and the National Guard) you have 89% of lowa’s Fiscal Year budget.
As medical and other costs continue to increase, it is impossible to keep pace with the demand for quality
services with continually fewer tax dollars.
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National Actions by States to Balance Budgets

Forty-nine of the fifty states, including lowa, have either a constitutional or a statutory requirement to
have a balanced budget. In 1992, lowa adopted a budget reform proposal that required the Legislature
and Governor to spend no more than 99% of revenue, and maintain reserve funds to deal with unexpected
budget issues. The wisdom of that action has shown in recent years, as lowa has been able to reduce the
impact of revenue losses through prudent use of its reserve funds. It is notable that the recent bipartisan
budget reform agreement in California is patterned on the lowa law.

Across the country, States have used a variety of mechanisms for coping with budget problems. While
the states as a whole have reduced spending, lowa started the process of reducing spending earlier and to
a greater extent than the combined 50 states. The following chart illustrates the changes in spending for
lowa and the combined 50 states:
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Besides reducing budgets, many states have begun to raise taxes and fees. According to the National
Governors Association and National Association of State Budget Officer’s Survey of the States, “in FY
2005, 24 states enacted tax and fee changes totaling a net increase of $3.5 billion. In addition, they
enacted other measures that enhance Fiscal Year revenue but that do not affect taxpayer liability totaling
$3.4 billion.” This follows action in FY 2004, when net tax and fee increases totaled $9.6 billion, and FY
2003, when the total was $8.3 billion. Over the past four Fiscal Years, total enacted state revenue
changes are almost $22 billion. In contrast, lowa continued to reduce taxes in each of those years.

During the 1990s, the states as a whole did a good job of building their reserves, and during recent years,
those reserves have been tapped to deal with budget issues. In FY 2003, for example, 25 states drew on
their reserve funds to help balance their budgets. While lowa has drawn on its reserve funds, it has done
so to a lesser extent than most states. In FY 2005, lowa is projected to have $225.6 million in its reserves,
which is 5.0% of its budgeted expenditures. By contrast, the states as a whole are projected to have an
average of 3.4% in reserve.

lowa has also managed revenue shortfalls without the use of debt financing or accounting tricks, which
have been utilized in a number of states. These sorts of budget balancing ploys have been criticized on
numerous occasions by the national rating agencies. It is notable that both of the premier national rating
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agencies, Standard and Poor’s and Moodys Investors Services, continue to give lowa their second highest
rating, AA+ and Aal respectively, and both continue to list lowa’s financial outlook as stable. In
contrast, among our neighboring states, Illinois, Wisconsin, and Minnesota have all been subject to rating

downgrades in recent years.

lowa’s Price of Government

One common measure for determining the cost that citizens pay for their government is to compare tax
revenues to personal income. This reflects how much people pay, as a percent of their income, for their
government services. This allows comparisons over time without having to adjust for inflation or

changes in economic conditions.

In FY 2003, lowa’s price of state government (state tax revenues as a percent of personal income) is at the
lowest level in 33 years. When combined with local government revenues, it is at the lowest level in 17
years. The chart below shows this change over time:
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In conclusion, lowa government has done an excellent job of managing its finances. Levels of spending
are below national averages, and lowa has balanced its budget without resorting to gimmicks or tricks that

end up costing states in the long run.
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NATIONAL ECONOMIC REVIEW AND FORECAST

Economy.com’s perspective:

The State of lowa contracts with Economy.com, which, along with Global Insight, Inc., is used by a
number of states for national forecasting data and information. According to Economy.com, the U.S.
economy is enjoying strong growth, with real GDP expanding at a 4% annualized rate, with households,
businesses, government and exports contributing to the gain. They view the only significant economic
drag as continued growth in imports.

Economy.com notes that even the job market, the last part of the economy to rebound, is improving.
About 2.2 million payroll jobs were created in 2004, and employment will soon surpass its previous peak
set nearly four years ago. In their view, the economy has moved from the recovery to the expansion
phase of the business cycle.

Economy.com believes that growth will slow in the coming year. By year-end 2005, they expect real
GDP to be growing at close to a 3% pace. They predict that fading monetary stimulus and fiscal policy
restraint, which will weigh on household and government contributions to growth, and the end of the
inventory and replacement cycle, which will crimp businesses’ contribution, will be primary factors in the
slowdown. The expected slowdown would be even more pronounced if not for the weaker dollar and the
salutary impact this will ultimately have on the nation’s trade position. While the trade deficit is not
expected to narrow much this year, any reversal at all would be a substantial improvement after years of
substantial erosion.

The recent actions of the Federal Reserve have tightened monetary policy, which began last summer.
Economy.com believes that the moves are designed to slow economic growth to just over 3%. They
predict that policymakers will continue to hike the funds rate target by 25 basis points at each Fed Open
Market Committee meeting until growth is at the target level. Consistent growth above 4% would prompt
more aggressive tightening, and growth below 3% would induce policymakers to pause in their efforts.

Economy.com predicts that policymakers are expected to continue tightening in this measured way until
the funds rate target is equal to the neutral rate, which is the rate that neither supports nor constrains
growth and is equal to long-run nominal GDP growth. Economy.com estimates this to be 4.5%, which is
equal to the sum of 3% real GDP growth and targeted 1.5% inflation. They believe it will take all of this
year and part of next for policymakers to raise the current 2.25% funds rate target to its neutral rate.

Federal fiscal policy is also quickly turning from supporting growth to restraining it. The federal deficit is
set to narrow from last year’s record of over $400 billion. Federal outlay growth is slowing.
Policymakers are reducing growth of discretionary non-defense spending, which has come to a virtual
standstill. It was not long ago that spending was expanding at a double-digit rate. Barring a significant
increase in defense outlays necessary to support military efforts in Irag, overall spending growth this year
will just keep pace with the growth in GDP.

According to Economy.com, growth in the coming year would be even slower if not for an expected
improvement in the nation’s trade situation. The real trade deficit, which will reach a record $600 billion
this year, is expected to narrow in 2005. While the decline in the deficit will be small, it will be the first in
a decade, and trade will go from being a sizable drag on growth to a source of modest support.
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Behind the anticipated improvement is the three-year long, 15% decline in the real broad trade weighted
dollar. The dollar is off by more than one-third vis-a-vis the Euro, 25% against the Canadian dollar, and
10% against the yen. The impact of the lower dollar on trade has been slow in coming, due to the
expanded prevalence of currency hedging and long-term contracting. But this is changing, as evidenced
by rising prices of imported goods from Europe and Canada.

Economy.com believes that the nation’s trade situation will receive another boost when the Chinese
revalue the yuan and begin a process towards a freely-floating currency. While the Chinese are publicly
holding firm to their yuan-dollar peg, both external and internal pressures to change are mounting. A
revaluation is expected sometime this year.

Conclusions. The economy is expected to experience sturdy growth this year. Real GDP growth will
slow from last year’s strong pace as the sources of growth begin to shift. Consumer spending, investment,
and federal government spending growth will moderate, as monetary and fiscal policy stimulus fade into
restraint, and pent-up investment demand is satisfied. Some of the slack will be made up by a stabilizing
trade deficit. All of this is expected to go smoothly, but given that the catalyst for this shift is a lower U.S.
dollar and somewhat higher inflation and interest rates, there are not inconsequential risks that there will
be a bump or two along the way.

Federal Reserve Bank of Chicago’s Economic Outlook Symposium’s perspective:

The nation’s economic growth in 2005 will be more moderate than in 2004, inflation will ease, and the
unemployment rate will edge down, according to the median forecast of participants at the Federal
Reserve Bank of Chicago’s Economic Outlook Symposium.

The consensus outlook for 2005 shows real Gross Domestic Product (GDP) increasing 3.3% (down from
an expected 4.4% in 2004); inflation, as measured by the Consumer Price Index, at 2.4% (down from
2.7%); and the unemployment rate averaging 5.4% (down from 5.5%).

The eighteenth annual Symposium, held in Chicago on December 3, drew participants from
manufacturing, banking, consulting and service firms, and academia. One part of the Symposium involves
the generation of a consensus economic outlook. This year, 28 individuals provided forecasts for major
components of real GDP as well as several key statistics for the U.S. economy.

With the exception of net exports, all major components of real GDP are expected to contribute to the
moderation expected in economic growth from 2004 to 2005, particularly a sharp slowdown in residential
investment. Importantly, most major real GDP components are forecast to continue expanding next year,
albeit at a slower pace than in 2004. Housing starts, however, are seen falling from an expected 26-year
high of 1.93 million units in 2004 to 1.83 million in 2005. Industrial production is forecast to rise at a
faster pace than real GDP next year for the first time since 2000. Light vehicle sales are projected to be
16.8 million units in 2005, up slightly from the high level expected for 2004.

Symposium participants anticipate that interest rates will be higher, on average, in 2005 than in 2004,
which may be a factor contributing to forecasts of lower housing starts next year. Oil prices are expected
to be higher, on balance, averaging just over $43 per barrel in 2005, while the dollar is forecast to weaken
somewhat further.
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lowa Economic Review and Forecast

In November, 2004, the University of lowa’s Institute for Economic Research updated their quarterly
forecast for the lowa economy. Their forecast for real personal income growth in lowa is a robust 5.5%
in 2004 and 4.0% in 2005. Real personal income growth is forecasted to be 3.2% for 2004 and 1.9% for
2005.

They project that employment growth will continue a slow recovery. They predict an increase of 0.5% in
2004 and 0.9% in 2005.

State Economic And Demographic Information

General Information

The State of lowa has a population of approximately 2.94 million and occupies 56,000 square miles of
land located in the North Central Region of the United States. The State is bordered on the east by the
Mississippi River and on the west by the Missouri River. Des Moines is the State’s capital and largest
city. The metropolitan statistical area (MSA) that includes Des Moines had a population of 456,022 in
2000 and an estimated 502,761 in 2003.

In terms of population, lowa has become an increasingly urbanized state. By 2000, 61.1 percent of lowa
residents lived in cities and towns. While lowa has been traditionally characterized as a rural state, the
number of inhabitants who live outside towns and cities has declined for most of the last 100 years.

lowa’s economy is supported by a diverse mixture of industry, agriculture, services and government
employment. For example, in 1980, agriculture accounted for 11% of lowa’s gross state product, business
services 11%, and the finance, insurance, and real estate sector 13%. By 2002, the shares of lowa’s gross
state product had changed to 4%, 18%, and 16%, respectively.

However, agriculture continues to play an important role in the State economy. lowa is a leader in the
production of corn, soybeans, hogs and cattle. In addition, a larger part of lowa’s non-farm personal
income is earned in agriculture-related industries, such as agricultural services, food and kindred
products, leather and leather products, and chemicals, in addition to farm machinery.

lowa’s Population
In 2000 the State ranked 30th in number of inhabitants among the fifty states, the same as in 1990. Table

A-1 below shows U.S. and lowa population and changes in population for certain years from 1980
through 2000.

Total Resident Population of the United States and lowa

Year Population Percent Change
u.S. lowa u.S. lowa
1980 226,504,825 2,913,808 11.4% 3.2%
1990 248,709,873 2,776,755 9.8 4.7
2000 281,421,906 2,926,324 13.2 54

Source: U.S. Census Bureau
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Personal Income and Employment

Personal Income. The University of lowa Institute for Economic Research’s latest outlook is for
personal income in lowa to grow by 5.5% in 2004, 3.9% in 2005, and 4.0% in 2006. lowa’s personal
income is rebounding better than the nation as a whole. In the last two quarters of 2003-04 Fiscal Year,
lowa’s personal income, not seasonally adjusted, grew at a rate of 5.2% and 5.3% respectively; this was
above the nation as a whole, which had personal income growth of 3.2% and 2.8%.

lowa’s personal income for calendar year 2003 was lower than the nation as a whole. lowa’s personal
income grew at 2.1%, compared to the national average of 3.2%. Contributing to lowa’s personal income
was higher growth in Finance and Insurance (8.1%). Health Care and Social Assistance (5.0%), and
Manufacturing (4.9%). Lower farm income (-12.9%) kept the growth down below the national average.

For the first half of 2004, personal income growth is higher than the nation as a whole. lowa’s personal
income grew at an estimated 5.6% compared to the first half of 2003,which was the 12th largest
percentage growth among the states. For the nation as a whole, personal income grew 5.0% compared to
the first half of 2003.

Farmland Values. The most recent survey of area bankers indicates that farmland values are rising. The
Federal Reserve Bank of Chicago surveys farm bankers in the area four times a year to determine their
best estimates of farmland values. In their July 2004 survey, lowa farmland values had risen 12%
compared to the 2003 survey. Gains were registered throughout each region in the State, with the North
Central region growing the most (14%), and the South East region showing the smallest increase (8%). In
their July 2003 survey, lowa farmland values had risen 8% compared to the July 2002 survey. The July
2002 survey showed a 2% increase over 2001.

The July 2001 survey estimated that lowa farmland values increased 2% over 2000. The 1999 survey had
shown a 3% decline in values compared to 1999.

Employment. lowa continues to have an average unemployment rate below the rate of the nation as a
whole. Throughout most of the decade, lowa’s unemployment rate has been between one and two
percentage points below the national average. The U.S. unemployment rate for December 2004 was 5.4%,
compared to 5.7% in December 2003. The seasonally adjusted percent unemployed for the State in
December 2004 was 4.7%, which decreased 0.1% from the November 2004 rate. The lowa
unemployment rate for December 2003 was 4.6%. In December 2004, lowa had the 26™ lowest
unemployment rate among the 50 states. In December 2004, there were 1,553,500 employed lowans. This
compares with the record level of 1,630,500 employed lowans in September 2002.

lowa has a greater percentage of labor force employed compared to the nation as a whole and also has a
larger percentage of its population actively participating in the labor force. While lowa’s personal income
lags that of the nation, its high levels of employment help maintain median household income at levels at
or near the national average. In 2003, lowa’s median household income was $41,985, slightly below the
national average of $43,527.

Exports. The rise in exporting industries has been an important factor in lowa economic growth since the
1990’s. Growth in exports of industrial machinery, instruments and measurement devices, electronics,
specialized transportation equipment, chemicals and pharmaceuticals, and processed food products have
helped diversify lowa’s economy. When combined with traditional farm commaodities and livestock, total
exports from lowa increased by 22%, 11% and 13% in the years 1995 through 1997. A variety of factors
led to declines of 3% and 16% in 1998 and 1999. A general weakness in the economies of the Pacific Rim
nations significantly reduced trade opportunities. At the same time, strong harvests worldwide led to an
oversupply of agricultural commodities. The strong U.S. dollar also made it more challenging for U.S.
products to be competitive in international markets.
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lowa’s export of value-added and manufacturing goods has increased since 2000 by 4.4% in 2001, 2.0%
in 2002 and 10.1% in 2003. In 2003, Mexico replaced Japan as the second leading export country behind
Canada partially due to the increase of value-added products shipped to Mexico and also due to the
decline in meat and meat products shipments to Japan due to BSE.

lowa’s record level of exports has been fueled by large percentage increases in machinery, electrical
machinery, cereals, milling, and organic chemicals. Overall, for the first quarter 2004, exports are up
22.2% compared to the first quarter 2003.

Gross State Product. In 2001, lowa’s gross state product was $90.9 billion, which reflected 1.4%
growth over the previous year. The largest shares of the lowa gross state product were manufacturing
(22%), services (18%), and finance, insurance, and real estate (16%). Agriculture accounted for just 4%
of lowa’s gross state product. The gross state product is the U.S. Commerce Department’s measure of the
value of all goods and services produced in the State each year. The nation’s gross domestic product
($10.1 trillion) grew by 2.5% between 2000 and 2001.

The table below sets forth U.S. and lowa per capita personal income for certain years from 1980 through

2003.

lowa as
Year uU.sS. lowa % of U.S.
1980 $10,114 $ 9,585 94.8%
1990 19,477 17,389 89.3
1998 26,883 24,701 91.9
1999 27,939 25,118 89.9
2000 29,847 26,554 89.0
2001 30,580 27,178 88.9
2002 30,795 27,905 90.6
2003 31,459 28,398 90.3

Source: U.S. Department of Commerce, Bureau of Economic Analysis

The table below summarizes the State’s personal income, monthly initial jobless claims, new
incorporations and average unemployment rates for certain years from 1980 through 2003. It appears that
the dramatic increase in new incorporation filed in 2002 was the result of previously unincorporated sole
proprietorships choosing to become limited liability companies.

lowa Economic Statistics

Personal Initial Jobless New Average
. . Annual
Year Income Claims Per Incorporations Unemployment
($Billions) Month Filed
Rate
1980 $28.2 22411 6,956 5.8%
1990 48.3 13,123 5,486 4.3
1998 71.3 11,637 6,366 2.8
1999 72.9 12,767 6,386 2.5
2000 777 12,778 6,251 2.6
2001 80.2 17,647 6,987 3.3
2002 81.9 17,426 9,678 4.0
2003 83.6 16,593 9,825 4.5

Sources: Labor Market Information Unit, lowa Workforce Development, U.S. Department
of Commerce, Secretary of State of the State of lowa
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The table below summarizes the unemployed and employed members of the State’s residential civilian
labor force for certain years from 1980 through 2003.

lowa Resident Labor Force
(000’s)

1980 1990 1998 1999 2000 2001 2002 2003
Residential Civilian Labor 1,432.0 | 1,449.0 | 1,593.3 | 1,599.7 | 1,586.0 | 1,622.89 | 1,633.0 | 1,612.3
Force
Unemployed 82.0 61.8 44.1 40.8 41.2 53.6 66.6 72.2
Percent Unemployed 5.75 4.35 2.8% 2.5% 2.6% 3.3% 4.0% 4.5%
Employed 1,350.0 | 1,387.2 | 1,549.26 | 1,558.9 | 1,544.8 | 1,569.2 | 1,596.5 | 1,540.1
Percent Employed 94.3% 95.75 97.25 97.5% | 97.45 96.75 96.0% | 95.5%

Source: Labor Market Information Unit, lowa Workforce Development

Components of the lowa Economy

Nonagricultural Economy. Over the past 13 years, significant changes have occurred in the mix of
nonfarm wage and salary employment. While payroll jobs in lowa grew by 17%, jobs in the business
services sector grew by 52% and the financial services sector grew by 37%. Conversely, manufacturing
jobs increased by only 0.5%. Table A-5 summarizes the lowa’s nonagricultural workforce by industry
category for certain years from 1990 through 2003.

lowa Employment by Industry*

(000’s)

1990 1998 1999 2000 2001 2002 2003
Nonagricultural wage and salary $1,226.4 | 1,442.8 1,468.6 1,478.5 1,465.6 1,447.3 1,440.3
Mining 2.0 2.2 2.2 2.1 2.0 2.0 1.9
Construction 44.9 63.3 65.8 63.9 64.2 64.4 64.7
Manufacturing 218.9 250.9 252.8 251.5 240.2 227.1 220.0
Trade, Transportation, Utilities 269.5 308.6 313.6 315.8 311.3 305.9 303.1
Information 29.9 35.7 38.7 40.4 37.4 35.1 33.7
Financial Activities 69.5 86.3 89.0 89.7 92.0 93.9 95.4
Professional and Business Services | 69.0 104.3 106.7 107.6 107.3 105.6 105.2
Educational and Health 146.6 176.0 178.0 181.9 185.4 188.0 189.8
Leisure and Hospitality 101.4 124.1 126.0 125.5 124.1 124.6 125.5
Other Services 55.6 55.3 56.4 56.8 56.3 56.6 56.2
Government 219.0 236.2 239.5 243.3 245.2 244.0 244.8

*Includes non-residents
Source: Labor Market Information Unit, lowa Workforce Development
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The table below summarizes lowa’s nonagricultural employment, as a percentage of total nonagricultural
wages and salaries paid, for certain years from 1990 through 2003.

lowa Nonagricultural Wage And Salary Employment

1990 1998 1999 2000 2001 2002 2003
Mining 0.2% 0.2% 0.1% 0.1% 0.1% 0.1% 0.1%
Construction 3.7 4.4 4.5 4.3 4.4 4.4 4.5
Manufacturing 17.8 174 17.2 17.0 16.4 15.7 15.3
Trade, Transportation, Utilities 22.0 21.4 21.4 21.4 21.2 21.1 21.0
Information 2.4 2.5 2.6 2.7 2.6 2.4 2.3
Financial Activities 5.7 6.0 6.1 6.1 6.3 6.5 6.6
Professional and Business Services 5.6 7.2 7.3 7.3 7.3 7.3 7.3
Educational and Health 12.0 12.2 12.1 12.3 12.7 13.0 13.2
Leisure and Hospitality 8.3 8.6 8.6 8.5 8.5 8.6 8.7
Other Services 4.5 3.8 3.8 3.8 3.8 3.9 3.9
Government 17.9 16.4 16.3 16.5 16.7 16.9 17.0

Source: Labor Market Information Unit, lowa Workforce Development

The growing diversification of lowa’s economy has caused the State’s economy to more closely resemble
that of the nation. Growth in professional and business services, education and health has offset relative
declines in manufacturing and government.

The following two tables summarize lowa’s total earned income, by industry type, for the years 1980
through 2003 on a nominal dollar basis. The data in the first table are based on the 1987 Standard
Industrial Classification (“SIC”). Beginning with the year 2002, the U.S. Department of Commerce is
using the North American Industry Classification System (“NAICS”), and the data in the second table are
based on that system.

lowa Income by SIC Industry*

($ Millions)
1980 1990 1998 1999 2000 2001
Agriculture $ 683 |$2550 |$ 2391 $ 1,402 $ 1656 |$ 1,716
Mining 108 76 112 112 114 121
Construction 1,391 1,856 3,214 3,440 3,379 3,493
Manufacturing 5,730 7,946 11,233 11,489 11,997 11,974
Transportation and Utilities 1,487 2,144 3,337 3,604 3,742 3,828
Wholesale Trade 1,546 2,291 3,529 3,777 3,755 3,661
Retail Trade 2,176 3,323 4,712 4,956 5,158 5,298
Finance, Insurance and Real Estate 1,093 2,110 4,131 4,397 4,764 5,086
Services 3,350 6,792 11,303 12,283 13,136 13,485
Government 3,154 5,860 8,333 8,715 9,236 9,650
Total Earned Income $20,838 | $34,963 | $52,646 $64,569 $57,336 | $58,708

*Income includes wages and salaries, other labor income, proprietor’s income, and corporate dividends that originate
within a given industry in lowa.

Source: U.S. Department of Commerce, Bureau of Economic Analysis
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lowa Income by NAICS Industry*

($ Millions)

2002 2003
Agriculture $ 1,651 $ 1,438
Mining 125 127
Construction 3,605 3,823
Manufacturing 11,567 12,052
Wholesale Trade 3,280 3,324
Retail Trade 4,727 4,827
Transportation and Warehousing 2,321 2,408
Information 1,602 1,637
Finance and Insurance 4,621 4,996
Educational Services 759 806
Health Care and Social Assistance 5,989 6,285
Arts, Entertainment, and Recreation 541 570
Accommodation and Food Services 317 312
Other Services, except Public Administration 1,773 1,833
Government and Government Enterprises 9,949 10,322
Total Earned Income $60,348 $62,716

*Income includes wages and salaries, other labor income, proprietor’s income, and
corporate dividends that originate within a given industry in lowa.

Source: U.S. Department of Commerce, Bureau of Economic Analysis

Agricultural Economy. Fluctuating conditions, both in terms of world production and local crop
conditions, continue to plague lowa’s agricultural economy. Increasingly, direct government payments
are the determining factor in net farm income. Direct government payments peaked in 2000 at $2,302.1
million, then declined to $1,971.7 million in 2001 and $737.1 million in 2002 and increased in 2003 to
$1,050.6 million.

The table below summarizes realized gross and net income from farming in lowa for certain years from
1990 through 2003.

Realized Gross and Net Income from Farming in lowa

($ Thousands)
1980 1990 1998 1999 2000 2001 2002 2003
Final Crop Output $4,224,930 | $4,656,318 | $6,392,847 | $5003,247 | $4,921,485 | $5000,441 | $6,365,886 | $5,889,845
Final Animal Output 5459,875 | 6,106,778 | 4,814,418 | 4,726,029 5775466 | 5919413 | 5195129 | 6,023,492
Services and Forestry 662,456, 619,474 993,825 1,028,520 1,012,793 1,050,767 1,255,231 1,208,325
E)'St‘:)'uf‘g“cu't”ra' SeCtor | 10347.261 | 11,382,714 | 12,176,084 | 10,757,797 | 11709744 | 11,070,621 | 12,784,246 | 13,121,622
Net Farm Income $468,725 | $2,574,394 | $2,249,423 | $1,667,293 | $2,340,718 | $2,173,158 | $2,044,232 | $2,022,623

Source: Economic Research Service, U.S.D.A.
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The components of lowa’s farm economy have, for a number of years, been split about equally between

livestock and crops. The following table summarizes cash receipts from the various components of

farming in lowa for the years 1980 through 2003.

Realized Gross and Net Income from Farming in lowa

($ Thousands)
1980 1990 1998 1999 2000 2001 2002 2003
Final Crop Output $4,224,930 | $4,656,318 | $6,392,847 | $5,003,047 | $4,921,485 | $5,000,441 | $6,365,886 | $5,889,845
Final Animal Output 5450,875 | 6,106,778 | 4,814,418 4,726,029 | 5,775,466 | 5,919,413 | 5,195,129 | 6,023,492
Services and Forestry 662,456, 619,474 993,825 1,028520 | 1,012,793 | 1,050,767 | 1,256,231 | 1,208,325
(F)'Sfp'u'?g”cu'tura' St 10,347,261 | 11,382,714 | 12,176,084 | 10,757,797 | 11,709,744 | 11,970,621 | 12,784,246 | 13,121,622
Net Farm Income $468.725 | $2,574,394 | $2,049.423 | $1,667.293 | $2,340,718 | $2,173.158 | $2,044,232 | $2,022,623

Source: Economic Research Service, U.S.D.A.
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BUDGET PROCESS

The General Fund is primarily comprised of the State’s major tax revenues, such as Personal Income Tax,
Sales and Use Tax, and Corporate Income Tax. For FY 2005, these taxes are estimated to make up
approximately 87% of the General Fund revenue. The remaining 13% is a combination of lesser taxes
such as Inheritance Tax, Insurance Premium Tax, Cigarette and Tobacco Tax, Franchise Tax, along with
fees and other revenue sources. Transfers from other funds to the General Fund also occur.

All expenditures from the General Fund must be appropriated by the Legislature. The appropriations
from the General Fund expire at the end of the State’s Fiscal Year, unless the Legislature specifically
provides for those funds to carry forward into the following Fiscal Year.

Annual Statutory Budget Process

lowa’s Fiscal Year begins July 1 and ends June 30. Early in the Fiscal Year, departments in state
government begin planning for the next budget year. lowa’s statutory budget process allows departments
to begin their budget work by calculating 75% of the previous year’s budget, which becomes their base.
This base is not subjected to further scrutiny in the statutory budget process.

After assuming funding of their base, departments develop “decision packages” to restore their budget to
the previous year’s level. They may then add additional packages for new initiatives over and above the
previous year’s budget levels. Departments are required to submit detailed information on each of these
packages. Their entire budget must be transmitted to the Department of Management by October 1%,

This year, the Governor and Lt. Governor decided that, as well as submitting the statutorily required
budget information, departments would submit their entire budgets as “offers” to achieve results. This
“Purchasing Results” process, which subjects the entire budget to scrutiny, is a zero-based budget
approach that moves away from incremental decisions based on previous budgets and focuses much more
on the results that departments will seek to achieve with their budgeted resources.

Official Revenue Estimates

As with a family budget, state government must live within its means, and the lowa Constitution prohibits
deficit spending. To help ensure accurate estimates, the state has a consensus revenue estimating process,
where both the executive branch and the legislative branch must agree on a revenue estimate to be used in
the budget process.

The revenue forecast is made by a three-person panel (Revenue Estimating Conference) consisting of a
representative of the Legislature (the Director of the Legislative Services Agency), a representative of the
Governor (currently the Director of the Department of Revenue), and a third person agreed upon by the
other two. They meet quarterly and arrive at the official revenue estimate used by all parties in the budget
process. In December of each year they establish the official estimate that will be used by the Governor
and the Legislature in crafting the next year’s state budget. By statute, both the Governor and Legislature
cannot spend more than 99% of this revenue estimate.

Governor’s Budget Recommendations

After October 1%, when departments submit their statutory budget requests, the Governor begins a process
of fashioning his budget recommendations for the coming year. By law, the Governor must submit his
budget recommendations to the Legislature by February 1%
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Unlike past years, the budget formulation process started with the Governor and Lt. Governor choosing
the results they wanted government to achieve. As part of this Purchasing Results process, departments
submitted their budgets as offers to “Buying Teams” comprised of members of the Governor’s policy
staff, Department of Management fiscal and policy staff, and other experts both within and outside of
state government. These teams ranked the offers and submitted their recommendations to the Governor
and Lt. Governor for their consideration. The final recommendations of the Governor and Lt. Governor
have also been ranked within the major results categories the Governor and Lt. Governor identified at the
beginning of the budget process.

Legislative Budget Process

After the Governor presents his budget, the Legislature fashions the actual budget for the coming.
Currently, the Legislature has seven joint budget subcommittees, each of which deal with a portion of the
budget. Each subcommittee holds a series of hearings where departments present their budget requests
and answer questions.

Sometime after the Governor releases his budget, legislative leaders release budget targets for each of the
subcommittees. These targets tell each budget subcommittee how much they may appropriate for the
programs under their purview. Each subcommittee then crafts an appropriations bill to be considered by
the full legislature.

The subcommittee appropriations bills are divided up between the two chambers, and first start in the
Appropriations Committee. After the Committee makes any modifications, it is presented to the full
House or Senate. After consideration by that chamber, it is sent to the other chamber, and the process is
repeated. The Appropriations Committee offers amendments, and those, plus any additional amendments
are considered on the floor.

The bills are ultimately agreed upon by the two chambers and sent to the Governor. The Governor may
choose to approve the entire bill, veto it in its entirety, or item veto parts of it. If the Governor item
vetoes parts (or vetoes the whole bill), it is returned to the Legislature. If the Legislature chooses, it may
attempt to override the Governor’s veto. This requires a 2/3rds majority vote in both chambers of the
Legislature.

The Enacted Budget

Once the Legislature and Governor approve the budget for the coming year, the Department of
Management works with departments to execute the decisions. The budgeted items are entered into the
state budget system, and each department is notified of its levels of appropriations for the year. The
state’s financial accounting system, which is administered by the Department of Administrative Services,
is merged with the budgeted amounts; and the Department ensures that departments do not spend more
than they have been allocated by the Legislature.

On occasion, unforeseen circumstances may arise that make it impossible for a department to properly
operate within the appropriated budget. For example, the federal government might mandate that new
services be provided, a building might be destroyed by fire, or costs of providing required services might
rise faster than expected. In these instances, the Department of Management can authorize the transfer of
appropriated funds from other parts of the budget to deal with the shortfall. These transfers require
notification to the Legislature and the approval of the Governor.

Basis for Budgeting

For budgeting and certain internal reporting purposes, applicable State statutes and administrative
procedures govern the State’s practices. Such practices are referred to as “Budget Basis.” The
Department of Administrative Services and the Department of Management believe that the present
Budget Basis accounting practices conform to Generally Accepted Accounting Principles (GAAP) as
applicable to governments, except a significant number of funds would be classified differently under
GAAP than is done under the State’s Budget Basis accounting practices.
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Reserve Funds

Cash Reserve Fund

A Cash Reserve Fund (the “Reserve Fund™) is created by lowa Code Section 8.56. The Reserve Fund is
separate from the General Fund and is not a part of the General Fund of the State except in determining
the cash position of the State. Moneys in the Reserve Fund may be used for cash flow purposes provided
that any funds so allocated are returned to the Reserve Fund by the end of each Fiscal Year. The
maximum balance of the Reserve Fund is an amount equal to 7.5% of the adjusted revenue estimate for
the General Fund of the State for the current Fiscal Year. The present balance of the Reserve Fund, after
the transfer of the FY 2004 ending balance to the Reserve Fund is $336.4 million. Last year, the
Legislature appropriated $159.6 million from the Reserve Fund for property tax credits previously funded
from the General Fund. There is also a standing appropriation to the Reserve Fund in any Fiscal Year
where the balance in the Reserve Fund is less than 7.5% of net Fiscal Year revenues. For FY 2005, this
required an appropriation of $45.5 million to the Fund. As a consequence, the Reserve Fund is projected
to contain $222.3 million in FY 2005; the target level of funding for the Reserve Fund is $358.5 million.

Except as provided in lowa Code Section 8.58, the balance in the Reserve Fund may be used in
determining the cash position of the General Fund for payment of State obligations.

lowa Economic Emergency Fund

lowa Code Section 8.55 establishes the lowa Economic Emergency Fund (the “Emergency Fund”). The
Emergency Fund is separate from the General Fund and the balance in the funds shall not be considered a
part of the General Fund. The moneys in the Emergency Fund shall not revert to the General Fund at the
end of each Fiscal Year as otherwise provided in lowa Code Section 8.33. The Fund shall be considered
a special account for the purposes of determining any GAAP deficit pursuant to lowa Code Section 8.53.
The maximum balance of the Emergency Fund is set by statute to equal 5.0% of the adjusted revenue
estimate for the Fiscal Year.

Presently the balance of the Emergency Fund is $3.3 million. Except as provided in lowa Code Section
8.58 (related to application of certain formulae, index, or other statutory triggering mechanism affecting
appropriations, payments or taxation rates) the balance in the Emergency Fund may be used in
determining the cash position of the General Fund for the payment of State obligations.
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PURCHASING RESULTS

{ BUYERS

\

]

Governor Vilsack &

Lt. Governor Pederson
‘ Result Areas & Indicators H
‘ Buying Teams }—¢

‘ RFRs
A Purchasing Priorities &
' Impact Narratives
‘ Offers
A
SELLERS = State Agencies }7

“Purchasing Results” is a new and better way to budget. Traditional budgeting fails state government and
fails lowans. Traditional government budgeting starts with last year’s numbers and then adjusts some up
and some down.
o All the energy is invested at the margin; the vast majority of spending is never reviewed.
e Inertia maintains current spending. Good, new ideas rarely break through and mediocre programs
rarely go away, even in bad budget times.
e The focus is on the money, not the value lowans get for the money.

Purchasing Results turns the old way upside down. It starts from scratch and uses an entirely different
dynamic to invest each dollar to achieve the best results for lowans.

Think of the Governor and Lt. Governor — with the Legislature — as buyers of government services on
lowans’ behalf. Think of state agencies as sellers of these services. Purchasing Results sets up a
marketplace where buyers try to get the best deal they can from sellers. Conversely, sellers have a strong
incentive to offer high value because value drives buyers’ decisions. The better the results per dollar, the
better the chance an Offer will be funded.
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The mechanics of Purchasing Results work like this:
1. Results Areas and Indicators

Governor Vilsack and Lt. Governor Pederson start the process by listening to lowans. That input forms
the basis for Results Areas and Indicators, which identify the overall results lowans want, with
indicators that tell us how well we are doing. The five main Result Areas are:
e Improve Student Achievement
Transform the Economy
Improve the Health of lowans
Improve Community Safety, Particularly for Vulnerable lowans
Improve the Quality of Our Natural Resources

Two more complete the picture:
e Improve Government Accountability, which includes the services needed to support all
activities, for example: human resources, information technologies, and revenue.
e Improve the State’s Infrastructure, which provides buildings, highways, technology systems,
and more.

An example of an Indicator, in this case for Improve Student Achievement, is the percentage of 4™ grade
students achieving “proficient” or higher in reading.

2. Buying Teams and Requests for Results

The Governor and Lt. Governor then ask Buying Teams to help them purchase results in each of the
Result Areas. Each Buying Team, which consists of staff from the Office of the Governor and Lt.
Governor and the Department of Management, issues a Request for Results (RFR) to the sellers.

Each RFR, which is very much like a Request for Proposals (RFP), guides sellers. “This is what we want
to buy. These are the priorities. Here are the strategies we think work best.”” Each RFR consists of the
Indicators, a Strategy Map, and Purchasing Strategies for that Result Area.

3. Offers

With the RFRs as their guide, state agencies prepare Offers for the Buying Teams. Each Offer is just
that, an offer to provide quantified results for a given price. The Buying Teams encourage agencies to be
creative, collaborate with others, and submit any offer they want, to any Buying Team, as long is it
responds to an RFR. EXxisting activities are not exempted. Agencies know that if they want to do
something in FY 2006, it has to be in an Offer. Each Offer consists of a Description, Justification,
Performance Measures, and Price with Revenue Source.

4. Purchasing Priorities

The Buying Teams evaluate the Offers, negotiate with sellers for better deals, and rank the final offers in
priority order as recommendations to the Governor and Lt. Governor. Each Buying Team has an
allocation of the total appropriated revenues and can see how much of their prioritized list that allocation
allows them to purchase.

These lists, Purchasing Priorities, include all state appropriated funds and show the Offers in priority
order from top to bottom, with a line drawn to show where the money runs out.
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The Purchasing Priorities make the hard choices clear. Higher priority Offers rise above the line and are
recommended for funding. Lower priority Offers slip below the line and cannot be funded with the
money available. For each Purchasing Priorities list, a brief “Impact Narrative” describes what happens
for lowans when the priorities are funded.

Next

Purchasing Results provides a better framework for budget choices. Decision makers can engage sellers
in discussions about Offers. They can reorder the priorities by moving Offers up or down the Purchasing
Priorities. They can decide how many dollars should be available overall and how many should be
allocated to each Result Area. Ultimately, they decide which Offers provide the best value for lowans.
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REQUESTS FOR RESULTS
Improve Student Achievement

Result: IMPROVE STUDENT ACHIEVEMENT

Indicators:

Each indicator reflects a critical outcome for each phase of learning; early childhood, K-12, and
post secondary. They are not meant to directly connect to all strategies improving student
achievement.

Percentage of Children Attending Quality Preschools

Better

100% 90%
80% -
60%

40% -

14.89% 18.55%

20% -

0% -

2002-2003 2003-2004 Target

Data Sources: lowa Department of Education Shared Visions and District Data, lowa Department of
Human Services Access Data System; NAEYC Website: Accredited Program Search; Head Start Program
Information Report for 2002-2003: Total Actual Enrollment

e Percentage of children attending quality preschool.

* The percentage of lowa children, ages three and four, who have participated in a preschool program that
is NAEYC (National Association for the Education of Young Children) accredited and/or meets Head
Start program performance standards, or meets a comparable set of standards. This data is currently
being collected to track progress on the Leadership Agenda goal that 90% of lowa’s children have a
quality preschool experience. In the absence of a statewide measure that gauges what children know and
can do at the time of school entry, the team chose the percentage of children attending quality preschool.
Offers should include comprehensive strategies that include, but are not limited to, preschool, because
good evidence shows that multiple strategies are needed to achieve school readiness. In future iterations
of this process, a more comprehensive indicator of early childhood education may be available.
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lowa 4th Grade Reading Proficiency

100% Better
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Data Source: University of lowa, lowa Testing Programs

e Percentage of 4th grade students achieving proficient or higher in reading.

* Based on lowa Tests of Basic Skills results. Research supports the importance of reading and math as
foundational skills in the workplace. Students lacking adequate skills in these areas are found to have an
increased chance of dropping out, less interest in post-secondary or lifelong learning and less earning
power in their lifetimes.

Percentage of lowa 11th Grade Students Performing at
or Above Proficient Level on ITED Mathematics Test

100% Better
80% -
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Biennium Period

Data Source: University of lowa, lowa Testing Programs

e Percentage of 11th grade students achieving proficient or higher in mathematics.

* Based on lowa Tests of Educational Development results. Research supports the importance of reading
and math as foundational skills in the workplace. Students lacking adequate skills in these areas are
found to have an increased chance of dropping out, less interest in post-secondary or lifelong learning
and less earning power in their lifetimes.
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Percentage of Undergraduate Students Completing Their
Program Within 150% of the Normal Time
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Data Sources: lowa Department of Education; lowa Community College, Management Information
System; lowa College Student Aid Commission, Information Digest of Post Secondary Education; lowa
Board of Regents

e Percentage of full-time undergraduate post-secondary students completing their
program within 150% of the normal length of study.

* Normal length of study is based on Regent institutions’ six-year graduation rate; community colleges’
three-year persistence rate; and independent colleges’ six-year graduation rate from IPEDS (Integrated
Postsecondary Education Data System). Research is clear that as individuals obtain more post-secondary
training, positive indicators like earning power and health increase while negative indicators like
unemployment and crime rates decrease. This indicator supports the Leadership Agenda goal of 90% of
lowa’s population having post-secondary experience. All Regent institutions, community colleges and
independent colleges in lowa must be accredited so an assumption of quality can be made. High school
graduation rate or the % of public high school graduates/seniors pursuing or intending to pursue post-
secondary education or training were not chosen as indicators because they are intermediate indicators
supporting the overall indicator of completing post-secondary training. The team also considered using
the % of employed lowans with a college degree but concluded that would be more directly related to the
Transform the Economy result than the Student Achievement result.

Strategy Map:

The Strategy Map depicts the spectrum of education supports — early childhood through post-
secondary — and the factors influencing these categories of supports. Since learning is built on
the foundation of prior learning, and children’s earliest learning experiences are fundamental to
their brain development and long-term educational success, the quality of the very earliest
learning experiences helps to shape the overall quality of education at all levels. By ensuring
excellence in education in early learning and in the primary grades, children obtain a solid
foundation for success throughout their lives. Ultimately, these efforts link to the number of
students who will successfully complete a postsecondary education and prosper in the modern
economy.

Strategies:
Student achievement is affected by four major components:
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Create Great Learning Environments — The overall quality of experience offered to learners is
determined by: available tools and support, breadth and diversity of curriculum, access to
programs, quality and effectiveness of instruction offered, support given to teachers and staff,
quality of facilities, and the transitions between levels of education. These learning resources are
essential to improving student achievement.

Produce Ready-to-Learn Students — Students at all ages will achieve more when they are
physically healthy, safe, well-nourished and rested, have supportive relationships, and are
exposed to educational opportunities and challenges.

Ensure Students have Secure and Nurturing Families — The family environment is a critical
factor in student achievement. Supportive parents and other adults that are involved in learning
read to their children, attend activities, understand the importance of education, have an adequate
income, and provide a secure and stable home to develop learners more capable of high levels of
achievement.

Create Safe and Supportive Communities — Community support is essential to student
achievement as it affects both students and learning environments. Communities affect learning
through cultural dynamics, awareness and availability of information about the importance of
student achievement, providing care for dependents, promoting positive youth development
activities and the availability of transportation and housing.

* The Education Buying Team sees Great Learning Environments and Ready-to-Learn Students as the
components that will most directly improve student achievement and therefore, see the bulk of the
Education investment being made in these two areas.

Purchasing Strategies - The Education Buying Team seeks offers that:
1. Increase the effectiveness of comprehensive early childhood care, health and education;

2. Assure that all learners have access to a broad set of educational opportunities;
3. Invest in staff quality and effective instruction;
4. Enhance the affordability of early childhood and postsecondary opportunities;

5. Build results-oriented partnerships among education institutions, government, families,
communities, businesses, non-profits, and others;

6. Implement evidence-based best practices;
7. Increase the proportion of the resources devoted to direct instructional activities; and

8. More fully engage learners and their families in their learning environments.
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All Offers Should:
1. Be Innovative and bold.
This is not business as usual. Offers must be made up of ideas and improved services that
produce results in the most effective and innovative ways. Offers are not limited to services the
State of lowa currently provides. If an offer includes a service the State currently provides, the
offer must improve upon those services. Adapt best practices to lowa.

2. Use the principles of smarter sizing, smarter spending, smarter management and smarter
leadership.
The State of lowa must work smarter to produce better results with the available resources.
Some principles that will do that include:

e Consolidating services in a smart way;

Buying services competitively;

Using flexibility to produce accountability;

Giving lowans choices;

Giving money to lowans, rather than institutions;
Making administrative systems allies, not enemies;
Improving work processes and productivity;
Improving the availability, quality, use, and sharing of data;
Purchasing prevention, not remediation;
Separating steering and rowing;

Producing voluntary compliance;

Targeting subsidies;

Purchasing less mistrust; and

Blending or braiding revenue streams.

3. Divest in lower value strategies so that there is money to invest in higher value strategies.
The State of lowa cannot continue providing all of the services it currently provides, because
many of those services do not directly relate to the results lowans want most. In order to provide
those results, the State must target its resources toward services and programs that will directly
impact those result areas. Investments must also target populations, regions or aspects of a
delivery system that most need attention.

4. Encourage collaboration and partnerships.
The State of lowa cannot do everything alone. lowans want state departments to work with each
other, as well as other levels of government, and the private sector. The State’s investments must
build upon and work with community based organizations and initiatives. Partnerships require
incentives. The state cannot construct a budget based on the hope that partners will fund a
portion of the service, if those deals have not been discussed with the partners.

5. Show measurable results.

6. Build on organizational core competencies.
When offers are made to fund existing state services, they must build upon that service’s
strengths. Offers should improve upon the areas that lowans expect and want from state
government, not abandon the core service.

7. Promote cultural competence.
Diversity is important to the future of lowa. All offers must welcome and serve diverse
populations.
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IMPROVE STUDENT ACHIEVEMENT

GREAT LEARNING 1
ENVIRONMENTS

READY-TO-LEARN STUDENTS

SECURE & NURTURING
FAMILIES

SAFE & SUPPORTIVE
COMMUNITIES

Staff Quality and
Effective Instruction
 Preparation & qualifications
* Recruitment and retention
« Compensation
* Professional development
» Feedback
« Collegiality
« Clearinghouse of best practices

* Class size

Seamless Transitions
« Ready to succeed at next level
(education/career)
« System linkage (education/

workplace)

Leadership
* Governance
« Policy and planning
« Info for decision-making

Physical Resources
« Buildings
« Technology

Accountability for Results
« Data Collection & analysis

Access to Programs
* Financial
* Physical
* Geographical
* Time

Program Effectiveness
* Best practices
« Clearinghouse
« Breadth of programs offered
« Skill sets taught
« Evaluation & feedback
* Technical assistance
« Availability of tools & resources

Standards
* Licensing
« Accreditation
« Fiscal Oversight
« Safety

EDUCATION BUYING TEAM
Strategy map

7/12/04

I
Health of Learners

* Access to health care

* Medical & developmental
supports for special
needs

* Social/emotional supports

I

Lifestyles of Learners

« Sleep

* Nutrition

* Housing

« Physical activity

Tools and Resources
for Learners

Learner Safety

Academic Readiness
of Learner

Developmental
Readiness of Learner

Motivation to Learn

Proportion of time
spent learning

Family’s Level of
Education

Family Income

Family Stability

Family Health
* Medical
* Nutritional
* Physical
« Social/emotional

Family Support for
Student Achievement

Expectations Placed
on Learners

Impact of Enroliment
on Family

Family Culture &
Language

Promotion of Culturally
Competent Community
Supports & Practices
Around Learning

Awareness of
Importance of Student
Achievement

« Statewide
« Within learner’s “cultural”
group

Availability of
Information on Education
Quality and Student
Achievement

Transportation, Housing

I
Educational
infrastructure
« Technology
« Libraries

Availability of
Affordable Care for
Dependents

I
Availability of Positive
Youth Development
Activities
|

Community Support
for “Great Learning
Environments”

\ Covers all levels of education, early childhood, K-12 & postsecondary. The Buying Team acknowledges that terminology varies among sectors \
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PURCHASING PRIORITIES
IMPROVE STUDENT ACHIEVEMENT

Funded Priorities

HIGHER $73,840,302 Comprehensive early care, health and education system
$93,544,468 Quality professional development and enhanced
PRIORITIES compensation strategies for 35,000 teachers and

administrators
$2,071,326,626 K-12 education for 483,000 lowa students
— $3,243,683 95,000,000 school breakfasts, lunches, snacks and
suppers served throughout the year
$146,016,929 Community college educational opportunities for
— 438,000 students
- $552,615,304 Educational component of the state universities serving
70,500 university students and 534 students at the
special schools
— $3,787,488 230,000 enrollments in high school vocational
education courses
$8,660,426 IPTV'’s broadcast service for nearly 1,000,000 viewers
— including 225,000 children
$535,691 School-to-work transition and dropout prevention

$3,024,132,756 services for 600 students through the lowa Jobs for
SN America’s Graduates program
Total Resources $8,793,670 Textbooks and transportation for 37,000 students in

accredited nonpublic schools
$3,042,000 Support for lowa’s major cultural organizations and
— provide grant programs in lowa’s Great Places
$6,501,131  Student aid programs impacting 5,909 students
$2,598,432  Support for lowa’s 543 public libraries
B $206,769 Volunteer service promotion, program management,
| and training
$49,134,837  Student aid support for 16,000 students at lowa’s
independent colleges and universities
$285,000 Teacher Shortage Forgivable Loans — students
currently receiving loans

Unfunded Priorities

$178,133 Teacher Shortage Forgivable Loans — funding for new
students
$3,419,650 Provide work study opportunities for students at lowa’s
colleges and universities
$97,000 IPTV programming to promote children’s health
$85,734  College leadership forum
$80,000 Seed money for new scholastic achievement program
for African American students
$1,075,000 State-level clearinghouse for internships, and other
workplace learning opportunities
$200,000 lowa history materials for K-12 teachers and students
$467,863 Merit scholarships to outstanding high school students
$113,872 Transition programming for deaf and hard of hearing
students
203,511 Fire safety education officers for K-12 schools

$5,920,763
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IMPACT NARRATIVE

Improve Student Achievement

Offers falling “Above the Line” for funding:

Central to our ability to accomplish the goal of creating an lowa that is the best place to live,
work and raise a family is a world-class education program. Offers identifying a direct impact on
student achievement, especially in priority areas of early childhood, teacher quality, professional
development and opportunities for students leading to successful completion of a post-secondary
experience were given preference in the process.

The offers the Student Achievement team proposes funding are responsive to our RFR and
strategy map, fit with the Vilsack/Pederson Leadership Agenda, and make progress toward the
goal of 90 percent of children having access to quality preschool and 90 percent of students
having at least 2 years of post-secondary experience. These offers are also consistent with the
lowa Learns Council recommendations. Each offer is described briefly in the comments section
of the Purchasing Priorities document.

The team recommends a significant increase in funding for early childhood. The top ranked offer
combines seven individual offers that were submitted by the Departments of Education, Human
Services and Management - Community Empowerment. This offer establishes an infrastructure
for a coordinated, integrated early care, health and education system to provide technical
assistance to communities. It allows private/public partnerships to be formed, increases access to
quality preschool, implements early learning standards and a child care rating system, and
increases funding to community empowerment areas for high quality initiatives. Overall, this is a
$39.1 million increase compared to current year funding. Each component of this offer focuses
on quality which will make strides relative to the 90/90 goal.

We recommend an increase of almost $50 million for educator quality, which will revamp the
Teacher Quality program, adding a program for administrators. Another significant increase is
recommended for the State Aid to Districts. The recommendation includes educational
excellence and class size at current levels and increases state aid by four percent allowable
growth. The offer also includes $400,000 for AEAs to manage and promote sharing. Districts
would receive state grants in FY06 estimated at $6.1 million and supplementary weight in FY07
for sharing non-teaching operational staff. This is an important step in encouraging all districts
to review and move toward providing the best possible set of opportunities for all students.
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Other increases recommended by the Student Achievement team include $20 million for the
Regents universities; funding four percent allowable growth for community colleges and special
schools; $500,000 for IPTV; $2.6 million for the Cultural Affairs “Great Places” concept (funds
the Cultural Trust at $1 million); and $1.6 million increase for the lowa Tuition Grants.

Offers falling “Below the Line” for funding:

Offers that did not directly relate to student achievement, did not contain adequate performance
measures and did not document a positive return on investment were given lower rankings by the
team.
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REQUESTS FOR RESULTS
Transform lowa’s Economy

Result: TRANSFORM IOWA’S ECONOMY

Indicators:

Indicators are based on the following facts: lowa has a 20" century economy based on
commodities, while the national economy has moved to an information-based global economy;
lowa’s agriculture and manufacturing commaodities are usually shipped out of the state prior to
value-added processing which has led to stagnant population growth and per capita income;
recent analysis of the lowa economy has recommended more business activity in the areas of
advanced manufacturing, life sciences and information solutions.

Per Capita Personal Income Compared
to the National Average

Better

$32,000 $30,041
$31,000 -
$30,000 -
$29,000 1 $28,280
$28,000 -
$27,000 -

$30,632

$29,043

T

$26,000 -
FY2002

FY2003

[ lowa Per Capita JU.S. Per Capita

Data Source: U.S. Department of Commerce, Bureau of Economic Analysis

e Per Capita Personal Income Compared to the National Average.

* Growth in personal income across all segments of the population indicates a vibrant economy that will
support continued re-investment. For the past decade, lowa’s per capita income has remained at about
90% of the national average, and is ranked 38" of the states. While broader, it is inclusive of the
Leadership Agenda initiative to increase the number of high paid jobs that require post secondary
education. The team felt that median personal income would more accurately reflect economic changes,
but data is not readily available and cannot be compared nationally. An alternative indicator of the
poverty rate was rejected as it was noted that lowa has a low poverty rate in comparison to the national
average and that lowa’s middle class has experienced income stagnation in comparison to the national

average.
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Number of New and Expanded Businesses Receiving Financial
Assistance from IDED in the Areas of Advanced Manufacturing,
Life Sciences, and Information Solutions

Better
A

70
60 -
50 A
40 -
30 1 25
20 ~
10 +

61

Advanced Manufacturing  Information Solutions Life Sciences

W 7/1/03 - 12/31/04

Data Sources: lowa Dept. of Economic Development (IDED)

e Growth in targeted businesses - number of new and expanded businesses in the
areas of advanced manufacturing, life sciences and information solutions.
* Transforming the economy requires a focus on more than just increasing the number of new businesses.
lowa must focus on these specific business areas that will sustain growth. Growth in these businesses will
support development of associated services.

Percent of Population 18-45 Years
100% Better
80% +
60%
. 9 3@[0%1 .\3’“’0 2 9%0]% o }23%“’0 o 6’50’?5 o 9%0]0 S 3?’?56‘1@&
-
20% ~
0% -
2000 2001 2002 2003
mU.S. Olowa

Data Sources: Bureau of Census, US Dept. of Commerce

e Attracting and retaining an educated workforce - percentage of the population

growth within the age group of 18 to 45.

* The State is losing its college educated citizens to other states. A growth in this age group indicates
people are staying in lowa and moving into lowa. This age group would be the higher paid workforce
for the new and expanded businesses. The team believed this was a broader measurement of the
transformation than looking at migration rates, which is a lagging indicator that would not capture the
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effect of retaining well-educated youth. The team also discussed an indicator capturing quality of life
issues, such as the density of cultural organizations, but it was determined to be too narrow to capture the
many quality of life issues. No other benchmark to capture such issues was believed a viable indicator.

Strategy Map:
The strategy map shows the five major causal factors to transforming lowa’s economy.

Strategies:
Factors are listed in priority order based on their importance to the Result.

Develop an Educated, Productive Workforce — The availability of a quality workforce is crucial
to attracting new business to the state. New or expanding businesses look to locations that have
a workforce that is educated and trained in the fields of knowledge-based businesses. Key
factors include skills, attitude and availability. lowa ranks 48" among the states in percent of the
adult population with graduate and professional degrees, 33" in the country in IT professionals
and 37" in scientists and engineers. It is crucial that lowa have in place the mechanisms to
provide quality education and life-long learning. This includes the ability to re-train the current
workforce in fields covered by new businesses. The team identified skills in math, science and
information technology as crucial areas of expertise required by the targeted businesses.
Evidence: College Student Aid Commission, survey of placements; US Census Bureau, Progressive
Policy Institute.

Create a Supportive Business Climate — A supportive business climate includes access to
capital, entrepreneurial and partnership behavior, useful tools, effective taxes and regulations.
Programs or policies that encourage risk taking and the development of effective partnerships
among academia and the public and private sectors provide the support for the development of
targeted businesses. There must also be a means to commercialize the results of these
partnerships. Appropriate regulation must be tailored to the new economy and foster voluntary
compliance.

Evidence: “Process Improvements in Advanced Manufacturing and Beyond”, Indiana Economic
Development; Battelle; SRI; US Bureau of Economic Analysis; CFRD Report Card.

Build the Infrastructure For a New Economy — A solid infrastructure includes facilities,
communications, transportation, energy and natural resources. Businesses rely on efficient
telecommunication and high-speed internet access. 67% of lowans have access to internet, yet
access in underserved areas remains a concern. lowa is ranked 38" for broadband access.
Traditional modes of mobility also support attracting, developing or expanding businesses.
Infrastructure also includes access to efficient, economic energy and water sources. This
infrastructure development must not sacrifice quality in the air, water and soil resources. Itis
important to develop alternative energy sources. lowa is 4™ in the country for wind energy
generation and has potential for developing other renewable energy resources.

Evidence: CFED & PPI; American Wind Energy Association, 2003; Progressive Policy Institute;
“Internet Based ED for Rural Counties™ lowa State University, 2001.

Improve upon Local Economic Development — Effective local and regional economic
development efforts are critical to transforming lowa’s economy and positioning communities
across lowa to assist in, and benefit from, the economic transformation. Successful local and
regional economic development efforts require quality leadership, regional initiatives, effective
partnerships, access to capital and entrepreneurial support. The retaining of lowa businesses, the
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fostering of entrepreneurs and the attracting of new businesses all rely upon successful local
economic development.

Evidence: “Innovative Local Economic Development Programs’ Georgia Institute of Technology, 1999,
“Competitive Regionalism: Beyond Individual Competition” University of Toledo, “Innovative State
Policy Options to Promote Rural Economic Development”, National Governors Association.

Create Attractive Communities — lowa must develop and support communities in which
individuals, families and businesses find it desirable to live, work or visit. The critical factors to
having attractive communities are quality government services, amenities, diversity and
affordability. The state must help to maintain and enhance the attractiveness of lowa
communities.

Evidence: National Center for Charitable Statistics, Quality of Life Indicators, William Penn Foundation;
CFED; U.S. Census Bureau; CPI; “Importance of Quality of Life in the Location Decisions of New
Economy Firms” UNC, Chapel Hill 2002, US Department of Commerce, ““A Key to Regional
Competition.”

Purchasing Strategies - The Transform the Economy Buying Team seeks offers that:
1. Are innovative and bold to position lowa’s workforce for the new economy.

This includes all aspects of educating, training and attracting an educated and culturally
competent workforce. Offers must raise expectations and opportunities for advanced training in
the areas of mathematics, natural sciences and information and management sciences. Offers
must also encourage and provide opportunities for interdisciplinary learning, increase exposure
to the cultures of other nations and peoples, and provide for the training of a core of teachers
that will have the knowledge, skills and creativity to educate the workforce of this new economy;

2. Use the principles of smarter sizing, smarter spending, smarter management and smarter
leadership in building to provide a supportive business climate for expanding advanced
manufacturing, life sciences and information solutions and supportive businesses;

3. Eliminate ineffective tax credits or subsidies and reinvest those resources in programs
that support investment in a transformed economy;

4. Encourage collaboration and partnerships.
Offers must build effective economic development partnerships among education institutions,
governments, communities, businesses, non-profits and others. They must also support
leadership, entrepreneurship, innovation and risk taking at the local and regional levels to
transition to the new economy;

5. Show measurable results in increasing the workforce of scientists, engineers, and
information technology professionals or in creating jobs that require at least two years of
college education; and

6. Develop or improve an infrastructure to support the new economy.
Offers must build upon the quality of government services that support an attractive community
that is safe, culturally alive, healthy and provide a quality educational experience to all members
of the community. They must also build upon and sustain the state’s natural resources and
renewable energy resources; maintain and improve the infrastructure of transportation and
communication; and expand the research and development infrastructure of the state.
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Transform

lowa’'s Economy

Education
Workforce

Supportive
Business Climate

New Economy Local Economic

Attractive

Skills for New Economy
Graduate
Vocational & Technical
Primary & Secondary
Education
Training of Existing
W orkforce

Access to Capital
. Loans & Grants
. Angel Investors
. Banks & Financial
Institutions
. Venture Capital

Availability of Labor
Accommodation for
Diversity
Youth

Behavior
Risk Taking
Entrepreneur
Churning
Commercialization of R
& D
. Partnerships

Entrepreneur Attitude
New Business Owners
Youth
R&D
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Quality of Government

Services
. Entrepreneur Support
. Incentives

. Marketing

Taxes & Regulation
. Flexible & Appropriate
Regulation
. Tax Breaks
. Fair & Competitive Tax
Structure

Infrastructure Development Communities
[ [ [
Facilities Leadership Quality Government
. R & D Parks . Private sector Services
. Think Tanks . Public sector . Safety
. Labs . Economic development . Health Care
. Incubators professionals . Mobility
. Cultural
Regional Initiatives . Libraries
. Collaborative . Education
[ e  Local-driven
Communications . Technical assistance
Infrastructure *  Adequate funding |
e  Competitive Choices ¢ Leverage available Amenities
. Universal Access resources . Cultural Vitality
. Advanced Technologies Effective Partnerships . Commlunity & Regional
. Local, regional and Attrgctlons
statewide . Enwronment
| o Mutually beneficial * Recreation
e Leverage available *  Historic Fabric
Natural Resources resources
. Availability
. Quality Entrepreneurial Support [
. Sustainability . Technical assistance Affordability
. Price . Equity financing . Cost of Living
e  Debt financing e  Assessable Health Care
. Affordable Housing
| Incentives
Energy . Technigal as§istance
. Reliability . Eqwty fman_cmg
e Availability e  Debt financing
. Price
. Renewable
[
Transportation
. Availability
. Quality
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PURCHASING PRIORITIES

Transform lowa’s Economy

Funded Priorities

$160,000,000

HIGHER
PRIORITIES

— / $252,185,065
Total Resources

$38,587,183

lowa Budget Report

$6,511,000

$1,141,222
$12,074,111
$6,283,912
$9,164,647
$47,724
$20,457,455
$5,622,919
$3,883,628
$90,837

$564,020
$6,417,315
$995,648
$259,937
$580,005
$4,504,081
$40,000
$4,989,604
$6,525,000
$1,400,000
$75,000
$557,000

$336,000
$246,183
$130,000
$5,000,000
$125,000
$17,550,000
$15,200,000
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lowa Values Fund /Bioscience Pathway (Battelle)

Enhancing Opportunities to Stimulate Economic
Growth (Regents)

Traditional Infrastructure for New Economy
lowa’s Great Places

Development of Major Attractions

Business Financial Assistance

Job Training for New and Existing Employees
Business/Industry Regulatory Support
Expanding lowa’s Productive Workforce

Research and Education (Library) Investment Support
Labor Commissioner Appeals/Target Small Business

Certification

Downtown Resource Development/Main Street
Business Development and Marketing
Growing Regional Strategies

Disability Services Support Programs
Minority Services Support Programs

State Housing Trust Fund

Employer Risk Management

Racing and Gaming

Rural Workforce Development Office Support
Tourism Promotion

Asian/Pacific Islander Commission

IWD OSHA, Work Comp., Wage Collection

Unfunded Priorities

Skills Standards Initiative

Human Resource Recruitment

Expand the lowa Waste Exchange

Rural Development Through Natural Resources
E-Marketing of Outdoor Recreation

Spur lowa’s Creative Economy Initiative (SPICE)

lowa’s Story/My History/Cultural Think Thank
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IMPACT NARRATIVE

Transform lowa’s Economy

Offers falling “Above the Line” for funding:

The Transform the Economy Team recommends the following offers because they will impact
the key elements of establishing and supporting new businesses in the areas of advanced
manufacturing, life sciences and information solutions. They also implement key principles,
including:

Promoting public-private partnerships, leveraging outside money
Promoting entrepreneurship

Stimulating investment in new economy businesses

Securing labor force training in skills supporting new economy industries

The Bioscience Pathway Offer touches upon all three of the team’s indicators and most closely
embodies the effort to Transform the Economy. It proposes building upon the strengths of our
educational institutions in the area of bioscience and technological innovations. It also
establishes the support and infrastructure needed to commercialize the technological innovations
from the institutions. It establishes a strong base for investment in new economy businesses that
employ individuals at a higher per capita income and acts toward keeping our college population
in lowa.

The Great Places Offer is a bold and innovative offer that pulls together the many efforts already
underway in the State to support communities in maintaining and/or becoming great, attractive
communities. Business incentives alone are not sufficient to grow the economy. We must also
build upon the attractiveness of our communities as an incentive to business growth.

The team recommends funding the regulatory functions that did not pertain directly to Transform
the Economy, but were still considered essential to the overall needs of businesses and
consumers in the state.

Offers falling “Below the Line” for funding:

Offers falling below the line continued business as usual, with no attempt to provide a link to
new economy skills or support for the new economy. They may have also offered services that
were included in other offers or could be obtained elsewhere.
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Some of the other offers that fell below the line were funded at a reduced price. This may result
in a backlog of cases before the Civil Rights Division, less outreach and service in areas under
the Human Rights Division, support to community libraries and minimal development programs.
However, we hope that some of the services can be built into the program offerings in workforce
training, business development and community development.
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REQUESTS FOR RESULTS
Improve the Health of lowans

Result: IMPROVE THE HEALTH OF IOWANS

Indicators:
Indicators include several components from preventative strategies to care access.

Percentage of lowans Rating Their
Health as Good to Excellent
100% 59% e o e . Better
80% -
60% -
40% -
20% -
0%
2000 2001 2002 2003 Target

Data Source: lowa Department of Public Health, Behavioral Risk Factor Surveillance System (BRFSS)

e Percent of lowans responding Very Good or Excellent to the question, “How is your

health, in general?”

* The annual lowa Behavioral Risk Factor Surveillance Survey (BRFSS) asks a representative sample of
lowans to rate their own health as excellent, very good, good, fair or poor. This question is generated by
CDC and has comparable data nationwide. This indicator provides an overall health outcome as well as
components of quality of and customer satisfaction with care.
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100%
80%
60%
40%
20%

0%

Percentage of All lowans With Access

to Health Insurance

Better

92%

100%

2000-2001

2001-2002 2002-2003

Target

Data Source: U.S. Census Bureau Current Population Survey

e Percent of lowans who have access to health insurance.
* Percent of all lowans with health insurance and percent of lowa children with health insurance based on
US Census Bureau and Current Population Survey data. These data sources are updated annually and
capture the percent of lowans who have access to the care and services they need in order to be healthy.

100%
80%
60%
40%
20%

0%

Tobacco Use Among Middle and High School Students

Better
39%
34%
16% 24%
0,
11% 5%
2000 2002 2008 Target

M Middle School O High School

Data Source: U.S. Census Bureau Current Population Survey

e Tobacco use among middle and high school students.

* The data source for this indicator is the lowa Youth Tobacco Survey (1YTS), which is conducted every
two years. (The team chose an indicator for healthy behaviors as opposed to the diseases that healthy
behaviors reduce because it is important for the indicator to assess the effectiveness of preventative and
education strategies. However, it is difficult to pick a single measure as a gauge for all healthy behaviors.
A tobacco indicator was chosen because it is one of the leading causes of death. Indicators on physical
activity and nutrition were considered because of their relationship to obesity. In future iterations of this
process, this indicator could be replaced with a healthy behavior that targets obesity as trends show that
obesity is a growing problem.)
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Strategy Map:

When taking a broad overview of improving the health of lowans, it is important to balance
providing the services that lowans need to be healthy and the preventative measures that allow
them to avoid those services all together. Both are important.

The map identifies five broad categories of strategies to improve the health of lowans. The two
most important categories are implied in the opening paragraph: All lowans Have Access to
Quality Care and Improve Preventative Strategies and Health Education with access being the
most important category because of its relationship to the Leadership Agenda. The next most
important category is Improve Quality of Life with the final two categories receiving equal
weight: Mitigate Against Outside Risk Factors and Improve the Health Care System.

There is an overlap and interplay between the categories (in some cases quite significant).
However, simplifying the chart was more important than attempting to draw a diagram that fails
to capture that complexity and gives disproportionate importance to one or several components
of the overlap and interplay.

These strategies can and should be addressed at the individual-level, community-level and
environmental/policy-level.

The map also includes a set of overarching principles/themes that are important to consider in
conjunction with all of the strategies to be most effective in improving the health of lowans.
Those principles are the affordability of services and cost effectiveness of systems, the
preservation of personal dignity and preference, reduction of health disparities among diverse
populations, geographic distribution of services and community support.

Strategies:

Ensure All lowans Have Access to Quality Care — This strategy focuses on access to the types
of care/services that lowans need to be healthy, including financial access to care as well as
content of care. The content of care includes preventative, primary, chronic/long term,
emergency/acute, and behavioral/developmental (including substance abuse and mental
treatment) care. It is also important to have continuity of care including regular/financial access,
content of care and portability of care/records.

Improve Preventative Strategies and Health Education — Strategies that increase healthy
behaviors and stop problems before they start play a significant role in the long-term health of
lowans. It is important to have the necessary consumer knowledge to make good lifestyle
choices and know about and access preventative treatments.

Improve Quality of Life — There is a minimum set of conditions that form a baseline for a
healthy life on both micro and macro levels. On the micro level, individuals must have a
minimum level of stability and security before they can improve their health outcomes - those
conditions form the basis of the quality of life category. They include a safe and healthy living
environment, a strong family, community based services and culturally appropriate practices.

Mitigate Against Outside Risk Factors — On the macro level, the minimum set of conditions that
form a baseline for a healthy life are components of an individual’s surroundings. They include
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outside factors such as exposure to hazardous materials and conditions, clean water, clean air,
safe and adequate food and limited exposure to infectious disease.

Improve the Health Care System — It is not simply enough to have access to care. The overall
system of care must be of a high quality. This particular category of strategies has a strong
relationship and interplay to the other categories and is often necessary for those strategies to be
effective. Strategies to improve the overall quality of the system include health care planning,
care coordination, data collection, analysis and dissemination, cross system coordination (the
interaction/communication between health and other service systems), physical access to care
and availability of quality health providers.

Purchasing Strategies - The Health Buying Team seeks offers that:
1. Increase access to health care for children;

2. Integrate prevention strategies and early childhood education;

3. Encourage collaboration between schools and preventative/education strategies;
4. Incorporate preventative strategies into care/service delivery;

5. Emphasize community-based services to keep people out of institutions longer;
6. Target at-risk/vulnerable populations;

7. Reduce health disparities among diverse populations;

8. Emphasize innovative approaches and best practices for affordability and cost-
effectiveness of health systems; and

9. Increase efficiencies of health care/service delivery including the removal of barriers.

All Offers Should:
1. Be Innovative and bold.
This is not business as usual. Offers must be made up of ideas and improved services that
produce results in the most effective and innovative ways. Offers are not limited to services the
State of lowa currently provides. If an offer includes a service the State currently provides, the
offer must improve upon those services. Adapt best practices to lowa.

2. Use the principles of smarter sizing, smarter spending, smarter management and smarter
leadership.
The State of lowa must work smarter to produce better results with the available resources.
Some principles that will do that include:

e Consolidating services in a smart way;

Buying services competitively;

Using flexibility to produce accountability;

Giving lowans choices;

Giving money to lowans, rather than institutions;
Making administrative systems allies, not enemies;
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Improving work processes and productivity;

Improving the availability, quality, use, and sharing of data;
Purchasing prevention, not remediation;

Separating steering and rowing;

Producing voluntary compliance;

Targeting subsidies;

Purchasing less mistrust; and

Blending or braiding revenue streams.

3. Divest in lower value strategies so that there is money to invest in higher value strategies.
The State of lowa cannot continue providing all of the services it currently provides, because
many of those services do not directly relate to the results lowans want most. In order to provide
those results, the State must target its resources toward services and programs that will directly
impact those result areas. Investments must also target populations, regions or aspects of a
delivery system that most need attention.

4. Encourage collaboration and partnerships.
The State of lowa cannot do everything alone. lowans want state departments to work with each
other, as well as other levels of government, and the private sector. The State’s investments must
build upon and work with community based organizations and initiatives. Partnerships require
incentives. The State cannot construct a budget based on the hope that partners will fund a
portion of the service, if those deals have not been discussed with the partners.

5. Show measurable results.

6. Build on organizational core competencies.
When offers are made to fund existing state services, they must build upon that service’s
strengths. Offers should improve upon the areas that lowans expect and want from state
government, not abandon the core service.

7. Promote cultural competence.
Diversity is important to the future of lowa. All offers must welcome and serve diverse
populations.
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Overarching Principles
Affordability of Services and Cost Effectiveness of Systems

Preservation of Personal Dignity and Preference
Reduction of Health Disparities Among Diverse Populations
Serve the Entire State/Geographic Distribution

HEALTH BUYING TEAM STRATEGY MAP

Encourage Community Support

IMPROVE IOWANS’ HEALTH

All lowans Have Access to

Quality Care

Improve Preventative
Strategies & Health
Education

Improve Quality of Life

Mitigate Against Outside
Risk Factors

Improving the Health Care
System

Preventative Care

Primary Care

Chronic/Long Term Care

Acute/Emergency Care

Behavioral/Developmental
Care including substance
abuse and mental health

Early Screening/
Identification

Strengthen and Support
Families

I
Lifestyle Choices
* Diet
* Obesity
« Tobacco reduction
* Exercise
« Substance abuse
prevention
* STD prevention
I

Safe and Healthy Living
Environment for children,
persons with special
needs and vulnerable
populations

Immunization/vaccination

Teen Pregnancy Prevention

Community Based
Services for persons
with special needs and
vulnerable populations

Reduce exposure to
hazardous materials and
conditions

Clean water

Clean air

Safe Food

Adequate Food

Health Care Planning

Care Coordination

Data Collection Analysis
and Dissemination

Ensure availability and
quality medical and health
providers

Transportation and
Physical Access to Care

treatment ] Culturally Competent T
Consumer Education Practices I
| Contain Infectious Disease
L l Cross System Referrals
Continuity of Care Pre-Natal Care/ and Coordination
Improved Birth Outcome
|
Preventative Treatments
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PURCHASING PRIORITIES

Improve the Health of lowans

HIGHER

PRIORITIES

$1,184,817,754
Total Resources

$129,900,000
Total Resources

lowa Budget Report

$17,961,471

$573,392,818

$16,300,650
$127,019,672
$10,416,064
$24,929,654
$42,388,092
$207,622,899

$68,233,710
$6,413,271

$16,605,160
$9,416,542
$1,021,142
$174,198
$78,761,978

$3,523,693
$5,215,000
$14,527,288

$874,985
$1,828,844

$1,000,000
$12,774,531

$1,581,764

$971,593
$1,230,069
$1,000,000
$396,451
$70,099,211
$16,474,515

$6,764,795
$7,000,000
$4,196,676
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Unfunded Priorities - $

Basic Health Care to Low Income Individuals, Largely
Children, Elderly and Disabled

Preventive Services to Achieve Quality Health Care
Programs and Services to Keep Children Safe
Services to Older lowans to Maintain Their Health
Addiction Prevention and Treatment

Transform the Health of lowans

Health and Support Services for Persons With Mental
Iliness or Developmental Disabilities

Support Basic Needs of Children and Self-sufficiency
of Families

Vocational Rehabilitation Services to Individuals With
Disabilities (includes blind and deaf services)
Veterans Assistance and Health Care

Increase Safe Practices and Pursue Healthy Outcomes
Health Services and Food Safety

Senior Volunteer Program

Medicaid (medically necessary services and
prescription drugs)

Level of Funding Without
Proposed Tobacco Tax Increase

Increases Enrollment in the Children’s Health
Insurance Program/Hawk-1

Redesign Mental Health Systems of Care for Children
and Adults

Better Results for Kids —(increase adoptions and
support systems)

lowa Smiles —(expand access to dental care)

Home and Community-based Service and Support for
Older lowans

Increase Tobacco Prevention and Treatment

Quality Services for lowans with Mental IlIness or
Developmental Disabilities

Meet Basic Needs of Children and Self-sufficiency of
Families

Youth Fitness and Health Nutrition

Investigate Health Problems

Critical Health Care Fund

Physician Recruitment

Maintain Other Existing Medicaid Services

Increase in Medicaid Provider Rates

Additional Health Needs Initiatives

Housing Needs of Seniors
Services to Elderly Enhancements
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IMPACT NARRATIVE

Improve the Health of lowans

Offers falling “Above the Line” for funding:

A natural theme occurred at the top of the Health Buying Team Purchasing Priorities document.
Many of the highest ranking items centered on providing children with access to quality health
care. Quite simply, this was the priority purchasing strategy. Additionally, in many cases,
providing children with access to quality care, in and of itself, is a preventative strategy
(prevention being another heavily weighted purchasing strategy).

Examples of offers that ensure the health security of children include the Children’s Health
Insurance program and Hawk-I, which will provide health care for 33,688 children, and core
Medicaid services, which provide health care for 294,000 lowans, including 156,000 children.

Strategies that increase healthy behaviors and stop problems before they start play a significant
role in the health security of lowans. The next tier of high ranking offers is split between
preventative strategies and broader access strategies. These were priority purchasing strategies
and in many cases, meet additional purchasing strategies such as targeting at risk and/or
vulnerable populations and reducing health disparities among diverse populations. Examples of
prevention activities that impact the health security of children are prenatal care, immunization,
lead testing, dental services and tobacco prevention and treatment.

Another theme that is present toward the top of the Purchasing Priorities is that home and
community based services were given priority as means of providing long term living support.
The Health Buying Team believes this to be both a customer focused and cost effective way to
provide lowans with quality care. An example of this is the Consumer Choice, Support and
Education program offer. This is an approach that represents a best practice model that has been
successful in a number of other states by identifying consumers’ needs and educating them about
the services available; they select the most cost effective services because they represent what
consumers want.

Offers falling “Below the Line” for funding:

The Health Purchasing Priorities document is different than the other purchasing priorities
documents. On the health list, there are two lines. The first line represents where the line would
be drawn with the current level of funding. This line indicates that a budget based solely on
available revenues will under fund health care and will fail to keep faith with the lowa promise
of health care security for seniors needing long term care, for people with mental illness or
physical disabilities needing specialized care, and for our children. There would not be the
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resources to fully fund Medicaid optional services such as targeted case management, adult
rehabilitation option services, dental services and other practitioners. In large part, these offers
provide alternatives that reduce the need for more expensive care in the long term.

The health security of lowans is further threatened by the use of tobacco products - costing us all
in dollars and cents, and some with our lives. Each year smoking costs all lowans in increased
medical costs and lost productivity. Last year alone the state spent more than $235 million in
medical related expenses for smoking related illnesses while the state only collected $88 million
in cigarette taxes. To preserve the State’s commitment to health care, smokers must assume
greater responsibility of the costs of smoking-related illnesses. By increasing the cost of every
pack of cigarettes, we are able to move the health priorities line to adequately fund the Medicaid
program, keep faith with seniors for their long-term living needs, preserve care for people with
mental illness and physical disabilities, ensure that fewer children will begin smoking, and
expand substance abuse treatment and smoking prevention programs.

Offers falling below the second line would still provide efforts toward improving the health of
lowans. There were a number of offers that were ranked low, largely because they were not as
directly linked to the results that the Health Buying Team was looking to achieve. In some
cases, the offer did not lay out a compelling case that it was a proven effective and/or cost
effective way to achieve the result.
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REQUEST FOR RESULTS
Improve Community Safety,
Particularly for Vulnerable lowans

IMPROVE COMMUNITY SAFETY, PARTICULARLY FOR
VULNERABLE IOWANS

Indicators:

Child Victimization Rate per 10,000 Children
Better
200 180 7 T &
154
150 139
3
& 100 -
50
0 i
1999 2000 2001 2002 2003 2004

Data Source: Child Welfare League of America National Data Analysis System (www.ndas.cwla.org)

Total Founded Cases of Reported
Dependent Adult Abuse in lowa

600 p= 580 Better
416
400 | mea 400 359 l
250 277 301 277
182
200 A
0 - : : : : :
CY1999 CY2000 CYy2001 CY2002 CY2003 CY2004

Jan-Oct

‘I Dependent Adult Abuse Nursing Facilities [ Dependent Adult Abuse in Communities

Data Source: lowa Department of Inspections and Appeals (DIA), lowa Department of
Human Services (DHS)
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Domestic Abuse

1999

2000

2001 2002

[ Victims —m— Rate per 100,000 population

7,800 Better 300
7,600 - - 295
7,400 - F 290
7,200 1 2832 I ggg
7,000 - L o75
6,800 M 7,343 - 270
6,600 - - 265

Data Source: lowa Department of Public Safety

e Percent of Vulnerable Population Known to be Abused

* Vulnerable populations will be defined as children who are neglected or abused, dependent adult abuse
and domestic violence. The Child Welfare Information System at DHS and the Crime Victim Report at
the Attorney General’s Office produce the data sources annually. The components of this measure are
data that is collected by other states.

Traumatic Injury Death Rate Per 100,000

Bette

20

22.6
20.4

5.3

14.2

23.9

9.8

1.9

2000

2.2

10. 107

2.1

2001 2002

1.7

2003

W Homicide
O Suicide

Unintentional Injuries (non-traffic injury deaths)

OMVC (Traffic Injury Deaths)

Data Source: lowa Department of Public Health, Center for Health Statistics, Vital Statistics of lowa
Publications, Table 4

e Traumatic Injury Death Rate
* This indicator measures the number of lowans that die due to a traumatic injury, including fatal injuries
that are accidental, avoidable or crime related, and suicide. This is known as the Injury Mortality Rate,
which is reported for each state by the CDC’s National Center for Health Statistics and generated by the
Department of Public Health.
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lowa Crime Index Rate per 100,000
3500
3,448.2
3400 -
3,301.2
3300
3.224.0 3,233.7 3,2336
N . . .
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Data Source: FBI, “Crime in the United States”

e Crime Index Rate
* The Crime Index Rate measures what is commonly known as serious crime. The index includes: violent
crimes of murder, forcible rape, robbery and aggravated assault and the property crimes of burglary,
larceny and motor vehicle theft. This data is collected by the FBI under the Uniform Crime Reporting
(UCR) Program and reported by the Department of Public Safety.

Strategy Map:

The Strategy Map focuses on three main strategies to create safe communities. Those strategies
include prevention, response and recovery, and preparedness. The map places an emphasis on
vulnerable populations, including children, dependent adults and victims of domestic violence.

Strategies:

Prevention — Taking steps to reduce the potential for harm due to crime, abuse, emergencies or
other incidents offers the best opportunity to create safe communities. A well-rounded approach
will achieve both long-term and short-term results. Beginning with a focus on youth
development, vulnerable children will receive the help when they need it most. Creating adult
self-sufficiency, with an emphasis on offenders re-entering society, reduces the risk of first time
and re-offending criminals. Multiple studies, including the lowa Department of Public Health’s
Outcome Monitoring System emphasize the effectiveness of prevention strategies in reducing
crime and abuse. Engaging the community and citizens in this effort, including establishing safe
behaviors and activities, are the remaining essential components in creating safe communities
through prevention efforts.

Response and Recovery — Successfully responding to and recovering from incidents that
endanger public safety are critical to minimizing injury and the potential for subsequent harm.
This includes successfully managing the crises at hand to minimize further harm as well as
recovery efforts. It specifically requires assistance to victims, to assist in their future protection
and restoration. Finally, the bedrock of any safe community requires an equitable, timely and
complete justice process that insures a balanced and appropriately weighted response that is
basic to our very rights.
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Preparedness — Being prepared is a critical tactic for communities to lessen the hazardous effects
of a crisis, disaster or emergency. Allocating time and resources to become prepared will bring
families in crisis or a community that is hit with a disaster back to the quality of life they had
prior to the emergency. Collaboration between federal, state and local authorities is essential for
communities to be prepared. The most effective strategies to prepare a community include
planning, training and providing adequate resources.

Purchasing Strategies - The Safe Communities Buying Team seeks offers that:

1.

9.

Focus on vulnerable populations, including children, dependent adults and those at risk of
domestic violence;

Emphasize prevention, with a special focus on early childhood and youth development
through state and local partnerships and leveraging non-state funds;

Include approaches to address bullying, and other types of school violence at their roots;

Create a community-based, community-integrated, transparent system to encourage a
more secure environment for seniors;

Encourage voluntary compliance with laws that reduce the need for enforcement;
Invest in offender re-entry strategies that reduce recidivism;
Focus on a restorative justice process;

Increase coordination and communication across federal/state and local resources that
expand community capacity to respond to disasters and crises;

Focus on education to decrease traumatic death and preventable injury; and

10. Craft a suicide prevention approach that focuses on mental health and substance abuse.

All Offers Should:

1.

Be Innovative and bold.

This is not business as usual. Offers must be made up of ideas and improved services that
produce results in the most effective and innovative ways. Offers are not limited to services the
State of lowa currently provides. If an offer includes a service the State currently provides, the
offer must improve upon those services. Adapt best practices to lowa.

Use the principles of smarter sizing, smarter spending, smarter management and smarter
leadership.

The State of lowa must work smarter to produce better results with the available resources.
Some principles that will do that include:

e Consolidating services in a smart way;

e Buying services competitively;

e Using flexibility to produce accountability;

e Giving lowans choices;

e Giving money to lowans, rather than institutions;
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Making administrative systems allies, not enemies;
Improving work processes and productivity;

Improving the availability, quality, use, and sharing of data;
Purchasing prevention, not remediation;

Separating steering and rowing;

Producing voluntary compliance;

Targeting subsidies;

Purchasing less mistrust; and

Blending or braiding revenue streams.

3. Divest in lower value strategies so that there is money to invest in higher value strategies.
The State of lowa cannot continue providing all of the services it currently provides, because
many of those services do not directly relate to the results lowans want most. In order to provide
those results, the State must target its resources toward services and programs that will directly
impact those result areas. Investments must also target populations, regions or aspects of a
delivery system that most need attention.

4. Encourage collaboration and partnerships.
The State of lowa cannot do everything alone. lowans want state departments to work with each
other, as well as other levels of government, and the private sector. The State’s investments must
build upon and work with community based organizations and initiatives. Partnerships require
incentives. The State cannot construct a budget based on the hope that partners will fund a
portion of the service, if those deals have not been discussed with the partners.

5. Show measurable results.

6. Build on organizational core competencies.
When offers are made to fund existing state services, they must build upon that service’s
strengths. Offers should improve upon the areas that lowans expect and want from state
government, not abandon the core service.

7. Promote cultural competence.
Diversity is important to the future of lowa. All offers must welcome and serve diverse
populations.
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PREVENTION

Safe
Communities

PREPAREDNESS

RESPONSE/
RECOVERY
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SAFE COMMUNITIES

PREVENTION

RESPONSE/RECOVERY

Youth and Child Development
« Prepared for schools
* Succeed in schools
« Healthy and socially competent
« Prepared for productive adulthood
« Are in safe, supportive families, schools and

communities

Adult Self-Sufficiency
« Good paying jobs
« Reduce substance abuse
« Improve mental heath
« Strengthen coping skills, including anger management
« Education, workplace skills

Managing Crises

« Detection and reporting of crises

» Response to accidents, fires, disasters, crimes, threats,
and other emergencies

« Mobilize multi-jurisdiction responses to large-scale
emergencies

« Complete, timely and thorough investigations

« Preliminary interventions

* Removing children and vulnerable adults from abusive
environments

Citizen Involvement
« Community policing/problem solving
« Increasing community volunteerism
« Positive cultural and gender specific role models and
mentors
« Neighborhood networks
« Coalitions
« Faith-based initiatives

Child and Adult Crime and
Abuse Victim Assistance
« Maintain children in safe environment, including the use
of foster care
« Shelter care
« Crime and abuse victim medical assistance
« Counseling and other supportive services
« Advocacy
« Compensation/Restitution

Successful Reentry of Offenders
« Continuum of sanctions to manage the risk with the
proper level of supervision
* Reduce risk of re-offending
1. Programs, treatments, employment

Justice
« Fair, equitable and timely justice process (civil, criminal
and administrative
« Implementation of effective sentencing and services to
offenders and violators

Safety Behaviors, Activities
and Standards
« License drivers and regulate driver behavior
* Reduce risk behaviors
« Regulate professionals and institutions who affect
public safety and public health
« Enforce Codes and safety requirements

Recovery from Emergencies
« Resource coordination of government agencies and
private organizations
« Dissemination of public information
« Awareness to public of issues and options
« Assistance and restoration for victims and communities
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PREPAREDNESS

Planning
» Research and evaluation
* Needs, risk and gap assessment
* Results monitoring
« The interoperability of information systems
» Communication
« Coordination of efforts

Training

* Exercises
« Standards based
* Accessibility

Adequate Resources
* People
» Equipment and services
* Interoperability for emergency responders
« Distribution of Resources

SAFE COMMUNITIES BUYING TEAM
Strategy map
7/12/04
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PURCHASING PRIORITIES

Improve Community Safety, Particularly for Vulnerable lowans

HIGHER Funded Priorities

$302,713,069 Protecting People — Changing Lives: Redesign corrections
PRIORITIES system to increase public safety. Provides substance
abuse treatment and educational services to adjudicated
— adults and children.
I $11,044,027 Health and Safety for Children and Adults: Decrease
domestic violence abuse. Decrease the number of meth
labs by 50%.
— $6,723,908 Homeland Security: Training and operations for disaster
- relief while assisting local authorities. Response and
recovery plans, for any state emergency 24 hours a day,
365 days a year
— $13,482,857 Critical Information: Strengthen emergency response and
| law enforcement through reliable data and
communication.

$57,579,198 Safe and Stable Communities: Assist local crime
./ $440,434,734 investigations, law enforcement, highway patrol and
-\ Total Resources rescue, traffic safety, fire fighter training and arson

investigation.
$41,777,628 Access to Courts: Legal representation to eligible clients
—m in criminal, juvenile and appellate courts and employees’
| . and employers’ rights and duties cases are interpreted
timely and fairly.
$7,013,592 Balanced and Fair Regulation; lowans expectation for
—m safe and fair gambling facilities, regulation of alcohol
licenses and social and charitable gaming permits.
$100,455 Cultural Competence: Train state agencies to improve
effectiveness for Latino services.

Unfunded Priorities

$13,283,954 Public Safety Increases: Additional narcotics agents
investigating highway and non-highway drug
interdictions, additional DCI agents investigating crimes,
additional fire investigators to relieve back log of arson
cases and fire safety training equipment.

$895,850 Rapid Lab Results: Courier service for submission of

$14,839,804 specimens to University Hygienic Lab 24/7.

$100,000 Airbase Improvements: Facility upgrades for Des Moines
and Sioux City airbases.

— $50,000 Crisis Counseling: Critical Incident Stress Debriefing for
disaster response.

$510,000 Cultural Affairs: Improves community safety by using
the arts, history and culture to build social capital.
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IMPACT NARRATIVE

Improve Community Safety,
Particularly for Vulnerable lowans

Offers falling “Above the Line” for funding:

Protecting its citizens from harm is the basic function any civilized society must perform.
Immigrants and refugees cite safety as one of the most important reasons to leave their homeland
when they feel threatened or harmed by natural or manmade disasters. The offers selected by
our team will ensure that lowans, particularly children and those that are vulnerable, feel safe
and secure living in their community.

Our strategy map focuses on three main strategies to create safe communities: prevention,
response and recovery, and preparedness.

Our purchasing strategies focus on vulnerable populations, early childhood and youth
development, dependent adults, and those at risk of domestic violence. We emphasize prevention
through state and local partnerships and leveraging non-state funds.

Our team looked for innovative offers that focused on our purchasing strategies, made an impact
on our strategy map, and landed on our result; these offers gained favor with a higher score. We
also looked for offers that created partnerships with other departments and agencies, leveraged
resources, results that are evidenced based, or are mandated core functions.

The budget proposals made by the Safe Communities Buying Team will make communities
safer, offer safer living choices for children and older lowans, and reduce future costs to society
of crime and substance abuse. Following are some features of the offers the team recommends
purchasing.

lowa will have a correctional system that is balanced along the corrections continuum of
services: pre-sentencing, community based services, treatment, incarceration, and reentry that is
supported by evidenced-based programming. The Department of Corrections will redesign the
way 68,600 offenders enter the corrections continuum and reenter society. The Department of
Human Services is responsible for 640 adjudicated children, therefore, we recommend substance
abuse treatment and educational services for children that enter the legal system.
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All children should be able to grow up and live in a safe, stable and healthy living environment.
When there is clear and convincing evidence that the child cannot be returned safely home,
parental rights are terminated, and adoption is pursued and 6,600 lowa families are offering a
permanent and stable living arrangement for these children.

There are as many as 1,500 dependent adults identified as having been abused in lowa each year.
It is estimated as many as 30,000 adults are at risk of debilitating accidents and catastrophic
health problems due to abuse or neglect either from a person who abuses them or self-neglect.
Our human services agencies will conduct 3,500 inspections for places serving the elderly and
investigate 3,700 adult and children abuse complaints.

We must respond rapidly in caring for the safety and health of children near hazardous
methamphetamine labs and in other dangerous drug environments. Authorities shut down over
1,400 meth labs this year and we favor an offer to reduce meth labs by half.

The lowa National Guard and Homeland Security will train and equip 9,750 individuals capable
of performing response and recovery plans and federal disaster relief while assisting local
authorities for any state emergency 24 hours a day, 365 days a year.

The Department of Public Safety plays a direct role in offering services that assist local crime
investigations, law enforcement and Amber Alert utilization; highway patrol and rescue; traffic
safety; fire fighter training and arson investigation. With reliable communication and data
sharing we can direct effective decision-making for criminal justice, law enforcement, and
emergency response.

Our team recommends that offers should be funded for over 70,000 lowans who need legal
representation in criminal, juvenile and appellate courts, provide that 150 employees’ and

employers’ rights and duties cases are interpreted timely and fairly, and ensure safe and fair
gambling facilities, regulation of alcohol licenses and social and charitable gaming permits.

Offers falling “Below the Line” for funding:

Offers that did not implement purchasing strategies or did not articulate clear results based
evidence or data fell below the line. These included: Three additional narcotics agents
investigating 2,600 highway and non-highway drug interdictions, five additional DCI agents
investigating crimes victimizing older lowans, ten additional DCI agents assisting local
authorities with 140 more major investigations, four additional fire investigators to relieve back
log of arson cases, fire safety training equipment, courier service for submission of specimens to
University Hygienic Lab 24/7, facility upgrades for Des Moines and Sioux City airbases, critical
Incident Stress Debriefing for disaster response and offer promoting community safety by using
the arts, history and culture to build social capital.
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REQUEST FOR RESULTS
Improve the Quality of lowa’s Natural Resources

Result: IMPROVE THE QUALITY OF IOWA’S NATURAL RESOURCES

Native Americans called lowa “the beautiful land.” Our management and protection of lowa’s
natural resources — water, land and air — is intrinsically linked to our awareness, appreciation and
interaction with these natural resources. lowa’s natural resources provide for our recreational
and cultural needs and are the working infrastructure for our economy, making lowa a desirable
place to grow businesses and to live. The great majority of lowa’s natural resources are privately
owned. For lowa to remain “the beautiful land,” engaging the cooperation of lowa’s private
landowners is essential.

Indicators:
Number of Impaired Stream Segments
and Lakes in lowa
250 Better
205

200
150 - \/
100 -

50 -

0
0
1998 2002 Target by 2010

Data Sources: lowa Department of Natural Resources; U.S. Environmental Protection Agency,
List of Impaired Waters

e Number of impaired stream segments and lakes in lowa as measured bi-annually

through the EPA’s 303(d) “impaired waters” list.

* This indicator was selected because it identifies those waters that do not meet one or more required water
quality standards. Recent improvements in water quality monitoring will help ensure sound assessments
to determine listings for the future. The Department of Natural Resources (DNR) proposes water bodies
to be placed on the list every two years with the United States Environmental Protection Agency (EPA)
providing final approval of the listed water bodies. Draft numbers for the 303(d) list for 2004 will be
available in July.
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Total Change in Acreage of Forested Land Plus Total
Acreage in the Conservation Reserve Program (CRP)
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Data Source: U.S. Forest Service Inventory; U.S. Natural Resources and Conservation
Service Data

e Total change in acreage of forested land plus total acreage in the Conservation
Reserve Program (CRP) as measured annually by the US Forest Service and the US

Natural Resources Conservation Service.

* This indicator reflects land that is enrolled in the CRP plus forested lands. The CRP is a federal program
that pays landowners to remove their land from agricultural production and is part of the Federal Farm
Bill. lowa’s row crop agriculture provides a strong economic foundation, but also provides challenges to
maintaining water quality and diverse ecosystems. Total acreage figures are tracked annually and
provide the best indicator the Team could identify as a surrogate for land cover diversity.

Average Number of Days lowans are Involved With
Active Outdoor Activities

As a part of the Spring 2005 Statewide
Comprehensive Outdoor Recreation Plan,

lowans will be asked about their
participation with outdoor activities

e Average number of days lowans are involved with active outdoor activities.
* Engaging lowans with their natural resources will help them directly relate their participation in
outdoor activities to the need to protect and enhance these resources. This measure will also assist with
evaluating the effectiveness of selected recreational strategies.
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Strategy Map:

The strategy map reflects two major goals and seven strategies that support Improving the
Quality of lowa’s Natural Resources. Two major goals must be achieved to reach the desired
result — manage and protect lowa’s natural resources; and develop and improve lowa’s
recreational opportunities.

Protecting natural resources and developing recreational opportunities work together to enhance
lowans’ quality of life. How well we manage our natural resources directly impacts our health,
safety and economic well-being.

The left side of the map illustrates the areas needed for achieving environmental protection,
including improving water quality, conserving ecosystems, promoting sustainable resources and
maintaining air quality. The right side of the map emphasizes the increased demand for outdoor
activities and the need to enhance lowa’s natural recreational resources and assets.

Strategies:

Improve Water Quality — Achieving improvement in lowa’s water quality is needed to move
lowa forward in environmental protection and natural resource enhancement. A 1999 survey by
ISU Extension found that 87% of lowans are concerned about the quality of their drinking water.
The Leadership Agenda calls for eliminating all impaired waterways by 2010. In 1998, 157
water bodies were listed as impaired. That number had increased to 205 by the year 2002.
Currently, 18% of lowa water bodies assessed are impaired. As state standards for nutrients are
adopted the number of impaired waters will rise. Strategies that result in demonstrable
improvements in water quality are preferred. Particular consideration will be given to offers that
utilize the watershed approach, demonstrate local and regional involvement and address non-
point source issues. Strategies that include habitat and recreational enhancements are also
important.

Conserve Wildlife, Fish and Ecosystems — The management of lowa’s wildlife and fish are vital
to maintaining lowans’ recreational opportunities. According to the 2001 National Survey of
Fishing, Hunting and Wildlife Related Activities, the economic impact of these activities to lowa
is $691 million annually (fishing = $336 million, hunting = $167 million and wildlife watching =
$188 million). Other ecosystems require sound conservation practices to enhance the
management of wildlife and fish. Offers that protect or restore forests, prairies, or preserves are
desired. Offers should also address opportunities to increase vegetation diversity along with
protecting endangered species.

Promote the Use and Development of Sustainable Resources — The development of sustainable
resources results in environmental and economic gains. The Leadership Agenda calls for making
lowa a net exporter of energy, thereby increasing the number of high skilled jobs in lowa. lowa
ranks tenth in wind resources (10" windiest city) and is fourth in wind energy capacity. Looking
at the potential returns of a 1,000 MW capacity wind energy project shows approximately 75
high skilled jobs would be created, and between 125 to 250 construction and skilled trade jobs
would be required to construct the project. Tax payments back to the host county would start
around $1 million in the first year of operation and grow to $7 million annually thereafter. The
positive link between energy sufficiency and economic development are also echoed in a recent
report by the Apollo Alliance that found energy efficiency creates 21.5 jobs for every $1 million
invested (compared to 11.5 jobs in natural gas generation). The same report reflects positively
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on job creation resulting from renewable energy, with studies showing four times as many jobs
per megawatt of installed capacity as natural gas and 40% more jobs per dollar invested than
coal. Renewables especially support creation of substantial numbers of new jobs in
manufacturing and construction. Strategies that promote energy efficiency, use and development
of renewable resources and innovative technologies are preferred. Opportunities to leverage
economic incentives are desired.

Improve Air Quality — lowa is one of eleven states nationwide currently in attainment with
national air quality requirements. Remaining in attainment with these requirements helps protect
the health of lowans. Attainment means lowa can offer a more flexible air permitting program to
business, reducing the cost of doing business and helping lowa maintain economic
competitiveness — all without decreasing the engineering and technical review conducted by
DNR to ensure regulated entities meet required standards. Because air quality as a whole is good
in lowa, efforts should be targeted to addressing specific community and regional concerns.

Improve Public Parks, Lakes and Waterways — lowans will use their parks, lakes and
waterways if they feel safe in these environments, and if the related infrastructure and amenities
are improved. lowa parks are visited fifteen million times a year. 78,000 acres of parks and
preserves and 87,000 acres of water — publicly owned lakes and U.S Army Corps of Engineers
reservoirs — are among lowa’s most important areas for recreation and economic stimulus.
lowans’ prime concern about their parks is water quality. A recent study of lakes in lowa by
ISU's Center for Agriculture and Rural Development (CARD) found that the quality of the water
was the most important factor in choosing lakes to visit. Interest in outdoor recreation is
growing and shows no sign of slowing. A 1999 national survey by Roper reported that 67% of
all Americans participate in some sort of recreational activity at least once a month. The CARD
study found that 62% of lowans use an lowa lake and those who have used one visit them an
average of eight times each year. Certain parks should be developed as resort destinations to
attract more in and out of state visitors.

Develop non-park public and private recreational areas — Public lands including recreational
areas, wildlife management areas, wildlife refuges, waterfowl production areas and public boat
access areas provide access to recreation. All public lands (except for parks) account for seven
hundred thousand acres. Similarly, access to private lands through easements, good will,
friendships or leases is another important aspect of recreation. Because most of lowa’s land, 32
million acres, is privately held, looking at opportunities to provide access to recreation for these
areas is important. Developing diverse habitats such as ponds, wetlands, prairie, forests and
pasture can provide economic dividends to landowners, as well as opportunities for hunting,
fishing and nature enjoyment. This improves water quality and habitats. Strategies to improve
the licensing process and the availability of hunting and fishing licenses are needed.

Create more opportunities for outdoor activities — The Leadership Agenda includes promoting
health and providing quality of life for seniors and adults with disabilities. Americans are
seeking greater diversity in their outdoor activities. Biking, canoeing, bird watching,
snowshoeing and rock-climbing are among the trends being followed by recreational advocates.
All segments of society benefit from increased access to recreational opportunities. A survey
conducted in 2001 of 500 parents with children between the ages of four and 14 found that 80%
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of respondents believed that participating in outdoor activities strengthened family relationships.
Investments in land and improved infrastructure to enhance outdoor recreational activities are
needed.

Purchasing Strategies - The Environment Buying Team seeks offers that:
1. Prioritize watersheds approach to improving water quality.
Offers must lead to a demonstrable water quality improvement and enhance the watershed
approach. Offers must also emphasize local and regional involvement and address non-point
source;

2. Integrate environmental, recreational and economic benefits.
Acceptable offers will 1) result in measurable increases in water quality, and 2) integrate
environmental, recreational and economic benefits;

3. Provide measurement and reporting on indicators.
Offers will be favored that include research, monitoring and assessment to build on scientific data
and maintain integrity;

4. Incorporate methods of encouraging compliance in addition to enforcement.
Offers must improve performance and compliance through, prevention, education, technical
assistance, recognition, voluntary actions, and incentives;

5. Engage private citizens and the cooperation of private landowners.
Because much of the state’s recreational land is in private ownership it is essential to creatively
involve private landowners to reach the intended results;

6. Conserve wildlife, fish, and ecosystems.
Offer must be able to show how they conserve and protect forest and prairies, and promote
vegetation diversity through education;

7. Promote the use and development of sustainable resources.
Offers will be favored that promote public and private investment, address economic incentives
and support innovative technologies;

8. Improve public parks and waterways.
Offers must address safety, improving infrastructure, water quality, and create "resort parks;”
and

9. Develop non-park public and private lands for recreation.
Offers should encourage diverse recreation use and cooperation/collaboration with private
landowners, improve habitat, increase access to lands and increase infrastructure.

All Offers Should:
1. Be Innovative and bold.
This is not business as usual. Offers must be made up of ideas and improved services that
produce results in the most effective and innovative ways. Offers are not limited to services the
State of lowa currently provides. If an offer includes a service the State currently provides, the
offer must improve upon those services. Adapt best practices to lowa.
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2. Use the principles of smarter sizing, smarter spending, smarter management and smarter
leadership.
The State of lowa must work smarter to produce better results with the available resources.
Some principles that will do that include:

e Consolidating services in a smart way;

Buying services competitively;

Using flexibility to produce accountability;

Giving lowans choices;

Giving money to lowans, rather than institutions;
Making administrative systems allies, not enemies;
Improving work processes and productivity;
Improving the availability, quality, use, and sharing of data;
Purchasing prevention, not remediation;
Separating steering and rowing;

Producing voluntary compliance;

Targeting subsidies;

Purchasing less mistrust; and

Blending or braiding revenue streams.

3. Divest in lower value strategies so that there is money to invest in higher value strategies.
The State of lowa cannot continue providing all of the services it currently provides, because
many of those services do not directly relate to the results lowans want most. In order to provide
those results, the State must target its resources toward services and programs that will directly
impact those result areas. Investments must also target populations, regions or aspects of a
delivery system that most need attention.

4. Encourage collaboration and partnerships.
The State of lowa cannot do everything alone. lowans want state departments to work with each
other, as well as other levels of government, and the private sector. The State’s investments must
build upon and work with community based organizations and initiatives. Partnerships require
incentives. The State cannot construct a budget based on the hope that partners will fund a
portion of the service, if those deals have not been discussed with the partners.

5. Show measurable results.

6. Build on organizational core competencies.
When offers are made to fund existing state services, they must build upon that service’s
strengths. Offers should improve upon the areas that lowans expect and want from State
government, not abandon the core service.

7. Promote cultural competence.
Diversity is important to the future of lowa. All offers must welcome and serve diverse
populations.
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PURCHASING PRIORITIES

Improve the Quality of lowa’s Natural Resources

Funded Priorities

HIGHER $8,927,552 Groundwater, Private Wells and Public Health
Protection
PRIORITIES $3,388,416 Public Health Protection at 2000 Public Drinking

Water Supplies

$10,433,439 85 State Parks and 91 Preserves for 14 Million Visitors

— $5,140,683  Sustainable Resource Use Through Education and
Technical Assistance

$31,093,014 Fish and Wildlife Management; Recreation for 1.4
million people

— $9,055,720 Protection for Rivers and Lakes

- $1,253,274 Good Air Quality Maintained

$10,082,653 Public Safety and Rule Compliance for Outdoor

$129,741,452 Recreation
1 : ’ $69,562 16 Seasonal AmeriCorps Volunteers
W Total Resources $1,075,000 Water Resource Protection Through Animal

Agriculture Regulation
$1,075,454 Natural Resource Data Integration to Ensure Better
= Decisions
$250,000 Water Monitoring Enhancement
$150,000 Increase Summer Water Safety Patrol
$15,500,000 Resource Enhancement and Protection (REAP)
T $250,000 Business Assistance for Sustainable Practices
. $80,280 Maintenance for a Federally Funded State Veterans
Cemetery
$31,916,405 Research for Agriculture and Protection of Natural
Resources

Unfunded Priorities

*$454,067 Energy Efficiency Technical Assistance
*$8,001,126 Lake Restorations and Watershed Improvement
$2,000,000 Health and Safety Facilities at 6-8 State Parks
*$500,000 Invest in Livestock Air Monitoring
*$3,175,000 State Park and Preserve Improvements
*$280,438 AmeriCorps Expansion to 47 Volunteers
| . *$925,000 Animal Agriculture Regulation Improvements
*$450,000 Water Monitoring of Streams, Lakes and Wetlands
Improvements
o $4O'535’631 *$4,500,000 Regource Enhancement and Protection (REAP)
$300,000 Current Aerial Photography for 20% of lowa
$8,580,000 Increased Public Recreation Opportunities and Wildlife
Diversity
| . $5,500,000 Natural Attractions Diversified and Marketed
$250,000 Mobile Watershed Model for Environmental Education
$5,500,000 Technical and Financial Assistance for Unsewered
S Communities
*$120,000 Business Assistance for Sustainable Practice

*Partially not funded
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IMPACT NARRATIVE

Improve the Quality of lowa’s Natural Resources

Offers falling “Above the Line” for funding:

The Environmental Buying Team continually looked back at the goals we laid out in our strategy
map. How do we manage and protect our natural resources and develop and improve
recreational activities? Our team favored the offers that showed real measurable results in water
quality, recreational opportunities or had significant economic benefit. The highest ranked offers
have multiple benefits. Improving our water quality promotes a quality of life that lowans
desire. Additional benefits include improved health, more recreational opportunities and a more
robust economy.

Most of the innovation and improvements will be preventative measures that are creatively using
leveraged dollars, much like the groundwater protection fund. Only 11 percent of the nearly $14
million will come from the General Fund.

Offers that show collaboration with other organizations to educate and implement best
management practices were ranked high. The team does not expect indicator data to move very
quickly in the environmental areas, as improvements in water quality and state infrastructure will
take some time to realize.

Since 1998, the state has reduced the amount of solid waste reaching our landfills by 32 percent
and reduced the health risk in more than 4,000 sites. The state has also established regional
collection centers covering 67 counties, reduced household hazardous materials reaching
landfills and assisted 115 communities with drinking water problems. It is very important to
build on these successes and continue to reduce environmental health risks. This approach,
combined with the integrated watershed offer that focuses on local stakeholders, will produce
great results. The public will see a difference in highly visible areas that include water quality,
air quality, parks, public lands, trails, pollution prevention and volunteerism.

Currently, lowa parks and recreation areas generate $155 million in economic activity annually.
The infrastructure needs for campgrounds alone exceed $19 million for drinking water,
wastewater and electrical upgrades. Expanding the Parks Friends Group from the current 25
members will increase volunteerism, fundraising and park planning projects.
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Offers falling “Below the Line” for funding:

Offers that did not provide a good return on investment or were not closely related to the team’s
desired results were not funded or ranked very low. These include the Regents offer with the
Experiment Station, Livestock Disease Research, The Leopold Center and the Recycling and
Reuse Technology Transfer Center. The team did not feel that a great effort was put into the
offer to show innovation, collaboration or better results. Each activity is very important, but the
team felt maintaining the status quo was not good enough. The offer gives a very nice summary
of the current activities but shows no creativity or innovation on how the appropriation can be
better utilized.

Other offers the team does not recommend funding include two that proposed bonding as a quick
infusion of cash for faster results. One promoted an accelerated REAP program and the other a
watershed protection program with local leadership and investment. Both offers deserve
consideration if the state is willing to bond. Un-sewered communities did not make the cut
because the resources needed did not show a good return on investment. Different funding levels
for REAP were also below the line.
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BUDGET HIGHLIGHTS

After three years of negative revenue growth and General Fund budget cuts, an improved
economic outlook provides a unique opportunity for lowa to make much needed investments in
education, health care, and economic opportunity. Through prudent budgeting and a focus on
efficiency, lowa has been able to weather the toughest economic times for the states as a whole
in 60 years. It is time to build on that progress.

As with most states, lowa has encountered serious budget problems in recent years. As the
national economy faltered, starting in FY 2001, on-going revenues did not keep pace with the
spending necessary to maintain lowa’s values. To address the budget problems, the State used a
variety of methods to reduce spending, including early retirement, reorganization of departments,
and across the board and selective budget cuts. State employees also voluntarily deferred
scheduled pay increases. Other one-time resources, including rainy day funds, have also been
used as a bridge to maintain essential services.

Now, as the economy rebounds, the State has begun to restore its Rainy Day Funds and other one
time resources. The budget recommended by the Governor and Lt. Governor will continue to
build on that progress while also building on past commitments in key priority areas.

Fiscal Year 2004 Summary

The originally enacted General Fund budget of $4,573.3 million was predicated on 0.1% growth
in General Fund revenues, as projected by the State’s Revenue Estimating Conference (REC).
While General Fund revenue growth had been negative in both of the previous two Fiscal Years,
the estimate reflected the expectation that revenue growth would return with the end of the
recession; the National Bureau of Economic Research determined that the national economy
returned to economic expansion in November 2001.

However, at their October 2003 meeting, the REC lowered their General Fund revenue estimate,
to $4,497.5 million. With concerns that revenue trends had turned and expenditure pressures
were growing, Governor Vilsack signed Executive Order Number Thirty-one, which ordered all
non-Charter state agencies to implement a 2.5% across the board budget reduction for FY 2004.
This reduced General Fund appropriations by $82.6 million.

In March, the REC revised upward its FY 2004 General Fund revenue estimate, to $4,513.4
million. Revenue growth in both April and May was much stronger than the REC projections,
with annual growth at the end of May up 4.2%, more than double the REC estimate of 1.8%. As
a consequence, in June 2004, Governor Vilsack signed Executive Order Number Thirty-six,
which modified the across the board budget reduction to 2.25% from the 2.5% order in
Executive Order Number Thirty-one. This restored General Fund appropriations in the amount
of $8.3 million.

Because of a very strong rebound in the last quarter of the Fiscal Year, actual revenue collections
exceeded expectations, growing by 4.2% for the year. As a result, the State finished the year
with a General Fund surplus of $166 million. This increased the balance in the State’s Rainy
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Day Reserve Funds to a combined $233.9 million, which is 5.2% of General Fund expenditures.
This is above the 5% minimum level of reserves recommended by the national credit rating
agencies. By contrast, the states as a whole had an average of 4.8% in reserve.

Fiscal Year 2005 Update

After legislation was passed and Governor’s actions taken into account, FY 2005 started on July
1 with estimated Total Net General Fund Receipts at $4,540.0 million. Net General Fund
appropriations for FY 2005 were at $4,497.6 million, which includes a $45.5 million
appropriation from the General Fund to the Cash Reserve Fund. This left an ending balance for
the General Fund of $42.4 million.

The Legislature met in special session in September 2004 and made revenue adjustments of -
$119.2 million and spending adjustments of $9.6 million.

At subsequent meetings of the REC, the General Fund revenue estimate was revised upward, and
is now $4,746.5 million. This leaves a projected General Fund ending balance of $239.6 million.

Revenues continue to exceed the REC’s projected level of growth. Through December 2004,
General Fund revenue growth was 7.1%. The official REC estimate is for total receipt growth of
2.7% for FY 2005. There are, however, scheduled tax reductions, such as the additional phase
out of 1% of the sales tax on residential utilities, effective January 1, 2005, that will have an
impact on overall revenue growth during the balance of the Fiscal Year.

During the last legislative session, there was widespread concern that the budget appropriated for
Medicaid was insufficient to meet the demand for covered services. A federal entitlement,
Medicaid provides health care for children and disabled lowans as well as nursing home care for
seniors. Despite adopting a series of efficiency measures, the Medicaid budget continues to
exceed its budget.

In fact, as General Fund budgets have been reduced in each of the past three Fiscal Years, a
variety of necessary services have been reduced as well. In some instances, these threaten the
health and safety of lowans. As a consequence, the Governor and Lt. Governor are
recommending supplemental General Fund appropriations of $212.8 million. Of that amount
$40 million is to restore funds borrowed from the Senior Living Trust Fund, meaning actual new
expenditures are $172.8 million. Of the $212.8 million, the largest share, $160.0 million, is for
Medicaid. This will ensure that services for disabled lowans, children, and seniors are
maintained throughout this year and next. Besides Medicaid, the recommended supplemental
appropriations would increase early childhood education services, increase funding for
operations of the Law Enforcement Academy, Department of Public Safety, and the Courts.

Fiscal Year 2006 Recommendations

Even through this fiscal crisis, Governor Vilsack and Lt. Governor Pederson have provided
unwavering support for the financial responsibility of the State. This support allows the State to
continue to enjoy high credit ratings. Standard and Poor’s, in their latest update on the State’s
ratings, continues to give the State a rating of AA+, the second highest possible rating, along
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with an outlook as stable. Moody’s ratings for the state continue to be Aal, also the second
highest rating, and also with a stable outlook.

Governor Vilsack and Lt. Governor Pederson have developed their FY 2006 budget
recommendations around the fundamental principle of a balanced budget that looks not only at
the short term but also long term. Their FY 2006 budget is balanced and meets the 99%
expenditure limitation. It also reduces the use of one-time funds and expands on revenue
diversification through corporate income tax generation, along with an increase in the cigarette
tax. These increases bring these lagging taxes more into line with other tax generators.

With the recommended budget changes, the State will end the current Fiscal Year with a
projected positive ending balance of $60.8 million — nearly $20 million more than the budget
originally enacted by the Legislature. Even with the changes, current year General Fund
spending will be less than was appropriated in FY 2000 — the Governor and Lt. Governor’s first
year in office.

General Fund Recommendations

Student Achievement

$94.0 million increase to local school districts to provide for 4% allowable growth in the school
aid formula, which was promised by statute in the last legislative session. This funding will
increase funding by $190 per student, which will allow outdated textbooks to be replaced,
continue funding for approximately 3,900 teachers and additional instructional support staff, and
continue to build upon the gains made in student achievement and reducing class sizes.

$29.3 million for the reauthorization of the class size initiative to continue funding for
approximately 800 beginning teachers and to keep class sizes at both elementary and secondary
levels from growing.

$47.4 million increase for educator quality, which will revamp the Teacher Quality program,
including adding a program for administrators.

$39.1 million recommended as a supplemental appropriation in FY 2005 will be available for use
in FY 06 and will establish an infrastructure for a coordinated, integrated early care, health and
education system to provide technical assistance to communities. It will allow private/public
partnerships to be formed, increase access to quality preschool, implement early learning
standards and a child care rating system, as well as increase funding to community
empowerment areas for high quality initiatives.

$1.7 million increase in the lowa Tuition Grant program to provide $4,000 awards to 16,000
students.

$5.2 million increase to Community Colleges to deal with necessary operational increases in
expenses.

$0.4 million for Jobs for America’s Grads to assist with employment and training for targeted
youths.
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$20.0 million to the Regents institutions to deal with necessary operational increases in expenses.
In the past four years, the General Fund budget for the Regent institutions has been reduced by
over $100 million.

Healthy lowans
$1.8 million increase to the Family Investment Program for the continuation of minimum
maintenance of effort to match federal funds.

$74 million increase to maintain Medicaid services. Without this funding, over 403 children
aging out of the foster care system but not yet 21 would lose health care; 144,163 adults, many of
whom are elderly or have disabilities would no longer be able to access prescription drugs;
17,008 elderly or persons with disabilities will not receive help in their own home or community;
1,964 lowans seeking hospice services will not receive them.

$5 million increase for Medical contracts to assure that Medicaid payments are made in a timely,
and cost effective fashion for the state.

$3.5 million for HAWK-I so an additional 3,687 children will have access to health care.

$1.4 million increase for civil commitment for sexual offenders to maintain levels of funding
necessary to maintain commitment of offenders.

$6.6 million increase for Glenwood and Woodward Resource Centers to pay for state share of
clients and meet the requirements of the federal Department of Justice.

$5.2 million to redesign the state mental health system to be more focused on clients and
community alternatives for care and to develop a system of care for children.

$13.4 million increase for child and family services to replace reduced federal funding and
increased numbers of children in subsidized adoption.

$1.2 million to develop an assessment process to match frail elderly and disabled persons with
needed services at the community level.

Governor Vilsack and Lt. Governor Pederson also recommend that in FY 2006, savings and
efficiencies be identified in the Medicaid program to lower by $10 million the appropriation
from the Senior Living Trust Fund to Medicaid. They also recommend that one half of the
General Fund ending balance, up to 1% of net General Fund revenues, be transferred at the end
of the Fiscal Year to the Senior Living Trust Fund. Combined with $40 million returned to the
Trust Fund in FY 2005, this will ensure the continued viability of the Fund and the services it
provides to allow seniors to receive care and stay in their homes rather than be forced to live in
nursing homes.

Safe Communities
$7.5 million increase to the Department of Corrections to cover necessary increases in
operations, improve mental health treatment, and to meet safety needs through increased staffing.
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$10.6 million increase to the Judicial branch budget, which the Governor is, by law, required to
recommend without change from the Court’s request in his budget.

$4.2 million increase to the Department of Public Safety for increases in operational expenses
and additional positions in critical safety areas.

$3.4 million increase to maintain constitutionally required funding of the Public Defender and
Indigent Defense.

Economic Opportunity
Provides $800 million over 5 years, through bridge financing, to support the lowa Values Fund.
The funds would be utilized in the following areas:

Business Development and Assistance - $255 million
University Research and Development - $60 million
Workforce Training - $67 million

Regional Economic Development - $40 million
Quality of Life - $69 million

Strategic Marketing - $14 million

Water Quality Improvement Grants - $50 million
State or Local Infrastructure - $245 million

General Fund Revenues

The Revenue Estimating Conference at their December 14, 2004 meeting set the amount of
General Fund revenue for FY 2006 that must be used by both the Governor and Legislature in
developing their respective budgets. The REC set Total Net Receipts to the General Fund at
$4,903.0 million or 3.3% growth over FY 2005. It should be noted that this level assumes
continuation of phased-in tax reductions, including an additional 1% reduction in the sales tax on
residential utilities, reductions in the insurance premium tax, and the estate tax.

In order to continue to provide essential state services for lowa, Governor Vilsack and Lt.
Governor Pederson recommend the following General Fund revenue adjustments for FY 2005
and FY 2006:

Increase in the cigarette tax, effective April 1, 2005, by $0.80 per pack for a revenue increase of
$34.3 million in FY 2005 and $129.9 million in FY 2006.

Require corporations to file combined reports for lowa corporate income tax purposes for a
revenue increase of $25.0 million.

Increase traffic fines for a revenue increase of $1.7 million.
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THOMAS J. VILSACK OFFICE OF THE GOVERNOR SalLLY J. PEDERSON

GOVERNOR STATE CAPITOL LT. GOVERNOR
DES MOINES, IOWA 50319
515 281-5211
FAX 515-281-6611

ISSUE BRIEF
Early Childhood

Critical Issue

Research has established a clear and compelling connection between the quality of children’s
learning experiences and later success in school and also in life. Brain research proves that
eighty-five percent of brain growth occurs in the first six years of life. Child and family
participation in quality early childhood programs leads to higher school completion rates, less
reliance on social welfare programs, lower teen birth rates and criminal activities. The bottom
line: enriched early learning experiences in the home and quality early childhood education
programs lead to children being more productive adults. Yet our children’s early years, from
birth through school entry, receive less attention and lower levels of public investment, than any
other stage. We need to make a comprehensive commitment to early childhood in order to
uphold our responsibility to ensure every child in lowa reaches his or her full potential.

Initiative
To ensure all children are healthy and have a real chance for success, we must make a more
comprehensive commitment to our young children that integrates and coordinates efforts at early
care, health and education. This proposal expands efforts in each of the following areas:
e Increase access to high quality preschool - $20 million
Increase childcare financial assistance to parents - $11.8 million
Increase investment in Community Empowerment - $5 million
Establish a Quality Rating System for childcare - $1.7 million
Professional development and training opportunities - $.6 million

Cost
The down payment toward an integrated early care, health and education system is $39.1 million.

Results:

Since learning is built on the foundation of prior learning, and children’s earliest experiences are
fundamental to their brain development and long-term educational success, the quality of the
very earliest learning experiences helps to shape the overall quality of education at all levels. By
ensuring excellence in the early years, we create a solid foundation for success throughout
children’s lives. Ultimately, these efforts link to the number of students who will successfully
complete a postsecondary education and prosper in the modern economy.
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ISSUE BRIEF
Educator Quality

Critical Issue

High quality classroom instruction and professional development supports for teachers and
administrators are essential for improving the learning of all students and upholding our
responsibility to ensure all students reach their full potential Research has consistently shown
that factors present in higher performing schools include: a focus on academic content that
supports student needs; the provision of opportunities for teachers to learn new instructional
skills and improve existing skills; the provision of opportunities for professional collaboration; a
commitment to the use of effective, research-based professional development processes; and
extensive, high quality support from school leaders. High quality classroom instruction is the
primary factor influencing student performance and high quality professional development is the
primary factor influencing high quality classroom instruction.

Initiative

This initiative builds upon the original Student Achievement and Teacher Quality Program
concept, weaving together a set of incentives and supports to accelerate accomplishment of the
program’s goals. The initiative will create regional teacher development academies designed to
provide intensive, research-based professional development for classroom teachers. These
academies will support the development of “teacher fellows,” a career ladder category that
recognizes teachers for exemplary performance in the classroom. The initiative also provides
added resources for enhancement of teacher salaries and purchases two additional professional
development contract days for every teacher in the state. Current efforts on teacher mentoring
and induction, National Board Certification, and teacher evaluation are also supported.

The initiative also supports the continued development of educational administrators by
providing for systems of statewide administrator standards, new administrator mentoring and
induction and high quality administrator evaluation systems.

Cost
The cost of this initiative is $99.12 million for fiscal year 2006.

Results

Districts will be able to provide higher quality supports for teacher and administrator
professional development. This will directly work to improve the quality of instruction in
classrooms across lowa and will result in improved student performance. Accordingly, teacher
compensation will be improved.
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ISSUE BRIEF
Supplementary Weighting Incentives for
Local School District Sharing

Critical Issue

lowa’s budget concerns have, in recent years, affected the ability of local school districts to
provide a quality educational program. Additional factors such as increased costs of operation,
agricultural land devaluation, and the removal of the school district budget guarantee have
compelled local districts, particularly smaller districts, to seek ways to improve efficiencies in
operation. Reducing duplicative program supports or sharing programs between districts serves
to make additional funds available to support the educational program. At a time of tightening
budgets and sluggish economic growth, ensuring maximum operating efficiencies in all aspects
of state operations, including local school districts, demonstrates good stewardship of available
funds.

Initiative

To encourage school districts to efficiently operate lowa’s educational systems, a new
supplementary weighting is proposed that will provide funds that enable districts to expand
student opportunities, add additional teaching staff, and/or improve the salaries of instructional
staff. Additional funding would be provided to districts that share operational functions (staff) of
business managers, human resources, transportation or operation and maintenance for a
minimum of 20 percent of time each year.

Cost

The cost of this initiative is $6.1 million for fiscal year 2006. Starting in fiscal year 2007, the
supplementary weighting (two hundredths per pupil) will be rolled into the state foundation aid
formula.

Results

Overall system operations will become more efficient, teachers’ salaries will be improved and/or
additional courses will be offered so that we uphold our responsibility to provide the best set of
educational opportunities for all students. Every high school student should have access to at
least four years of mathematics, science, and English/language arts, including advanced
placement courses in each area. This initiative promotes efforts to share programs and services
between districts.
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ISSUE BRIEF
Protecting All Our Children:
Anti-Harassment/Bullying Initiative

Critical Issue

Too many young people experience school as a frightening, hurtful, and lonely place because they are
victims of bullying and harassment. Bullying, whether it is emotional, verbal, physical, psychological,
racial, or sexual in nature, is a form of abuse; and the effects of that abuse can have lasting, far-reaching
consequences. New research shows that victims of bullying can go on to suffer from serious long-term
emotional problems, and bullies are more likely to grow up to commit more severe acts of violence and
abuse. When students are afraid of being bullied at school, they cannot learn and perform in the
classroom to their best potential. When students see that some bullying students are able to get away with
abusing other kids, they are likely to lose respect for the teachers, principals, and adult authority figures
that are supposed to protect them.

Initiative
In order to create a safe learning environment for all our children, it is essential to protect all students
from harassment and bullying in our schools. No student should be subject to harassment or bullying at
school and school functions. To achieve this aim, school districts are required to develop a policy that
includes the following:

e Statement prohibiting harassment and bullying

e Definition of harassment and/or bullying that meets criteria in the legislation

e Description of the type of behavior expected from each faculty member, staff member, volunteer,

and student

e Procedure for the prompt investigation of complaints

e Range of sanctions and remedial actions that can be taken once a harassment or bullying incident
has been confirmed

e Procedure for reporting an act of harassment or bullying to the Department of Education

The Department of Education will assist school districts in this process by developing model policies that
districts may reference and use. If funding is available, school districts are encouraged to establish
programs that are designed to eliminate harassment or bullying, such as staff trainings.

Cost
There is no cost to the general fund for this initiative.

Results

No child’s experience of growing up should be defined by bullying and harassment. By developing
guidelines for local school districts to implement harassment and bullying policies, the State will help
create a safe school environment where all our children are capable of reaching their potential. All
members of the school community will be treated with dignity and respect. This in turn will allow
schools to better focus on providing a high quality education to our students and students to better focus
on learning and developing.
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ISSUE BRIEF
lowa Values Fund

Critical Issue

The lowa Values Fund is the single largest economic development tool the State has ever
created. The number of companies expressing interest in locating or expanding a business in
lowa grew as a result of this program from 51 in January of 2003 to over 400 today, in addition
to the 220 projects receiving state assistance over the same period. Since its creation, the Values
Fund has lead to the creation or retention of over 14,000 high-paying and high tech jobs,
primarily in the life sciences, advanced manufacturing, and the insurance and financial services
sectors, with a total capital investment of $2.2 billion in our state. With interest rates low, the
State’s solid credit rating, and increasing revenue from gaming, the time will never be better to
make a substantial investment in our future. Continued economic opportunity in lowa is
contingent upon a commitment to fully and permanently fund the lowa Values Fund.

Initiative

Business Development and Assistance - $255 million
University Research and Development - $60 million
Workforce Training - $67 million

Regional Economic Development - $40 million
Quality of Life - $69 million

Strategic Marketing - $14 million

Water Quality Improvement Grants - $50 million
State or Local Infrastructure - $245 million

Cost
Invest $800 million over five years through bridge financing.

Results

Fully and permanently funding the lowa Values Fund will grow lowa. The dividend of this
investment will result in 50,000 good paying jobs that support families and communities,
expansion of cultural and recreational opportunities, well-maintained critical infrastructure, and
cleaner water. This investment will help realize lowa’s vision for being the best place to live,
work, and raise a family.
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ISSUE BRIEF
Income Tax Reform

Critical Issue

Over the past two years, Governor Vilsack and Lt. Governor Pederson have made transforming
lowa’s economy and providing greater economic opportunity to every lowan a priority. Focus
has been on creating and expanding businesses and high-tech, high-wage jobs to fulfill the
mission to grow lowa. An impediment to further growth and business expansion is the complex
and cumbersome nature of our state income tax. National rankings often place lowa very low in
tax competitiveness surveys as a result of lowans’ ability to deduct their federal taxes from their
state income tax. This occurs because lowa appears to have a top income tax rate of nearly nine
percent; but in actuality, the top rate in lowa is closer to six percent once federal deductibility is
considered. Now is the time to simplify our income tax system and make lowa competitive.

Initiative

Simplify lowa’s income tax system by eliminating federal deductibility, lowering income tax
rates and dropping the number of rates to four, eliminating the tax on social security and pension
benefits, and increase the earned income tax credit while making it refundable.

Cost

Reforming the lowa income tax will have minimal impact to the state general fund because the
adjustments are made to be revenue neutral. Simplification will result in savings to lowa
taxpayers in the form of reduced tax preparation costs.

Results

Elimination of federal deductibility and simplification of our income tax system will allow lowa
to be competitive in the national and global race for economic opportunity. At the same time,
seniors and low-income lowans receive tax relief in a revenue neutral manner while making it
easier for lowans to file their own tax returns.
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ISSUE BRIEF
Deregulation of Business Telecommunications Service

Critical Issue

Emerging technologies such as wireless, cable telephony, Voice over Internet Protocol, and
broadband over power lines are challenging current regulatory structures and urging the
transition away from a price regulated system to market based prices. While full-blown
competition has not developed yet in all markets and regions, the transition to a new regulatory
structure should begin. lowa should initiate the transition by deregulating rates for retail
telephone service for business customers.

Initiative

The focus of this initiative is to encourage telecommunications opportunities at reasonable prices
for businesses across the state. It would deregulate rates for retail telephone service for business
customers in lowa. The IUB would continue to regulate service quality. The bill includes a
provision for re-regulation by the IUB if, after notice and opportunity for hearing, it finds that
one or more companies have market power in a particular market.

Cost
There will be minimal fiscal impact.

Results
The deregulation of business retail rates will encourage the growth of telecommunications
opportunities at reasonable rates for businesses across lowa. This will provide increased
connectivity for businesses of all sizes and serve as an economic development incentive.
Specifically:
= Deregulation would likely reduce rates for businesses with a choice of providers,
especially smaller businesses located in larger communities (the larger businesses
typically already have competitive choice).
= There is a potential that local exchange carriers will reduce all business service prices
in the short term, to bolster the case for further deregulation.
= |tis possible that the market and the FCC are already headed in this direction, so
deregulation would remove potentially obsolete statutes before they become a problem.
= Deregulation may ultimately reduce rates even in areas that are currently less
competitive; initial rate increases may make it easier for new providers to enter the
market, increasing competition and ultimately decreasing rates.
= Deregulating business service may provide a preview of some of the benefits and
pitfalls associated with deregulation of residential service.
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ISSUE BRIEF
Improving the Quality of Care: Consumer Choice,
Support and Education Initiative

Critical Issue

lowans deserve health security throughout their lives. At some point in their lives, all older lowans and
their families are confronted with difficult choices about their long term living needs. Unfortunately, all
too often, they are unaware of all the services available and which services will best meet their needs.
Older lowans deserve the freedom to choose from a variety of living and service options that guarantee
their dignity, autonomy and independence. It is crucial that lowans get the services that they need in a
manner that is both cost effective and respects their personal choices.

Initiative

The purpose of a Consumer Choice, Support and Education program is to provide older lowans more
information regarding and choices in the services which allow them to age successfully. Participation in
the Consumer Choice Support and Education program shall be completed prior to admission to all
licensed nursing facilities and the Medicaid Elderly Home and Community Based Services program.

Activities of the Consumer Choice Support and Education Program shall include but not be limited to:
1) developing a standardized process to identify an individual’s functional and cognitive capacity,
health conditions, supportive service needs, environment, and preferences and develop an initial
plan of care.
2) evaluating the consumer choice, support and education program including quality outcomes,
consumer satisfaction and fiscal impacts
3) utilizing a competitive procurement process to contract with entities to conduct the consumer
choice, support and education process.
4) ensuring that the consumer choice, support and education process is coordinated and complies
with all applicable federal and state requirements and programs.

Cost
There is an initial cost to the Senior Living Trust fund of $1 million for this initiative. In the out years,
this initiative will be paid for through the savings that it generates.

Results

The Consumer, Choice, Support and Education Act will establish a program that insures older lowans and
their families understand what their choices are for long term living services. By helping older lowans
better understand what services they need and what services are available to them, we will provide them
with the ability to make informed choices about the type of quality care that is best for them. The
Consumer Choice Support and Education program will protect the health security of older lowans by
helping our health care system deliver the care older lowans want in the most cost effective manner.
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ISSUE BRIEF
Affordability of Health Care: Reducing Insurance
Costs for Small Employers

Critical Issue

Increasing costs of health care are having a significant impact on the security of our small businesses. In
lowa, businesses have faced double-digit increases the last few years. At that rate, the cost of health
insurance premiums doubles within four to five years. These increases force our small businesses to
choose between their employees’ health security and investing in needed equipment or supplies. lowa
small businesses need both healthy employees and resources to invest in their future to grow and thrive.
Without a healthy workforce, businesses pay a cost in lost time and productivity. Furthermore, to attract a
strong workforce in a competitive environment, small businesses must be able to offer a comprehensive
health benefit package.

Initiative

In order to improve the economic environment and promote the health security of lowans, the
Vilsack/Pederson Administration proposes taking steps to reduce the cost of insurance for small
employers.

We will introduce legislation to eliminate the practice of “rating up” for small employers so that small
businesses are encouraged in, not punished for, providing insurance to their employees. Small employers
with two to nine employees should have rates based on their actual experience not an insurance carrier’s
belief that their experience will be unfavorable because they are a small group.

We will take administrative action to tighten rules on participation for small employer groups. This
would prevent individuals from cherry picking their coverage and thereby driving up group costs. We
will also propose a study of the options available for purchasing pools.

There is significant potential to provide small businesses with access to health care coverage at an
affordable rate by pooling their resources. However, this will only be successful if a purchasing pool is
effectively designed and implemented. To that end, we will ask the Insurance Division to study and
recommend options for implementing a small business purchasing pool in lowa.

Cost
There is no cost to the General Fund for this initiative.

Results

Individually, each of these steps will improve the affordability of health insurance for lowa’s small
businesses. Collectively, they will improve the health security of lowans by making health care more
affordable and accessible.
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ISSUE BRIEF
Access to Health Care: Mental Health/Substance Abuse Parity

Critical Issue

Mental illness and substance abuse touch all of us in different ways. These are diseases that impair
family bonds, challenge friendships, and cost businesses in lost time and productivity. Data indicates
that more than 65% of the people currently in lowa’s corrections system have mental illness and/or
substance abuse problems. If properly treated, people with mental illnesses or substance abuse problems
can become productive members of our communities. While we recognize that mental illness and
substance abuse can have devastating effects on individuals and families, just like physical illnesses, we
still treat mental illness and substance abuse differently denying health security to thousands of lowans.
It is a matter of equity and fairness that our health insurance benefits cover all illness not just select
illnesses. Our values demand it.

Initiative

Governor Vilsack and Lt. Governor Pederson propose that all group health care plans provide for parity
for mental health and substance abuse benefits. This would include the state employees health benefit
plans. The proposal covers the following serious mental illnesses:

e Schizophrenia;

Schizo-affective disorder;

Bipolar disorder;

Major depressive disorder;

Obsessive-compulsive disorder;

Autism;

Pervasive developmental disorder;

Panic disorder;

Paranoia and other psychotic disorders;

Eating disorders, including but not limited to bulimia nervosa and anorexia nervosa.

The proposal would exempt any group health plan that demonstrates a rate increase in excess of 3% due
to parity.

Cost

It is projected that there will be minimal fiscal impact.

Results

By extending health care plan coverage to mental illness and substance abuse, our health care system will
have the equity and fairness that truly protects the health security of all lowans. The enactment of mental
health and substance abuse parity will provide a greater opportunity for many lowans to receive the care
they need to live healthy and productive lives. It will provide lowa employers a healthier, more
productive workforce.
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ISSUE BRIEF
Maintaining Access to Care:
Critical Care Fund Initiative

Critical Issue

The health security of lowans is dependent on access to the care they need. While lowa’s
medical malpractice experience is better than the national average, unpredictable increases in
medical malpractice costs can reduce lowans access to doctors in certain high risk specialties. In
order to maintain lowans access to the doctors and care they need, it is important to help reduce
the costs of malpractice insurance.

Initiative

To help reduce the costs of malpractice insurance, we will implement a mandatory Critical Care
Fund (CCF), governed by a board of state officials and individuals representing the private
sector. The Critical Care Fund will cover physicians (including osteopaths) and hospitals. If
necessary and desirable, an expansion could be considered in the future. The CCF will make
available both claims-made and occurrence coverage, with required underlying limits of $1
million/$3 million (per occurrence/aggregate).

The CCF will be funded by assessments on providers. Assessments in the aggregate should be
sufficient to cover anticipated claims and expenses. The rates will be set by the board with
approval by the Insurance Commissioner to ensure rates are reasonable and adequate. The CCF
will be actuarially sound, requiring the maintenance of surplus adequate to fund some adverse
level of claims.

Cost

We propose an initial $1 million appropriation to capitalize the CCF. CCF funds will be
segregated from other state funds to limit the possibility of the state using the accumulated assets
for other purposes.

Results

lowa’s medical malpractice experience is better than the national average. As the U.S. Chamber
of Commerce study on liability indicates, lowa has fair and reasonable juries. A Critical Care
Fund which pays only lowa-based claims will be able to capture the better lowa experience and
lower malpractice rates for lowa doctors. A Critical Care Fund will enhance the health security
of lowans by enabling doctors to stay in high risk specialties thereby maintaining lowans’ access
to quality care.
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ISSUE BRIEF
Meth Lab Reduction Act

Critical Issue

Over the last three years, the Department of Human Services reports 960 cases of lowa children
classified as victims of abuse due to parents manufacturing meth or possessing meth precursors.
We are in the midst of a plague, one that is man-made and frighteningly easy to spread. It takes
only a handful of times for methamphetamine to hook its victims. Family and friends end up
looking on helplessly as their addicted loved one spirals downward endangering those closest to
them.

Meth is being cooked in homes, apartments, parks, vacant buildings, and cars and is perilous for
families and especially children. A record 1,425 clandestine meth labs have been dismantled by
law enforcement agencies in 2004. lowa currently ranks 3" highest in meth lab busts per capita
in the nation. The security of our families and their neighborhoods are at great risk with the
proliferation of methamphetamine production.

Initiative

Pseudoephedrine is the key ingredient in the meth manufacturing process. Without
pseudoephedrine, you cannot make meth. Under this initiative, regular package quantities of
pseudoephedrine in tablet form will be available only in pharmacies and require both a signature
and photo identification to purchase. Single and double dose packages of pseudoephedrine will
still be available anywhere over-the-counter medicines are sold.

Cost
No cost to the state, however, the savings will be significant to law enforcement agencies, courts,
corrections, and public safety.

Results

With the passage of this legislation, we expect safer and more secure environments for families,
children, and neighborhoods. Oklahoma passed similar legislation last year and has shown
significant success in just a few months.

To do nothing in lowa as this most dangerous, damaging, and insidious drug is being
manufactured in our communities is unacceptable.
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ISSUE BRIEF
Election Accountability Act

Critical Issue

State elected officials are accountable to the citizens of this state and are elected to represent the
interests of all lowans. In order for voters to make an informed decision about which candidate
will best represent their interests, they are entitled to know the source of financial contributions
made to the candidate’s committee. Voters should also be assured that the campaign funding
was contributed for a specific candidate seeking a specific office. Current law provides for
neither.

Initiative

The reform package being proposed requires state candidates to file a disclosure report seven
days prior to the primary and general election and restricts candidates from accepting financial
contributions during the seven days prior to a primary or general election. The legislation also
restricts committee to committee transfers of funds from a federal committee or PAC to a state
committee.

Cost
The election reform proposal has no cost to the state general fund.

Results

The result of such a reform measure is to develop a policy of full public disclosure of financial
contributions prior to an election so voters can be fully informed and instill greater accountability
of candidates by lowa voters. If voters have the responsibility of making informed decisions,
then state government has the responsibility of providing all of the information prior to an
election.
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ISSUE BRIEF
Sustaining a Sound Pension System

Critical Issue

Contribution rates paid to lowa Public Employees’ Retirement System’s (IPERS) have not
changed for 25 years. At the same time, costs have increased due to demographic changes,
benefit improvements, and losses from a multi-year downturn in the stock market. One
important demographic change that had a major impact on costs is the increasing life
expectancies of members. All together these increasing costs have resulted in a growing
unfunded actuarial liability (UAL), which has grown to $2.18 billion as of the end of fiscal year
2004. Action must be taken to ensure a sustainable and sound pension system into the future.

Initiative

Beginning in fiscal year 2006, the IPERS contribution rate would be increased by one percentage
point a year for four years. By fiscal year 2009, the contribution rate increase would be fully
phased in at 13.45 percent. After attaining the phase in of contribution rates to 13.45 percent,
IPERS would be authorized to adjust contribution rates, either up or down, as actuarially
determined. Any variation would be within strictly defined margins that would never exceed one
percentage point. This year the IPERS Investment Board joined the IPERS Benefit Advisory
Committee, who for a second year in a row, called for an increase in contribution rates.

Cost

The cost increase to the general fund is approximately $2.7 million for fiscal year 2006. For each
year in which there is an additional one percentage point increase (FY 2007, 2008 and 2009)
there would be an additional cost of $2.7 million.

Results

This proposal creates a sustainable and sound pension system that will enable IPERS members,
teachers and other public servants, to receive the benefits they have earned and deserve without
negatively impacting employers and employees or passing the costs on to future generations. A
sustainable and sound retirement system is important for the state’s financial statements and
ratings as well as its ability to attract qualified, dedicated teachers and public servants.
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FINANCIAL STATEMENTS

State of lowa

Estimated Condition of the General Fund
Financial Summary

($ in Millions)
Governor's
Actual Estimate Budget
FY2004 FY2005 FY2006
Resources:
General Fund Revenue 5,315.4 5,496.4 5,562.0
Growth 3.4% 1.2%
Accruals 83.0 (49.6) 9.8
Refunds (715.0) (700.6) (668.8)
Proposed Revenue Adjustments 34.3 200.6
Total Resources 4,683.4 4,780.5 5,103.6
Expenditure Limitation 5,044.9
Appropriations:
Enacted/Recommended Appropriations 4,573.6 4,464.6 4,971.3
Net Across the Board Reduction (74.2)
Enacted Supplemental Appropriations/Changes in Standings 2.4 9.3
Cash Reserve Fund Appropriation 45.5
Recommended Supplemental Appropriations 212.8
Total Appropriations 4,501.8 4,732.2 4,971.3
Reversions/Estimated Reversions
Regular Reversions (7.0) (10.0) (10.0)
Operations Reversions (2.5) (2.5)
Adjustments to Standings 22.6
Net Appropriations 4,517.4 4,719.7 4,958.8
Ending General Fund Balance 166.0 60.8 144.8
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State of lowa

Estimated Condition of the Cash Reserve, GAAP, and Economic Emergency Funds
($ in Millions)

Actual Estimate Projected
FY2004 FY2005 FY2006
CASH RESERVE FUND
Balance Brought Forward 205.5 159.7 222.3
Estimated Revenues:

Prior Fiscal Year Ending Balance 166.0 60.8

Transfer to General Fund to Close Out FY2003 (45.8)

Transfer from Federal Funds fund 10.7

Appropriation from General Fund 455
Total Funds Available 159.7 381.9 283.1
Transfer to the RIIF for Environment First (17.5)

Transfer from RIIF - HF 2302 175

Transfer to Property Tax Credits (159.6)

Ending Balance - Cash Reserve Fund 159.7 222.3 283.1
Cash Reserve Fund Goal (5%/7.5%) 226.3 341.3 367.7

GAAP Retirement Account

Balance Brought Forward - - -

Estimated Revenues:

Transfer From Cash Reserve Fund - - -
Total Funds Available - - -
Excess to Economic Emergency Fund - - -
Ending Balance - GAAP Retirement Fund - - -
Economic Emergency Fund
Balance Brought Forward 3.3 3.3 3.3
Estimated Revenues:

Transfer From GAAP Retirement Account - - -
Total Funds Available 3.3 3.3 3.3
Estimated Transfers Out:

Appropriation to School Foundation Aid
Total Transfers Out: - - -
Ending Balance - Economic Emergency Fund 3.3 3.3 3.3
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State of lowa
General Fund Revenue (Appropriable Revenues)

Cash Basis
($ in Millions)
Actual Estimated Estimated
FY2004 FY2005 FY2006
Tax Receipts
Personal Income Tax 2,592.3 2,716.7 2,766.9
Use Tax 1,732.3 1,766.8 1,801.9
Corporate Income Tax 234.8 230.6 266.5
Inheritance Tax 80.1 77.7 76.4
Insurance Premium Tax 138.2 145.0 145.0
Cigarette Tax 87.1 88.0 88.0
Tobacco Tax 8.0 8.2 8.2
Beer Tax 14.0 14.0 14.1
Franchise Tax 38.0 35.3 35.3
Miscellaneous Tax 1.1 1.0 1.0
Total Tax Receipts 4,925.9 5,083.3 5,203.3
Other Receipts
Institutional Payments 13.7 13.0 13.0
Liquor Profits 58.0 60.1 60.1
Interest 7.6 7.0 7.5
Fees 79.8 65.1 66.8
Judicial Revenue 57.6 57.3 57.3
Miscellaneous Revenues 55.3 53.7 27.7
Racing and Gaming Revenues 60.0 60.0 60.0
Total Other Receipts 332.0 316.2 292.4
Total Tax & Other Receipts 5,257.9 5,399.5 5,495.7
5.0% 2.7% 1.8%
Transfers
Lottery 43.9 56.9 57.5
Other Transfers 13.6 40.0 8.8
Total Transfers 575 96.9 66.3
Total General Fund Receipts and Transfers 5,315.4 5,496.4 5,562.0
2.7% 3.4% 1.2%
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State of lowa

General Fund Revenue
Proposed Revenue/Transfer Adjustments

($ in Millions)
Proposed Proposed
FY2005 FY2006
Revenue Adjustments:
Cigarette and Tobacco Tax Increase 34.3 129.9
Combined Corporate Reporting 25.0
Interest from Reserve Funds 6.0
Increase in speeding fines 1.7
TRANS retainted earnings interest 3.0
Transfer from Endowment for lowa's Heatlh 35.0
Total Revenue Adjustments 34.3 200.6
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State of lowa
General Fund Accrued Revenue Changes

(% in Millions)
Actual Estimated Estimated
FY2004 FY2005 FY2006
Tax Receipts:
Personal Income Tax 157.1 158.0 164.5
Sales/Use Tax 130.5 126.0 132.0
Corporate Income Tax 24.8 20.0 22.0
Inheritance Tax 14.5 11.0 8.9
Insurance Premium Tax (0.2) - -
Cigarette Tax - - -
Tobacco Tax 0.8 0.6 0.8
Beer Tax 1.4 1.3 13
Franchise Tax 1.7 3.0 3.8
Miscellaneous Tax (0.2) - -
Total Tax Receipts 330.5 319.9 333.3
Other Receipts:
Institutional Payments 1.9 - -
Liquor Profits - - -
Interest 0.9 0.9 0.9
Fees 29 4.0 4.1
Judicial Revenue 6.3 5.6 6.1
Miscellaneous Receipts 21.8 12.0 6.3
Racing and Gaming - - -
Total Other Receipts 33.8 22.5 17.4
Total Receipts 364.3 342.4 350.7
Transfers:
Lottery 13.8 144 144
Other Transfers 37.0 7.2 7.2
Total Transfers 50.8 21.6 21.6
Additional One-Time Adjustments (8.8) 1.5 1.5
Total Receipts and Transfers 406.3 365.5 373.8
Net Change 83.0 (49.6) 9.8
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State of lowa
General Fund Refunds of Taxes Paid

($ in Millions)
Actual Estimated Estimated
FY2004 FY2005 FY2006
Refunds:
Personal Income Tax (519.1) (560.0) (522.9)
Sales/Use Tax (54.4) (48.0) (43.6)
Corporate Income Tax (141.4) (90.3) (100.3)
Inheritance Tax (2.8) (2.0) (2.0)
Cigarette Tax (0.6) (0.6) (0.6)
Franchise Tax (1.1) (4.0) (3.7
Other (1.0) (1.0 (1.0
Total Gross Refunds (720.4) (705.9) (674.1)
Less: Reimbursements 5.4 5.3 5.3
Total Net Refunds (715.0) (700.6) (668.8)
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State of lowa

Recommended General Fund Supplemental Appropriations
and Senior Living Trust Deappropriation

Proposed
FY?2005
Governor Recommended Supplementals:
General Fund Appropriations
Early Childhood
Department of Education
Professional Development & Training Opportunities 604,500
School Ready Children Grants 4,465,156
High Quality Preschool 20,000,000
Department of Human Services
Child Care Financial Assistance/Quality Rating System 13,531,985
Department of Management
Community Empowerment Office 500,000
Additional Operational Appropriations
Governor's Office
NGA National Meeting 300,000
Racing and Gaming Commission
Excursion Boat Regulation 50,000
Department of Management
Innovations Fund 3,000,000
Department for the Blind
Operations 100,000
Department of Human Services
Medical Assistance 160,000,000
Medical Contracts 1,000,000
Glenwood 1,000,000
W oodward 1,000,000
CUSO-Sexual Predators 400,000
Judicial Branch
Operations 1,500,000
Department of Corrections
Oakdale 100,000
Central Office 414,416
Department of Inspections and Appeals
State Public Defender Offices 1,584,115
Indigent Defense 2,896,042
Law Enforcement Academy
Operations 150,000
Department of Public Safety
Division of Criminal Investigation 150,000
Civil Rights Commission
Operations 56,000
Total General Fund Supplemental Recommendations 212,802,214

Governor Recommended Deappropriation:

Senior Living Trust Fund
Senior Living Trust Appropriations
Department of Human Services
Medical Assistance

Total Deappropriation Recommendations
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State of lowa

Calculation of Cash Reserve Percentage Goal
Fiscal Year 2005 and Fiscal Year 2006

($ in Millions)
Current
Revenue
Cash Reserve Percentage Goal - Fiscal Year 2005
December 2003 Revenue Estimating Conference
Revenue Estimating Conference Estimate Cash Estimate 5,257.1
Accruals 5.4
Refunds (712.1)
Total 4,550.4
Cash Reserve Percentage Goal
Fiscal Year 2005 - 7.5% 341.3
Cash Reserve Percentage Goal - Fiscal Year 2006
December 2004 Revenue Estimating Conference
Revenue Estimating Conference Estimate 5,562.0
Accruals 9.8
Refunds (668.8)
Total 4,903.0
Cash Reserve Percentage Goal
Fiscal Year 2006 - 7.5% 367.7
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State of lowa

Calculation of Statutory Expenditure Limit

Fiscal Year 2006
($ in Millions)

Statutory Expenditure Limit

FY2006 % Calculation

Revenue Estimating Conference Estimate 5,562.0 99% 5,506.4
Accruals 9.8 99% 9.7
Refunds (668.8) 99% (662.1)

Revenue Adjustments:

Cigarette and Tobacco Tax Increase 129.9 95% 123.4
Combined Corporate Reporting 25.0 95% 23.8
Interest from Reserve Funds 6.0 99% 59
Increase in speeding fines 1.7 95% 1.6
TRANS retainted earnings interest 3.0 99% 3.0
Transfer from Endowment for lowa's Heatlh 35.0 95% 33.3
Expenditure Limitation 5,044.9
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State of lowa

Estimated Condition of the Rebuild lowa Infrastructure Fund

Financial Summary

Resources
Beginning Balance

Revenues:
Gaming Revenues
Gambling Assessment on Boats
Table Game License Fee
Marine Fuel Tax
Interest from Reserve Funds
Interest
Endowment Transfer
Miscellaneous Revenues
Gaming Revenues Transferred to General Fund

Total Revenues
Reversions from Environment First Fund

Total Resources Available

Expenditures
Appropriations

Department of Administrative Services
Pooled Technology
Wallace Building Evaluation
Records Center Remodeling
Employee Relocation Assistance
Statewide Routine Maintenance
Child Treatment Center Match
African American Museum
Relocation - Records & Prop. Ctr
Major Maintenance
Maonument Lighting
Laboratory Facility - Routine Main/Operations

State Fair
Fair Improvements

Commission for the Blind
Orientation Center

Department of Corrections
Ft. Madison Electrical Upgrade
Luster Heights Expansion
Clarinda Lodge Conversion
Maintenance Costs for Central Office
Davenport CBC Facility Construction

Department of Cultural Affairs
Medal of Honor Kiosk
Battle Flag Preservation
Historical Preservation Grant Program

Department of Economic Development
RIIF Ace Infrastructure
Community Attraction & Tourism
Lewis & Clark Bicentennial
Non-Profit Family Recreation Grant
National Special Olympics Games

(continued)

Governor's
Actual Estimated Recommendation
FY2004 FY2005 FY2006
1,174,860 14,801,235 11,347,982
69,728,686 60,900,000 60,900,000
15,000,000 15,000,000
10,000,000 13,000,000
2,352,388 2,300,000 2,300,000
3,000,000
273,213 1,000,000 2,000,000
10,966,960
(282,625)
(10,000,000)
72,071,662 106,166,960 80,200,000
73,246,522 120,968,195 91,547,982
2,000,000 1,861,496 6,500,000
50,000
4,750,000 5,000,000 -
631,449 2,271,617 1,824,000
1,664,000 2,000,000
250,000
300,000
729,237
4,300,000
35,000
355,500
250,000
67,000
333,168 333,168
92,000
730,400
105,300
3,000,000 1,750,000
125,000 100,000
150,000 220,000
830,000 500,000 500,000
3,000,000 5,500,000
12,000,000 5,000,000
50,000
200,000
500,000
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State of lowa

Estimated Condition of the Rebuild lowa Infrastructure Fund
Financial Summary

Governor's
Actual Estimated Recommendation
FY2004 FY2005 FY2006
(continued)
lowa Finance Authority
Finance Authority-Housing Trust Fund 800,000
Department of Education
Enrich lowa 600,000 600,000 900,000
Parker Building Remodel 303,632
IPTV-High Definition Conversion 8,000,000 8,000,000
IPTV - Replace Transmitters 2,000,000
Vocational Rehabilitation Indirect Cost Replacement 101,164
lowa Communications Network
Part 11l Leases & Maint NW 2,727,000 2,727,000 2,727,000
Department of Management
Environment First Appropriation 35,000,000 35,000,000 35,000,000
Vertical Infrastructure Fund Appropriation 15,000,000
Department of Natural Resources
Destination Park 500,000
Department of Public Defense
Ft. Dodge Readiness Center 750,000 750,000 500,000
lowa City Readiness Center 195,000 2,150,000 318,000
Facility Maintenance 1,269,636
Boone Armory Addition 1,096,000
Department of Public Safety
Capitol Building Security 800,000 800,000
Fire Service Revolving Loan Fund 500,000 500,000
Regional Fire Training Fac. 50,000 150,000 150,000
Capitol Complex Security Upgrades 300,000
AFIS Lease Purchase 550,000 550,000
lowa System Grant Match 500,000
Department of Revenue
Secure An Advance Vision for Education (SAVE) 10,000,000 10,000,000
Board of Regents
Tuitition Replacement 350,000 858,764
School for the Deaf Deferred Maint. 100,000 250,000
IBSSS Deferred Maintenance 100,000 250,000
UNI - Playground Safety Program 500,000 500,000
Department of Transportation
Misc. Airport/Aviation Programs 500,000 500,000
Commercial Aviation Infrastructure 1,100,000
General Aviation Airport Grants 581,400
Treasurer of State
County Fairs Infrastructure 1,060,000
Veterans Affairs
Veterans Trust Fund 1,000,000
Total Appropriations 58,607,254 109,620,213 91,145,464
Reversions (161,967)
Net Available Balance Forward 14,801,235 11,347,982 402,518

lowa Budget Report 95

Fiscal Year 2006



State of lowa

Estimated Condition of the Environment First Fund
Financial Summary

Governor's
Actual Estimate Recommendation
FY2004 FY2005 FY2006
Resources:
Beginning Balance 7,695 10,779 10,779
Revenues:
Rebuild lowa Infrastructure Fund Appropriation 35,000,000 35,000,000 35,000,000
Miscellaneous Receipts 2,797
Total Available Resources 35,010,492 35,010,779 35,010,779
Expenditures
Appropriations
Department of Agriculture and Land Stewardship
Loess Hills Dev/Cons Auth 600,000 600,000 600,000
Southern lowa Conservation Authority 300,000 300,000 300,000
Agricultural Drainage Well 500,000 500,000 500,000
Watershed Protection Fund 2,700,000 2,700,000 2,700,000
Farm Demonstration Program 850,000 850,000 1,000,000
Soil Conservation Cost Share 5,500,000 5,500,000 5,500,000
Wetland Incentive Program 1,500,000 1,500,000 2,000,000
Conservation Reserve Program 2,000,000 2,000,000 2,000,000
Department of Economic Development
Brownfield Redevelopment Program 500,000 500,000 500,000
Department of Natural Resources
GIS Information for Water 195,000 195,000
Water Quality Monitoring 2,955,000 2,955,000
Volunteer Water Quality Initiative 100,000 100,000 100,000
Air Quality Monitoring Equipment 500,000 500,000
Water Quality Protection 500,000 500,000
Lake Dredging 1,000,000 1,000,000
Marine Fuel Tax Projects 2,300,000 2,300,000 2,300,000
REAP 11,000,000 11,000,000 15,500,000
Park Operations Maintenance 2,000,000 2,000,000 2,000,000
Total Appropriations 35,000,000 35,000,000 35,000,000
Reversions (287)
Net Appropriations 34,999,713 35,000,000 35,000,000
Ending Balance 10,779 10,779 10,779
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State of lowa

Tobacco Settlement Fund

Estimated Condition of the Tobacco Securitization Tax Exempt Bond Proceeds Restricted

Capital Fund
Financial Summary

Governor's
Actual Estimated Recommendation
FY2004 FY2005 FY2006
Resources
Beginning Balance 253,192,703 114,923,552 54,205,881
Revenues:
Interest 11,263,696 7,475,989 1,800,000
Refunds and Reimbursements 682,285
Total Revenues 11,945,981 7,475,989 1,800,000
Total Resources Available 265,138,684 122,399,541 56,005,881
Expenditures
Administrative Oversight 581,505 200,000 200,000
Appropriations
Department of Administrative Services
Enterprise Resource Planning 6,131,075 6,049,284
Capitol Interior Restoration 3,500,000
Capitol Interior Restoration - NE Quadrant 6,239,000
Major Maintenance 11,500,000
Multipurpose Laboratory Facility 16,660,000
State Fair Board
Fair Board Capitals 500,000
Department of Corrections
Oakdale/Coralville Connection 7,500,000 11,700,000 11,700,000
Anamosa Kitchen 500,000
Davenport CBC Facility Construction 2,000,000
Department of Economic Development
Accelerated Career Education Infrastructure 2,500,000
lowa Public Television
DTV Conversion 10,000,000
lowa Communications Network
Equipment Replacement 1,704,719
Department of Human Services
CUSO Renovation 1,050,000
Department of Natural Resources
Restore the Outdoors 2,500,000
Destination Park 3,000,000
Lewis and Clark Rural Water System 1,500,000 2,450,000 2,500,000
Department of Public Defense
Armory Maintenance 1,269,636
Boone Armory 1,095,000
Estherville Armory 461,000
Department of Public Safety
Capitol Complex Security Upgrades 1,000,000

(continued)
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State of lowa

Tobacco Settlement Fund

Estimated Condition of the Tobacco Securitization Tax Exempt Bond Proceeds Restricted

Capital Fund
Financial Summary

(continued)
Board of Regents
Tuition Replacement
SUI Journalism Building
ISU Undergraduate Classrooms
UNI - Innovation Teaching Center
SUI Art Building
UNI Steam Distribution System
SUI Old Capitol Improvements
Department of Transportation
Commercial Air Service
General Aviation Airport
Recreational Trails
Treasurer of State
County Fair Improvements
Coummunity Attraction/Tourism
ICN Debt Service
Prison Infrastructure Debt Service
Litigation Fees

Total Appropriations/Expeditures
Reversions
Total Appropriations/Expenditures

Net Available Balance Forward

Fiscal Year 2006
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Governor's
Actual Estimated Recommendation
FY2004 FY2005 FY2006
10,610,409 10,437,174 10,329,981
7,200,000 3,575,000
10,177,300 1,949,100
6,490,000 9,880,000
3,653,000
4,390,000
350,000
1,100,000
581,400
1,000,000
1,060,000
12,500,000
13,039,378 13,039,778
5,411,986 5,413,324 5,422,390
700,000
150,700,689 68,193,660 35,407,090
(485,557)
150,215,132 - -
114,923,552 54,205,881 20,598,791
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State of lowa

Tobacco Settlement Fund

Estimated Condition of the Endowment for lowa's Health Account

Financial Summary

Resources:
Beginning Balance

Revenues:
Bond Proceeds
General Fund Appropriation
Wagering Tax
Tobacco Payments
Litigation Revenue
Interest

Reduction in General Fund Appropriation

Transfer to Healthy lowans Tobacco Trust-Wagering Tax
Transfer for General Fund

Transfer to Rebuild lowa Infrastructure Fund

Total Available Resources

Expenditures

State Appropriations
Treasurer of State
Healthy lowans Tobacco Trust Fund

Total State Appropriations
Reversions of Appropriations

Net Appropriations

Net Available Balance Forward

Governor's
Actual Estimate Recommendation
FY2004 FY2005 FY2006
25,800,690 27,187,148 38,845,800
28,251,000 29,785,000 29,562,000
70,000,000 70,000,000 70,000,000
12,541,189 12,122,000 12,320,000
3,582,000 3,076,000
714,604 750,000 750,000
(28,251,000) (29,785,000) (29,562,000)
(5,206,960) (6,316,077) (5,000,000)
(20,000,000) (35,000,000)
(10,966,960)
83,849,523 96,358,111 84,991,800
56,662,375 57,512,311 58,374,996
56,662,375 57,512,311 58,374,996
56,662,375 57,512,311 58,374,996
27,187,148 38,845,800 26,616,804
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State of lowa

Estimated Condition of the Healthy lowans Tobacco Trust Fund

Financial Summary

Resources:
Beginning Balance

Revenues:
Interest
Other Revenue
Transfer from Endowment
Appropriation from Endowment for lowa's Health Account

Total Available Resources

Expenditures
Appropriations
Department of the Blind
Newsline for the Blind
Department of Corrections
CBC District Il
CBC District Il
CBC District IV
CBC District V
Fort Madison Special Needs Unit
Newton Value Based Program
Department of Education
lowa Empowerment Fund
Department of Human Services
Breast Cancer Treatment
Medical Assistance Supplement
Point of Service Provider Increase
CHIP Expansion to 200% FPL
Physician Et Al Provider Increase
Dental Provider Increase
RTSS Provider Increase
Adoption, Il, Sc Hs Prov Increase
Hospital Provider Increase
Home Health Care Prov Inc
Critical Access Hospitals
Home HIth & Hab. Day Care Exp
Respite Care Expansion
Other Service Providers
General Administration
Department of Public Health
Smoking Cessation Products
Substance Abuse Prevention/Mentor
Substance Abuse
Healthy lowans 2010
Tobacco Use/Prevention Control
Defibrillator Grant Program
Birth Defects Institute

Total Appropriations
Reversions
Net Appropriations

Ending Balance

Governor's
Actual Estimate Recommendation
FY2004 FY2005 FY2006
1,526,749 107,654 263,806
79,061 120,000 120,000
2,322
5,206,960 6,316,077 5,000,000
56,662,375 57,512,311 58,374,995
63,477,467 64,056,042 63,758,801
130,000
127,217 127,217 127,217
35,359 35,359 35,359
191,731 191,731 191,731
255,693 255,693 255,693
1,187,285 1,187,285 1,187,285
310,000 370,000
2,153,250 2,153,250 2,153,250
250,000 250,000 250,000
14,346,750 14,346,750 14,346,750
146,750 146,750 146,750
200,000 200,000 200,000
8,095,718 8,095,718 8,095,718
3,814,973 3,814,973 3,814,973
3,243,026 3,243,026 3,243,026
468,967 468,967 468,967
3,035,278 3,035,278 3,035,278
2,108,279 2,108,279 2,108,279
250,000 250,000 250,000
1,975,496 1,975,496 1,975,496
1,137,309 1,137,309 1,137,309
545,630 545,630 545,630
274,000 274,000
75,000 75,000 75,000
400,000
11,800,000 11,800,000 11,800,000
2,346,960 2,346,960 2,622,960
5,011,565 5,011,565 5,011,565
250,000
26,000
63,512,236 63,852,236 63,352,236
(142,423) (60,000)
63,369,813 63,792,236 63,352,236
107,654 263,806 406,565
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State of lowa

Estimated Condition of the Senior Living Trust Fund

Financial Summary

Resources:
Beginning Balance

Revenues:
Interest
Intergovernmental Transfer
Transfer from Medical Assistance

Total Available Resources

Expenditures
Appropriations

Department of Elder Affairs
Service Delivery and Administration

Department of Inspections and Appeals
Assisted Living Inspections

Department of Human Services
Nursing Conversions/Long Term Care Grants
Nursing Facility Case Mix Methodology
Medical Assistance
HCBS Elderly Waiver
Recommended Deappropriation

Total Appropriations
Reversions of Appropriations

Ending Balance

Governor's
Actual Estimate Recommendation
FY?2004 FY?2005 FY2006
366,831,373 283,060,758 171,668,873
7,297,465 5,459,821 3,321,054
52,876,607 5,453,818 5,453,818
10,000,000
427,005,445 293,974,397 190,443,745
7,522,118 8,222,118 8,222,118
800,000 800,000 800,000
20,000,000 20,000,000 -
29,950,000 29,950,000 29,950,000
101,600,000 101,600,000 97,700,000
1,733,406 1,733,406 824,483
(40,000,000)
161,605,524 122,305,524 137,496,601
17,660,837
283,060,758 171,668,873 52,947,144

Fiscal Year 2006
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State of lowa

Estimated Condition of the lowa Values Bridge Financing Fund

Financial Summary

Fund 0487

Resources:
Revenues:
Bonding Proceeds

Total Available Resources

Expenditures

State Appropriations
Department of Administrative Services
Capitol Complex Electrical Distribution System
Department of Economic Development
Accelerated Career Education (ACE) Program
Bioscience Pathway
Community Attraction and Tourism
lowa Values Fund
Department of Natural Resources
Destination Park
Lake Restoration
Water Protection
Department of Transportation
Aviation Improvement Program
Commercial Aviation Infrastructure
General Aviation Airport Grants
Board of Regents
Special School Maintenance

Total State Appropriations
Reversions of Appropriations

Net Appropriations

Net Available Balance Forward

Fiscal Year 2006

lowa Budget Report

Governor's
Recommendation

FY2006

400,000,000

400,000,000

7,650,000

5,500,000
21,900,000
6,257,067
74,500,000

1,000,000
1,000,000
500,000

500,000
1,500,000
750,000

500,000

121,557,067

121,557,067

278,442,933
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State of lowa

Road Use Tax Fund

Source and Distribution of Funds
(Dollars in Thousands)

Actual Estimate
Fiscal Year Fiscal Year
2003 2004 2005 2006 2007
SOURCE OF FUNDS:

Motor Vehicle Registration 369,964 376,765 387,856 391,204 395,381
Motor Fuel Taxes 414,846 420,122 427,983 430,689 433,722
State Use Tax 216,438 224,435 230,825 233,262 236,225
Drivers' License Fees 12,985 18,865 15,919 11,468 17,538
Interest 8,275 4,921 4,921 4,971 5,020
Underground Tank Fees 20,502 20,612 20,818 21,026 21,026
Other 13,691 16,262 13,056 13,056 13,057
Total Source of Funds 1,056,701 1,081,982 1,101,378 1,105,676 1,121,969

DISTRIBUTION OF FUNDS:
Primary Road Fund 473,288 476,595 482,475 487,225 494,416
Parks & Institutional roads 6,803 6,978 7,088 7,115 7,220
Secondary & Urban 500 500 500 500 500
Highway Grade Crossing Safety 700 700 700 700 700
Highway Grade Crossing Surface 900 900 900 900 900
Living Roadway Trust Fund 250 250 250 250 250
County Bridge Constr. Fund 2,000 2,000 2,000 2,000 2,000
Secondary Roads - Counties 236,495 241,952 245,306 247,789 251,552
Farm-to-Market - Counties 75,525 77,280 78,302 79,093 80,297
Cities & Towns 185,063 189,450 192,006 193,981 196,994
Transfer of Jurisdiction Fund - 7,296 7,980 8,062 8,188
License Plate Costs & Other 2,450 3,750 3,100 3,100 3,100
County DL Issuance 30 30 1,096 1,096 1,096
Co. Treasurers' DP Equipment 650 650 650 650 650
Weather Information System 100 100 100 100 100
Interstate 35 Corridor 50 50 50 50 50
DOT Operations 34,392 34,765 39,750 40,148 40,549
Dept. of Transportation 288 288 306 306 306
Drivers Licenses 3,997 2,820 2,820 2,820 2,820
DOT Capitals 18 200 - - -
Department of Management 56 56 56 56 56
Department of Personnel 72 76 76 76 76
Public transit 10,121 8,368 10,992 11,102 11,235
Personal Delivery of Service 225 225 225 225 225
Special Tax Refunds 219 191 210 210 210
Revitalize lowa's Sound Economy 11,970 12,071 12,342 12,420 12,509
Safety Projects 5,233 5,368 5,452 5,473 5,554
Motorcycle Education 271 433 306 189 376
Mississippi River Parkway 40 40 40 40 40
Vehicle Registration System 5,000 8,600 6,300 - -
Functional Class (5) - - - -
Total Distribution of Funds 1,056,701 1,081,982 1,101,378 1,105,676 1,121,969
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State of lowa

Estimated Condition of the Vertical Infrastructure Fund
Financial Summary

Governor's
Recommendation
FY2006
Resources:
Revenues:

Rebuild lowa Infrastructure Fund Appropriation 15,000,000
Total Available Resources 15,000,000
Expenditures

State Appropriations
Department of Administrative Services
Routine Maintenance 2,000,000
Major Maintenance 5,000,000
Terrace Hill Maintenance 571,000
Records and Property Building Remodel 4,700,000
Department of Corrections
General Capitals 500,000
Deparment of Public Defense
lowa City Readiness Center 1,229,000
Facility Maintenance 1,000,000
Total State Appropriations 15,000,000
Reversions of Appropriations
Net Appropriations 15,000,000

Net Available Balance Forward

Fiscal Year 2006
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STATE OF IOWA

HISTORY OF APPROPRIABLE RECEIPTS
(IN $ THOUSANDS)

Cash Basis
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
SPECIAL TAXES:
Personal Income Tax 1,875,023 2,000,898 2,123,126 2,288,427 2,233,710 2,375,919 2,426,519 2,372,022 2,417,614 2,592,271
Sales Tax 1,147,267 1,212,994 1,237,300 1,271,811 1,377,457 1,416,565 1,441,708 1,452,962 1,450,314 1,465,592
Corporation Income Tax 268,701 277,637 318,770 290,715 321,790 326,141 249,368 238,540 254,152 266,752
Use Tax 196,038 207,824 223,094 243,021 242,663 246,795 284,832 221,248 237,042 234,787
Inheritance Tax 89,224 95,898 109,347 109,811 90,142 114,771 104,578 100,351 88,136 80,121
Insurance Premium Tax 102,056 104,274 105,957 108,870 114,345 120,212 126,608 135,372 142,236 138,227
Cigarette & Tobacco Taxes 98,324 99,444 100,276 100,722 98,854 97,688 96,219 95,181 95,545 95,105
Beer & Liquor Taxes 12,420 12,550 12,476 12,671 13,115 13,586 13,569 13,767 13,918 14,003
Franchise Tax 28,908 26,476 35,643 36,405 33,756 31,764 31,247 30,916 35,256 38,011
Miscellaneous Taxes 996 935 1,191 1,300 1,064 1,289 1,297 1,463 1,088 1,079
TOTAL SPECIAL TAXES 3,818,957 4,038,930 4,267,180 4,463,753 4,526,896 4,744,730 4,775,945 4,661,822 4,735,301 4,925,948
Percentage Increase 5.31% 5.76% 5.65% 4.61% 1.41% 4.81% 0.66% -2.39% 1.58% 0
OTHER RECEIPTS
Institutional Payments 107,431 105,036 104,313 70,186 50,748 49,068 47,321 48,495 16,172 13,684
Liquor Transfers 35,353 37,972 37,802 40,000 41,320 45,000 46,500 47,500 49,000 58,000
Interest 17,336 13,466 17,959 30,569 34,059 25,974 18,166 25,318 18,070 7,558
Fees 57,309 61,767 63,596 65,381 58,400 66,349 72,483 70,227 72,131 79,869
Judicial Revenue 48,437 40,002 42,945 42,913 48,267 52,299 48,816 51,889 54,698 57,493
Miscellaneous Receipts 40,673 49,545 53,898 58,126 61,328 52,893 45,188 42,152 41,352 55,161
Racing & Gaming Receipts 28,497 57,847 60,000 60,000 60,000 60,000 60,000 60,000 60,000 60,000
TOTAL OTHER
RECEIPTS 335,036 365,635 380,513 367,175 354,122 351,583 338,474 345,581 311,423 331,765
9.83% 9.13% 4.07% -3.51% -3.55% -0.72% -3.73% 2.10% -9.88% 0
TOTAL APPROPRIABLE
RECEIPTS 4,153,993 4,404,565 4,647,693 4,830,928 4,881,018 5,096,313 5,114,419 5,007,403 5,046,724 5,257,713
Percentage Increase 5.66% 6.03% 5.52% 3.94% 1.04% 4.41% 0.36% -2.09% 0.79% 0
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Actual 93/94

STATE OF IOWA
FUNDING ELEMENTARY AND SECONDARY EDUCATION
General Operating Fund Only (In Millions)

Actual 94/95

Actual 95/96

Actual 96/97

Actual 97/98

Actual 98/99

Dollars Percent Dollars Percent Dollars Percent Dollars Percent Dollars Percent Dollars Percent
Uniform Property Taxes 396.3 16.96 410.1 17.00 422.0 16.59 427.8 15.72 438.9 15.42 461.4 12.84
Additional Property Taxes 397.3 17.00 411.9 17.07 4314 16.96 369.7 13.59 382.4 13.43 405.6 11.29
ISL Property Taxes 33.7 1.44 38.2 1.58 41.3 1.62 43.5 1.60 46.1 1.62 49.6 1.38
State Foundation Aid 1,230.5 52.67 1,266.2 52.47 1,330.9 52.32 1,489.2 54.73 1,558.2 54.73 1,611.9 44.86
Other State Aid 94.3 4.04 94.3 3.91 94.6 3.72 126.6 4.65 127.8 4.49 144.6 4.02
Income Surtaxes 17.1 0.73 18.8 0.78 20.4 0.80 24.7 0.91 31.3 1.10 33.9 0.94
Other Miscellaneous 167.2 7.16 1735 7.19 203.3 7.99 239.5 8.80 262.3 9.21 278.5 7.75
Total Funds 2,336.4 100.00 2,413.0 100.00 2,543.9 100.00 2,721.0 100.0 2,847.0 100.0 2,985.5 g
Formula (Weighted) Enrollment 547,285 548,681 554,493 562,275 566,798 569,723
Actual Fall Enrollment 497,025 500,593 504,506 505,523 505,130 502,534

Actual 99/00 Actual 00/01 Actual 01/02 Actual 02/03 Estimated 03/04 Estimated 04/05

Dollars Percent Dollars Percent Dollars Percent Dollars Percent Dollars Percent Dollars Percent
Uniform Property Taxes 480.6 15.32 500.1 15.32 522.2 15.62 536.2 15.47 548.7 15.78 532.5 14.82
Additional Property Taxes 378.7 12.07 405.2 12.41 425.2 12.72 465.5 13.43 476.3 13.70 499.3 13.90
ISL Property Taxes 50.6 1.61 59.0 1.81 64.4 1.93 68.5 1.98 73.9 2.13 7.7 2.16
State Foundation Aid 1,698.5 54.15 1,747.3 53.52 1,725.1 51.60 1,784.1 51.47 1,776.7 51.11 1,881.2 52.35
Other State Aid 167.5 5.34 173.9 5.33 203.1 6.08 178.2 5.14 167.3 4.81 169.1 471
Income Surtaxes 38.2 1.22 36.3 1.11 42.1 1.26 47.3 1.36 47.0 1.35 47.0 1.31
Other Miscellaneous 322.6 10.28 343.1 10.51 360.8 10.79 386.5 11.15 386.5 11.12 386.5 10.76
Total Funds 3,136.7 100.0 3,264.9 100.0 3,342.9 100.0 3,466.3 100.0 3,476.4 100.0 3,593.3 100.0
Formula (Weighted) Enrollment 569,387 567,344 564,747 562,056 561,386 560,606
Actual Fall Enroliment 498,607 494,290 489,522 487,021 485,011
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STATEWIDE FINANCIAL FUND SUMMARIES FOUND IN SEPARATE DOCUMENT
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