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Foreword

FOREWORD

The purpose of this document is to provide the General Assembly with information concerning
FY 2011 General Fund estimated receipts and the Governor’s budget recommendations. The information
provides an overall summary of the State budget and is intended to help the General Assembly take a
proactive approach to the budgetary process.

In addition, the document is intended to provide the General Assembly with an overview of the
General Fund, including revenues and expenditures. Information regarding other State appropriated
funds is also included.

If you need additional information regarding Department requests, Governor’s recommendations, or
other fiscal information, refer to the Fiscal Services Division staff listing. The staff listing will indicate the
appropriate analyst to contact for detailed information by subcommittee and subject area.

Questions concerning this document should be directed to:

Holly M. Lyons, Fiscal Services Division Director
holly.lyons@legis.state.ia.us
Phone 515-281-5279

or

Mary Shipman, Publication Coordinator
mary.shipman@legis.state.ia.us
Phone 515-281-4617
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Document Notes

DOCUMENT NOTES

When Reviewing This Document, Please Note The Following:

The Fiscal Services Division obtained documents from the I/3 Budget System and from the

Department of Management (DOM) to compile the information provided in this document. Additional
details were provided through review of a draft of the Governor’s budget document received on
January 26, 2010.

Other items worth noting when reviewing this document include:

Revenues and expenditures are estimated for FY 2010 and FY 2011. The statutory expenditure
limitation was determined at the Revenue Estimating Conference meeting on December 11, 2009.

When analyzing the FY 2011 Governor’s recommendations, the FY 2011 appropriation
recommendations are compared to estimated FY 2010 appropriations. Estimated FY 2010
appropriations reflect the 10.0% across-the-board (ATB) reduction ordered by Governor Culver.

The Governor requested that all departments and agencies submit status quo (no increase) budget
requests for FY 2011.

Appendix A is an appropriations tracking document showing General Fund and other fund
appropriations and the Governor’s recommendations by Subcommittee.

Appendix B is a listing of the projected FY 2011 built-in and anticipated increases and decreases.
Appendix C provides a brief summary of the charges of the 2009 Interim Committees.
Appendix D provides a summary of salary and collective bargaining information.

Appendix E provides information about grant recipients of federal American Recovery and
Reinvestment Act (ARRA) funds for the first half of FY 2010.

Appendix F contains other fund balance sheets.

Appendix G provides information by appropriations subcommittee about department and agency
plans for implementation of the 10.0% ATB reduction.







2010 Session Timetable

2010 SESSION TIMETABLE

NOTE: Dates with an asterisk reflect proposed rule changes to HCR 3, SR 8, and HR 8 (2009).

JANUARY 11

JANUARY 15*
(Friday of 1st week)

FEBRUARY 12*
(Friday of 5th week)

FEBRUARY 15 - March 12*
(6th through 9th weeks)

MARCH 5*
(Friday of8th week )

MARCH 15*
(Beginning of 10th week)

MARCH 15*
(Beginning of 10th week)

MARCH 31*

First day of session. (Iowa Code Sec.2.1)

Final day for individual legislator requests for bill drafts to the Legislative
Services Agency.
(Proposed changes to Senate Rule 27 and House Rule 29)

Final date for Senate bills to be reported out of Senate committees and House
bills out of House committees. (Proposed changes to Joint Rule 20)

Debate not limited by rule. (Proposed changes to Joint Rule 20)

Final date for House bills to be reported out of Senate committees and Senate
bills out of House Committees. (Joint Rule 20)

Only the following bills are eligible for consideration:
(Proposed changes to Joint Rule 20)
e  Appropriations Bills
e  Ways and Means Bills
e  Government Oversight Bills
e Legalizing Acts
e  Bills co-sponsored by Majority and Minority Leaders of one House
e  Companion bills sponsored by Senate and House Majority Leaders
e Conference Committee Reports
e  Concurrent or Simple Resolutions
e Bills passed by both Houses in different forms
e  Bills on the Veto Calendar (Joint Rule 23)
e  Administrative Rules Review Committee Bills
e  Committee Bills related to delayed Administrative Rules [lowa Code
Sec. 17A.8 (9)]
e  Joint Resolutions nullifying Administrative Rules
e  Unfinished Business

Amendments need not be filed on the day preceding floor debate.
(Proposed change to House Rule 31.8)

80th calendar day of the Session

The February 12 and March 5 committee deadlines do not apply to Appropriations Bills, Ways and Means Bills, Government
Oversight Bills, Bills cosponsored by Majority and Minority Leaders of one House, Companion Bills sponsored by the
Majority Leaders of both Houses after consultation with the respective Minority Leaders, Conference Committee Reports,
Concurrent or Simple Resolutions, Joint Resolutions nullifying Administrative Rules, Legalizing Acts, Administrative Rules
Review Committee Bills, and Committee Bills related to delayed Administrative Rules [lowa Code Sec. 17A.8(9)]1.

Updated by the Legislative Information Office on 11-12-2009
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Budget Overview

BUDGET OVERVIEW

The following information provides an overall summary of the Governor’s FY 2010 and FY 2011
budget recommendations, as well as LSA estimates of the General Fund budget, in an effort to assist the
General Assembly in their decision-making process on the FY 2011 budget.

The Economy and Revenue Estimates for FY 2010 and FY 2011

The U.S. Economy entered a recession in December 2007. Iowa entered the recession sometime
between April and October 2008 and revenue growth in Iowa began to weaken significantly. For four
quarters, the Revenue Estimating Conference (REC) has revised revenue projections downward for FY 2009
and 2010 to reflect the declining economic conditions. Pursuant to statute, the Governor's FY 2011 budget is
based on the December 11, 2009, REC estimate. Excluding transfers, the projected net general fund growth
rates for FY 2010 and FY 2011 are:

e FY2010: -8.5%, a decrease of $490.1 million compared to actual FY 2009 revenues

e FY2011: 1.5%, an increase of $77.7 million compared to estimated FY 2010 revenues

Through January 30, 2010, FY 2010 net General Fund receipts, excluding transfers, are down 7.5%
compared to FY 2009.

Summary of the Governor’'s Recommendations for FY 2010 and FY 2011
FY 2010 General Fund Budget

The Governor is recommending FY 2010 supplemental appropriations from the General Fund
totaling $64.7 million, resulting in a revised FY 2010 appropriation budget of $5.299 billion. This
represents a decrease of $659.8 million (11.1%) compared to the actual appropriations for FY 2009. The
Governor is not recommending any revenue adjustments for FY 2010. The Governor’s revised FY 2010
budget leaves an estimated General Fund surplus of $102.0 million.

The General Assembly enacted a balanced budget for FY 2010 that left an estimated surplus in the
General Fund of $97.6 million. The REC met on October 7, 2009, and revised the FY 2010 net General
Fund revenue estimate downward by $415.4 million (7.1%) compared to the estimate that was used to
balance the FY 2010 budget. This resulted in a projected deficit of $317.8 million.

On October 8, 2009, Governor Culver issued Executive Order 19 requiring a 10.0% across-the-board
(ATB) reduction to all FY 2010 General Fund appropriations, cutting $564.4 million from the budget.
Shortly thereafter, the Legislative and Judicial Branches announced reductions to their FY 2010 budgets of
10.0% and 7.1% respectively. This resulted in reductions of $3.3 million to the Legislative Branch budget
and $11.4 million to the Judicial Branch. The reductions to all three branches of government reduced
General Fund appropriations by a total of $579.1 million. As a result, the current General Fund surplus
for FY 2010 is estimated at $167.7 million. The following table summarizes the changes to the FY 2010
budget and the Governor’s revised FY 2010 budget.



Budget Overview

(Dollars in Millions)

FY 2010 General Fund Budget

Oct. 7 Current
Enacted Estimate Estimate Gov Rec
Funds Available:
Estimated Receipts $5853.4 $54380 $ 54012 $ 5401.2
Appropriations and Expenditures:
Appropriations 5,768.3 5,768.3 5,768.3 5,768.3
Statutory Repayment to Econ. Emerg. Fund 45.3 45.3
10.0%/7.1% Reductions (All Branches) -579.1 -579.1
Recommended Supplementals 64.7
Total Appropriations 5,768.3 5,768.3 5,234.5 5,299.2
Reversions -12.5 -125 -1.0
Net Appropriations 5,755.8 5,755.8 5,233.5 5,299.2
Ending Balance - Surplus $ 976 $ -3178 $ 1677 $ 102.0
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Governor’'s Recommendation for FY 2010 Supplemental Appropriations

The following table provides a list of the Governor’s recommended supplemental appropriations. More
information on these recommendations is in the Appropriations Subcommittee Sections. The table also
compares the recommended supplemental appropriations to the agencies” across-the-board reductions.
Of the State agencies that are receiving supplemental appropriations, their across-the-board reductions
totaled $122.1 million. The supplemental appropriations restored $64.7 million of the reductions.

Education
Department of Education
Child Development (standing)
Nonpublic School Textbooks
Early Care, Health and Education
Teacher Quality
Voluntary Preschool
lowa Core Curriculum
Enrich lowa Libraries
Senior Year Plus

Empowerment - Preschool Tuition
Community Colleges
Board of Regents
University of lowa
lowa State University
University of Northern lowa
Total Education

Health and Human Services

Department of Public Health

Addictive Disorders

Healthy Children and Families

Chronic Conditions

Community Capacity

Elderly Wellness

Infectious Diseases

Public Protection

Birth Institute Registry (standing)
Total Health and Human Services

Justice Systems

Total Justice Systems

Total Supplemental Appropriations

K-12 Management Information System

Compared to ATB Reductions

Department of Human Services - State Cases

Department of Inspections and Appeals - Indigent Defense
Department of Corrections - Operations

Department of Public Defense - Military Division
Department of Public Defense - Homeland Security

Governor's Recommended FY 2010 Supplemental Appropriations

ATB Recommended
Reduction Supplemental Difference
$ 1,149,389 $ 1,149,389 $ 0
62,563 62,563 0
54,595 54,595 0
892,428 892,428 0
1,194,569 1,194,569 0
197,954 197,954 0
179,608 179,608 0
140,566 140,566 0
23,000 23,000 0
877,215 877,215 0
15,867,850 5,943,581 -9,924,269
24,695,403 14,371,621 -10,323,782
23,873,755 10,839,521 -13,034,234
8,778,314 5,227,665 -3,550,649
$ 77,987,209 $ 41,154,275 $ -36,832,934
$ 1,151,081 $ 100,163 $ -1,050,918
2,865,250 2,627,532 -237,718
224,917 329,267 104,350
275,624 321,643 46,019
411,685 23,000 -388,685
834,578 834,578 0
163,066 203,970 40,904
356,999 23,248 -333,751
20,684 20,684 0
$ 6,303,884 $ 4,484,085 $ -1,819,799
$ 2174318 $ 10,900,000 $ 8,725,682
34,842,671 7,558,560 -27,284,111
624,920 526,202 -98,718
203,812 61,614 -142,198
$ 37845721 $ 19,046,376  $ -18,799,345
$ 122,136,814 $ 64,684,736 $ -57,452,078

NOTE: Regents represents ATB reductions in Education Subcommittee area only.
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FY 2010 10% Across-the-Board (ATB) Reduction Implementation Plans

Once the Governor’s Executive Order was issued in December, the Governor asked all State agencies
(excluding elected officials) to submit implementation plans outlining how the budget reductions would
be absorbed. The implementation plans are summarized by subcommittee in Appendix G.

FY 2011 General Fund Budget Recommendations

The Governor is recommending FY 2011 General Fund appropriations of $5.662 billion and deducts
$341.0 million of savings from reorganization and efficiencies for a net appropriation amount of $5.321
billion. A General Fund balance sheet with the Governor’s recommendation is shown on the following
page. Highlights of the Governor’s General Fund budget recommendation are listed below.

e This is an increase of $21.6 million (0.4%) when compared to the Governor’s revised net FY 2010
(including the Governor’s FY 2010 adjustments).

o This is an increase of $71.5 million (1.4%) when compared to the estimated net FY 2010 (enacted
appropriations reduced by the 10.0% ATB).

e The Governor is also recommending revenue adjustments of $34.8 million, including a reduction of
$52.5 million in tax credits. The Governor does not specify which tax credits should be reduced or
eliminated.

o The Governor’s expenditure limitation is $5.382 billion and the recommended net appropriations are
$61.6 million less than the expenditure limitation.

e The Governor’s projected General Fund surplus is $117.3 million for FY 2011.

e The Governor does not include a recommendation to fund collective bargaining in FY 2011. The
estimated General Fund need in FY 2011 is $85.7 million ($143.5 million from all funds). In FY 2010,
the Governor did not recommend, and the General Assembly did not appropriate, funds for
collective bargaining costs.

e The Governor includes a reduction of $341.0 million on the FY 2011 General Fund balance sheet to
reflect reduced General Fund appropriations associated with the implementation of efficiencies
identified in the Iowa Efficiency Review Report completed by Public Works LLC. The Governor’s
budget recommendation relating to the $341.0 million, does not identify reductions to individual
appropriation line-items. The $341.0 million savings also includes non-General Fund revenue
increases attributable to the General Fund. Additional information on the Iowa Efficiency Review
Report recommendations is provided in the section of this report entitled “Government
Reorganization.”

12
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STATE OF IOWA
Projected Condition of the General Fund

(Dollars in Millions)

Estimated Funds Available:

Estimated Receipts (Dec. 11, 2009)
Tax Refunds
School Infras. Refunds (Accrual)

Accruals
Economic Emergency Fund Transfer
Governor Revenue Adjustments

Total Funds Available

Expenditure Limitation

Estimated Appropriations and Expenditures:

Appropriations

Adjustment to Standings

Statutory Repayment to Econ. Emerg. Fund
Executive Branch: 10% ATB Reduction
Legislative Branch: 10% Reduction

Judicial Branch: 7.1% Reduction
Recommended Supplemental Appropriations
Public Works Efficiency Reduction

Total Appropriations

Reversions

Net Appropriations

Ending Balance - Surplus
Below (Above) Expenditure Limit

Appropriations/Transfers to Other Funds
Property Tax Credit Fund
Senior Living Trust Fund
Cash Reserve Fund

Total

Numbers may not equal totals due to rounding.
*After the December REC meeting.

Current
Actual Estimated Gov Rec Gov Rec
FY 2009 FY 2010* FY 2010 FY 2011
$ 7,061.2 $ 6,685.4 6,685.4 $ 6,657.2
-803.9 -901.0 -901.0 - 898.0
-385.8 - 369.3 -369.3 -374.2
17.2 -13.9 -13.9 18.2
453

0.0 34.8
5,934.0 5,401.2 5,401.2 5,438.0
5,382.3
5,959.0 5,768.3 5,768.3 5,661.7

45.3 453

- 564.4 -564.4

-3.3 -33

-11.4 -11.4

64.7
-341.0
5,959.0 5,234.5 5,299.2 5,320.7

-25.0 -1.0

5,934.0 5,233.5 5,299.2 5,320.7
$ 0.0 $ 167.7 $ 102.0 $ 117.3
$ 61.6
$ 0.0 $ 00 $ 0.0 $ 0.0
0.0 48.2 48.3 0.0
0.0 119.5 53.7 117.3
$ 0.0 $ 167.7 $ 102.0 $ 117.3
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Spending Comparison

General Fund, Reserve Funds & Stimulus Funds

The following table provides a comparison between appropriations from the General Fund, the
Reserve Funds, and federal stimulus funds. Appropriations from the Reserve Funds and the federal
stimulus funds are for programs that have typically been funded from General Fund prior to FY 2009.
The Governor’s total appropriation recommendation from these three sources is $301.0 million (4.9%) less

than his revised FY 2010 budget (including recommended supplemental appropriations).

(Dollars in Millions)
Actual Gov Rec Gov Rec Percent
FY 2009 FY 2010 FY 2011 Change Change
General Fund Appropriations $ 59590 $ 5299.1 $ 53207 $ 216 0.4%
Reserve Funds
Cash Reserve Fund 0.0 80.3 207.5 127.2
Economic Emergency Fund 56.0 0.0 0.0 0.0
Total Reserve Funds 56.0 80.3 207.5 127.2 158.4%
Federal Stimulus Funds
Medicaid 114.0 207.6 94.2 -1134
Education Stabilization 40.0 321.0 25.4 -295.6
Government Stabilization 0.0 63.4 22.6 -40.8
Total Stimulus 154.0 592.0 142.2 -449.8 -76.0%
Total Gen. Fund & Stimulus $ 6,1690 $ 59714 $ 56704 $ -301.0 -4.9%
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Summary of the Governor’s FY 2011 Appropriation Recommendations

The following table provides a summary of the Governor’s recommendations for FY 2011 by
appropriations subcommittee. The Governor’s recommendation includes a proposal for State agency
reorganization/efficiencies, which is intended to reduce appropriations by $341.0 million. However, the
Governor’s budget did not specifically identify the agencies or appropriations that would be reduced as a
result of the proposal.

Actual Estimated Gov Rec Net Gov Rec Gov FY 11vs Percent
FY 2009 FY 2010 FY 2010 FY 2011 Gov FY 10 Change
Administration and Regulation $ 97,529,560 $ 60,979,242 $ 60,979,242 $ 63,766,703 $ 2,787,461 4.6%
Agriculture and Natural Resources 51,498,897 36,258,092 36,258,092 36,285,012 26,920 0.1%
Economic Development 48,213,307 40,616,635 40,616,635 41,904,957 1,288,322 3.2%
Education 1,271,326,576 815,857,704 855,862,590 860,978,502 5,115,912 0.6%
Health and Human Services 1,172,553,570 1,122,502,983 1,126,966,384 1,326,620,074 199,653,690 17.7%
Justice System 689,441,099 625,772,972 633,446,213 639,776,794 6,330,581 1.0%
Transportation, Infrastructure, and Capitals 0 1,350,000 1,350,000 0 -1,350,000 -100.0%
Unassigned Standings 2,628,458,707 2,545,816,544 2,543,646,206 2,692,354,405 148,708,199 5.8%
Subtotal $ 50959,021,716 $ 5249154,172 $ 5299,125362 $ 5,661,686,447 $ 362,561,085 6.8%
Reorganization/Efficiencies* 0 0 0 -341,000,000 -341,000,000
TOTAL $ 50959,021,716 $ 5249154172 $ 5299,125362 $ 5,320,686,447 $ 21,561,085 0.4%
Note: The Governor is recommending expenditure reductions totaling $341.0 million related to the implementation of
proposed recommendations outlined in the lowa Efficiency Review Report conducted by Public Works LLC. The
recommended reductions are notidentified by appropriation.

Summary of the Governor’s FY 2011 Revenue Adjustments

The Governor’s General Fund budget for FY 2011 includes total revenues of $5.438 billion. This
includes the Revenue Estimating Conference estimate of $5.403 billion and recommended revenue
adjustments totaling $34.8 million. A summary of the revenue adjustments include:

¢ Anincrease of $52.5 million for reduced tax credit redemptions. The Governor is recommending
unspecified action to reduce tax credit redemptions impacting FY 2011 General Fund net receipts by
$52.5 million. The Governor’s recommendation does not target any specific tax credit for reduction
or elimination. For reference, the Tax Credit Report provided to the Governor by the Tax Credit
Review Panel provided suggested changes the Panel calculated would reduce FY 2011 tax credit
redemptions by a total of $55.2 million and those recommendations are provided in the table below.
Please note: The estimates provided below are the result of work completed by the Department of
Revenue and the Tax Credit Review Panel. The estimated savings may not accurately reflect the tax
credit redemptions assumed in the December 2009 Revenue Estimating Conference FY 2011 General
Fund revenue estimate.
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FY 2011 Fiscal Impact
Identified in the Tax

Tax Credit Program Credit Study Tax Credit Study Recommendation
Disaster Recovery Housing Tax Credit $ 1,500,000 Eliminate the credit
Early Childhood Development Tax Credit 250,000 Eliminate the credit
Film, T.V., and Video Project Program 38,187,000 Eliminate the credit
The tax credit would no longer be refundable
Research Activities Tax Credit 699,000 for companies with gross sales exceeding
$20.0 million
School Tuition Organization Tax Credit 1,799,000 Lower the annual cap to $5.0 million and

reduce the tax credit percentage to 40.0%

Limit the tax credit to taxpayers with annual

Tuition and Textbook Tax Credit 12,788,000 gross income of $45,000 or less

Total $ 55,223,000

e A decrease of $8.9 million for Division of Criminal Investigation (DCI) gaming enforcement. The
Governor is recommending depositing certain gaming fees in a special fund to be used to pay the cost
of DCI enforcement at gaming facilities. The fees are currently deposited in the General Fund.

e A decrease of $8.8 million for disaster loss tax coupling. The Governor is recommending coupling
with federal tax law changes that provide tax benefits to lowa taxpayers that experienced qualified
disaster losses during 2008.

Iowa did not couple with Internal Revenue Code (IRC) changes last year and the Department of
Revenue has provided a list of new coupling issues that have been enacted by Congress in the most
recent year. The net revenue reduction estimates provided by the Department of Revenue for last
year’s IRC coupling bill (S§5B 1133) and the IRC coupling bill for this year (SSB 3042) are as follows:

SSB 1133 (2009 Session) = $165.1 million over four years (FY 2009 through FY 2012)
SSB 3042 (2010 Session) = $ 51.3 million over four years (FY 2010 through FY 2013)

The Governor’s recommendation would allow taxpayers to file amended returns for tax year 2008 to
benefit from specific disaster-related tax provisions. The Governor’s recommendation does not
address the following list of IRC coupling issues identified by the Department in IRC update bills
from this Session and the 2009 Session.
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a A~ W N P

Other Income Tax Coupling Items from 2009 and 2010
Internal Revenue Code Update Bills

. Waiver of limitation on charitable contributions for relief

. Expensing of qualified disaster expenses (small business)

. Bonus depreciation for qualified disaster property

. Treatment of NOL attributable to Midwestern disaster

5. Waiver of pension/IRA minimum distributions for CY 2000 |
. Deduction for college tuition and fees

. Deduction for educator expenses

. Tax-free IRA distributions for certain persons

. Penalty-free loans from qualified retirement plans

). Look backrules for earned income |
. Increase in charitable standard mileage rate

. Exclusion of debt cancelation from income

. Depreciation allowance for recycling property

. Election of combat pay as earned income

> Limitation on excessfarming losses | __ |
. Increased Section 179 expensing

. Qualified school construction bonds

. Temporary EITC changes

. Unemployment Insurance income exclusion

). Sales tax deduction for vehicle purchases |
. Extend placed-in-service date for renewable energy facilities

. Temporary increase in credit for certain refueling property

. Tax-free transit and parking benefits

. Section 179 expensing changes

5. S corporation holding period from 10to 7 years |
. Modification of the work opportunity tax credit

. Treatment of certain ownership changes

. Credit for investment in advanced energy properny

. Recovery zone bonds

. 3% withholding on govemment contracts
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Significant Expenditure Increases and Decreases in the Governor’s FY 2011 Budget

Of the total $362.5 million net increase in General Fund appropriations for FY 2011, the majority of the
increases are for School Aid, Medicaid, the Department of Corrections, and the Regents Institutions. The
following is a list of the Governor’s recommended appropriation increases and decreases, by
appropriation of $1.0 million or more. For this table, the FY 2011 appropriations are compared to the
Governor’s revised FY 2010 recommendations, which include recommended supplemental
appropriations.

Significant General Fund Appropriation Increases
(Dollar in Millions)

FY 2011

Educations - School Aid $ 199.7
DHS - Medical Assistance 180.9
DHS - State Children's Health Insurance 10.5
DHS - Medical Assistance, hawk-i Expansion 6.3
Legislative Branch* 5.9
DPS - lowa State Patrol 3.9
DOC - Ft. Madison Institution 3.6
Energy Independence - lowa Power Fund 34
College Aid - Tuition Grant Program-Standing 3.3
DHS - Adoption Subsidy 2.8
DIA - Public Defender 2.2
DOC - Clarinda Institution 21
DIA - Health Facilities Division 2.0
DOC - Ft. Dodge Institution 18
DHS - State Supplementary Assistance 1.8
DOC - Anamosa Institution 17
Judicial Branch - Jury & Witness to Revolving Fund* 15
DOC - Mt. Pleasant Inst. 14
Education - Early Child - Voluntary Preschool 1.2
DOC - Mitchellville Institution 11
Other 14.0

Total $ 451.1

Significant General Fund Appropriation Decreases
(Dollar in Millions)

FY 2011

DHS - Child and Family Services $ -11
Transportation - Commercial Services Airports -1.4
DHS - Medical Contracts -19
DPS - Division of Criminal Investigation -6.2
DIA - Indigent Defense -13.1
DHS - Mental Health Property Tax Relief -15.0
Economic Emergency Fund Appropriation -45.3
Other -4.6

Total $ -88.6

TOTAL NET CHANGE $ 362.5
*as submitted by the General Assembly and the Judicial Branch
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Legislative Services Agency FY 2011 Projection

The following provides the LSA’s assessment of the condition of the General Fund for FY 2011 to assist
the General Assembly with balancing the budget. This assessment involves developing basic
assumptions about the budget. Using these assumptions along with requirements of current law, a
projection of the budget can be provided. The budget projection is intended to provide a framework to
begin identifying legislative actions that will be needed to close the projected budget gap for FY 2011.
The following are key assumptions associated with the FY 2011 estimates.

Assumptions

o For purposes of arriving at an estimate for FY 2011, the LSA uses the most recent REC estimate of net
General Fund receipts. For this report, the FY 2011 net revenue estimate from the December 11, 2009,
REC meeting is used. The REC estimate is based on tax laws and other revenue policies in place at
the time the estimate was made.

e For estimating expenditures, the FY 2010 appropriation level, after the 10.0% reduction, is used as the
baseline estimate for FY 2011. This estimate is $5.235 billion and assumes that agencies and programs
will maintain the 10.0% reduction in their FY 2011 budgets.

e Expenditures for FY 2011 were analyzed to account for the automatic increases over and above the
baseline estimate of $5.235 billion that will occur under current law. Also examined were the
significant anticipated expenditure increases that will be experienced by State agencies due to a
variety of factors including the loss of one-time federal stimulus funds. These built-in and
anticipated expenditure increases are estimated at $1.186 billion for FY 2011. For certain built-in
expenditures, the 10.0% across-the-board reduction is automatically restored through current statute.
This estimate also assumes the State will use the remaining federal stimulus funds, estimated at
$142.3 million, to offset appropriation increases.

e Assumes no supplemental appropriations in FY 2010 and assumes a General Fund surplus of $167.7
million for FY 2010. Any supplemental appropriations that are funded will reduce the FY 2010
surplus, thus possibly reducing the funds transferred to the Senior Living Trust Fund and the Cash
Reserve Fund for FY 2011.

e Reversions are estimated to total $12.5 million for FY 2011. Reversions are unspent appropriated
funds that remain at the end of the fiscal year.

e Based on the December REC net revenue estimate for FY 2011, the statutory maximum balances in
the Cash Reserve Fund and Economic Emergency Fund will be $405.2 million and $135.1 million
respectively. It is assumed that $119.5 million will be transferred to the Cash Reserve Fund from the
FY 2010 surplus.

o The expenditure limitation for FY 2011 is estimated to be $5.349 billion. This represents 99.0% of the
REC net revenue estimate ($5.403 billion).
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Legislative Services Agency FY 2011 Projected Budget Gap

Based on the above assumptions, the FY 2011 appropriations are projected to exceed the expenditure
limitation by $1.071 billion. The expenditure limitation is estimated at $5.349 billion and appropriations
are estimated to total $6.420 billion. The LSA will continue to monitor these estimates throughout the
Legislative Session. The following table summarizes the projected condition of the General Fund.

STATE OF IOWA

Projected Condition of the General Fund
(Dollars in Millions)

Actual Estimated LSA Est
FY 2009 FY 2010* FY 2011*

Estimated Funds Available:

Estimated Receipts (Dec. 11, 2009) $ 58887 $ 5401.2 $ 5,403.2
Economic Emergency Fund Transfer 453
Governor Revenue Adjustments

Total Funds Available 5,934.0 5,401.2 5,403.2
Expenditure Limitation 5,349.2

Estimated Appropriations and Expenditures:

Appropriations 5,959.0 5,768.3 5,2345
Statutory Repayment to Econ. Emerg. Fund 45.3
Public Works Efficiency Reduction
All Branches of Gov't ATB Reductions -579.1
Built-in and Anticipated Increases 1,185.9
Total Appropriations before Adjustment 5,959.0 5,234.5 6,420.4
Adjustment to Balance Budget (Spending Gap)
Total Appropriations 5,959.0 5,234.5 5,349.2
Reversions -25.0 -1.0 -125
Net Appropriations 5,934.0 5,233.5 5,336.7
Ending Balance - Surplus $ 00 $ 1677 $ 665

Numbers may not equal totals due to rounding.

* This column shows the LSA's projected spending gap based on estimated built-in and

anticipated expenditure increases as of January 30, 2010.

Significant FY 2011 Estimated Appropriation Increases

The net built-in and anticipated expenditures for FY 2011 are currently estimated at $1.186 billion. This
represents an increase of 22.7% over the FY 2010 appropriation level of $5.235 billion. Of the total
estimated increases, 87.0% are related to five budget areas: State aid for K-12 education, Medicaid,
replacement of federal American Recovery and Reinvestment Act (ARRA) funds for operational
purposes, replacement property tax credits, and collective bargaining. All other projected increases make
up the remaining 13.0%. The following table summarizes the estimated expenditures for FY 2011.
Appendix B provides a more extensive list and explanation of the built-in and anticipated expenditures.
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FY 2011 General Fund Built-in
and Anticipated Expenditures
(Dollars in Millions)

Total % of Total
K-12 School Aid $ 514.7 44.1%
Medical Assistance 166.4 15.4%
Backfill Federal ARRA (Non-Standing) 124.8 10.1%
Property Tax Credits 109.7 9.0%
Collective Bargaining 85.7 8.4%
Other 184.6 13.0%
Total $ 1,185.9 100.0%

FY 2011 Built-in and Anticipated Expenditure Increases
(Dollars in Millions)

Other, $184.6

Collective Bargaining,

$85.7
K-12 School Aid,

$514.7

Property Tax Credits,
$109.7

Backfill Federal
ARRA, $124.8

Medical Assistance,
$166.4
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Historically, the General Assembly has faced projected budget gaps prior to the start of legislative
sessions. Each year the General Assembly has closed the budget gap and enacted a balanced budget.
Over the last eight years, the projected budget gap has averaged $444.8 million and ranged from a low of
$137.1 million for FY 2008 to $1.071 billion for FY 2011. The following chart shows the budget gaps that
have been projected by the LSA prior to each legislative session. For FY 2011, information is included to
show the significant areas of expenditure that are contributing to the gap.

Estimated General Fund Spending Gap
Prior to Session
$1,200.0
Property Tax
Credits
$1,000.0 -
Backfill ARRA
$800.0
@ Medicaid
2 $600.0 |
= School Aid
$400.0 -
$200.0 -
5 ¢ Other
$0.0 T T T T T T T )
FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Over the years, the General Assembly has used a combination of actions to balance past General
Fund budgets including: revenue increases (taxes and fees), selected spending reductions, shifting
General Fund appropriations to other funding sources, and the transfer of revenue to the General Fund
from the reserve funds or other non-General Fund sources. Balancing the FY 2011 budget will
undoubtedly be challenging and the General Assembly will need to assess the impact of proposed budget
reductions and revenue increases on government services and on the Iowa taxpayer.

How the Governor's Recommendation Impacts the FY 2011 Spending Gap
The Governor eliminates the FY 2011 spending gap by:

e Assuming $341.0 million in savings from reorganization and efficiencies. The Governor does not
specifically delineate what appropriations will be reduced due to the savings.

e Appropriating $207.5 million from the Cash Reserve Fund.
e Making revenue adjustments, including reducing tax credit redemptions by $52.5 million.

e Not fully funding the built-in and anticipated expenditures and shifting programs typically funded
from the General Fund to other funding sources.
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e Reducing the General Fund School Aid appropriation by $170.2 million.
¢ Not funding the increase for the collective bargaining costs.

This list is not all inclusive. The built-in and anticipated expenditures figure can change throughout
the year. A spending gap is also adversely affected by declining revenues.

Governor's Recommendations
Reserve Funds and Senior Living Trust Fund Repayment

The following table show estimates based on the Governor’s budget for the State’s reserve funds as
well as the repayment amounts to the Senior Living Trust Fund (SLTF). The Governor recommends a
total of $207.5 million in appropriations from the Cash Reserve Fund for the following;:

e A $30.0 million appropriation to the Executive Council for State match on disaster funding.
e A $54.7 million appropriation to the Property Tax Credit Fund.

e A $100.0 million appropriation from the Cash Reserve Fund to the School Aid appropriation
replacing General Fund dollars.

e A $22.8 million appropriation to MR/DD Property Tax Replacement replacing General Fund dollars.

Under the Governor’s recommendation, the combined reserve fund balance for FY 2010 is reduced to
$265.2 million. This is $278.7 million below the statutory maximum balance of $543.9 million or 48.8% of
the statutory goal.
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State of lowa Reserve Funds
(Dollars in Millions)
Actual Estimated Gov Rec
FY 2009 FY 2010 FY 2011
Senior Living Trust Fund (SLTF) Requirement
Balance Brought Forward $ 183.1 $ 251.8 $ 251.8
Gen. Fund Appropriation from Surplus 48.3 0.0 48.2
Economic Emergency Fund Excess 20.4 0.0 0.0
Cumulative Repayment Balance $ 2518 $ 251.8 $ 300.0
Maximum $300.0 million
Actual Estimated Gov Rec
FY 2009 FY 2010 FY 2011
Cash Reserve Fund (CRF)
Balance Brought Forward $ 444.3 $ 465.2 $ 319.9
Gen. Fund Appropriation from Surplus 48.3 0.0 53.7
Total Funds Available 492.6 465.2 373.6
Adjustments
Transfer to General Fund (SF 478) 0.0 -65.0 0.0
Appropriation to Executive Council 0.0 -25.6 -30.0
Property Tax Credit Appropriation 0.0 -54.7 -54.7
Appropriation to School Aid Formula 0.0 0.0 -100.0
Appropriation to MR/DD Property Tax Replacement 0.0 0.0 -22.8
Total Adjustments 0.0 -145.3 -207.5
Excess Transferred to EEF -274 0.0 0.0
Balance Carried Forward $  465.2 $ 319.9 $ 166.1
Maximum 7.5% $ 465.2 $ 439.2 $ 407.9
Actual Estimated Gov Rec
FY 2009 FY 2010 FY 2011
Economic Emergency Fund (EEF)
Balance Brought Forward $ 148.1 $ 53.8 $ 99.1
General Fund Repayment (Sec. 8.55) 0.0 45.3 0.0
Excess from Cash Reserve 27.4 0.0 0.0
Total Funds Available 175.5 99.1 99.1
Excess Transferred to SLTF -20.4 0.0 0.0
Rebuild lowa Appropriation -56.0 0.0 0.0
Transfer to General Fund -45.3 0.0 0.0
Balance Carried Forward $ 53.8 $ 99.1 $ 99.1
Maximum 2.5% $ 155.1 $ 146.4 $ 136.0
Actual Estimated Gov Rec
Summary FY 2009 FY 2010 FY 2011
Total Combined Balances $ 519.0 $ 419.0 $ 265.2
Total Combined Goal 620.3 585.5 543.8
Difference -101.3 -166.5 -278.6
Percent of Goal 83.7% 71.6% 48.8%

24




Budget Overview
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Potential FY 2011 Budget Issues Identified by the LSA

The following issues have been identified by the LSA staff. More issues are included in the Overall
Budget Issues section (School Aid, Medicaid, etc., and in the Appropriations Subcommittee sections.

Collective Bargaining - The Governor does not include a recommendation to fund collective
bargaining in FY 2011. In FY 2010, the General Assembly did not appropriate additional funds for salary
expenditures. State agencies used existing funds to pay the cost of salaries, including the cost to fund
negotiated contracts with various bargaining units, and similar increases for noncontract employees.

The total estimated need to fund salary increases for FY 2011 is $143.5 million, including $85.7 million
from the General Fund. The estimate includes $60.3 million for the Board of Regents, including $36.4
million from the General Fund. The American Federation of State, County, and Municipal Employees
(AFSCME) and the State Police Officers Council (SPOC) agreed on memorandums of understanding that
had an impact on FY 2010 expenditures. The Governor did not recommend additional funding for salary
increases. Under the Governor’s recommendations any salary related cost increases would be funded from funds
appropriated to each agency. In addition, agencies realized savings from days off without pay and the suspension of
the State match on retirement contributions which will have to be accounted for unless the cost savings measures
are extended into FY 2011.

Public Works Iowa Efficiency Report - The Governor includes $341.0 million of savings estimated by
this Report in his FY 2011 budget recommendations. See the section entitled Iowa Efficiency Review
Report — Public Works LLC on Page 9.

Early Termination Incentives - Senate File 2062 (Early Retirement), as passed by the Senate, establishes a
State Employee Retirement Incentive Program for eligible employees of the Executive Branch of the State
and makes the Program optional for the Legislative and Judicial Branches, and the Board of Regents
institutions. Elected officials and employees eligible for an enhanced Sick Leave Conversion Program
under Code Section 70A.23(4) (Sworn Peace Officers) are excluded from participating in the Program.
The Program, if enacted, would have a an estimated cost avoidance of $6.1 million for all funds, including
$2.8 million for the General Fund, from salary and benefit costs when eligible employees terminate
during FY 2010. The Program is also expected to result in a cost avoidance for FY 2011 of $57.4 million
for all funds, including $26.4 million for the General Fund. Public Works LLC estimated a FY 2011
savings of $59.8 million shown as State funds. Their estimate was for all funds.

Senior Living Trust Fund - The Governor recommends appropriating all available proceeds from the
Senior Living Trust Fund in FY 2011. The appropriations include:

e  $37.7 million for Medicaid.

e  $8.4 million to the Department on Aging for Community-Based Services.

e $1.3 million to the Department of Inspections and Appeals for Assisted Living/Adult Day Care
Oversight.

e  $0.7 million to the Iowa Finance Authority for the Rent Subsidy Program

Human Services Reinvestment Fund - The Governor is not recommending a backfill for any of the FY 2010
appropriations from the Human Services Reinvestment Fund. The Fund appropriated a total of $16.1
million including:

e  $0.8 million to the Iowa Juvenile Home
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e $1.3 million to the State Training School at Eldora

e $0.7 million to the Cherokee MHI

e $0.8 million to the Clarinda MHI

e $1.2 million to the Independence MHI

e  $0.2 million to the Mt. Pleasant MHI

e  $0.3 million to the Mental Health State Cases Program
e $0.5 million to the Cherokee CCUSO Program

e  $8.3 million to DHS Field Operations

e $1.5 million to DHS General Administration

e $0.3 million for the Health Care Coverage Commission

Federal Recovery and Reinvestment Fund - The Governor is not recommending a backfill for the
following appropriations for FY 2010 from the Federal Recovery and Reinvestment Fund (FRRF):
e Department of Human Services

0 $10.0 million to the Risk Pool Property Tax

0 $681,000 to Field Operations

0 $1.2 million to Child and Families Services
e Department of Public Health

o $700,000 for Elderly Wellness

0 $500,000 for Community Capacity

0 $1.8 million for Resource Management

Federal Tax Law Changes - The federal tax code has many tax credit, tax rate, and tax base provisions
expiring December 31, 2010. It is up to the U.S. Congress and the President to decide over the next year,
whether those tax provisions will be allowed to expire, will be renewed, or will be modified for tax years
after December 31, 2010. Since Iowa allows individual income taxpayers to deduct federal income taxes
from their Iowa taxable income, substantial changes to the federal tax code can result in significant
changes to Iowa tax liability, and therefore, lowa General Fund revenue. The course of federal action on
these expiring tax issues may not be clear until December 2010.

Environment First Fund Reductions - The Governor is recommending a reduction in appropriations
from the Environment First Fund of $7.0 million (16.7%). This includes a reduction of $1.1 million (41.2%)
to the Watershed Protection Fund in the Department of Agriculture and Land Stewardship, a reduction
of $6.0 million (33.3%) to the Resource Enhancement and Protection (REAP) Fund in the Department of
Natural Resources (DNR), and a reduction of $500,000 (100.0%) to the Brownfields Redevelopment
Program in the Department of Economic Development. The Governor is recommending two programs in
the DNR receive additional funding, including an increase of $1.5 million (61.2%) for State Parks
operations and maintenance and an increase of $248,000 ($68.9% )for the regulation of animal feeding
operations.

Rebuild Iowa Infrastructure Fund - The Governor is recommending deappropriation of $19.3 million
from existing FY 2010 Rebuild Iowa Infrastructure Fund (RIIF) appropriations, including a reduction of
the appropriation to the Grow Iowa Values Fund from $45.0 million to $27.5 million. This action corrects
the negative balance in the RIIF that was due to a decrease in wagering taxes and interest earned. Under
current law, $139.7 million in FY 2011 appropriations were previously enacted or were provided through
a standing appropriation from the RIIF. The Governor’s proposed budget adjusts several of these
appropriations by eliminating them, reducing them, or moving them to other funds, such as the Revenue
Bonds Capitals Fund or the new I-JOBS Revenue Bonds II Fund. For example, the Governor recommends

27



Budget Overview

eliminating $10.0 million from the RIIF that is deposited in the Secure an Advanced Vision for Education
(SAVE) Fund, and reducing the standing appropriation for the Environment First Fund from $42.0
million to $35.0 million. Some of the previously enacted projects that are moved from the RIIF to
restricted capital bond proceeds are the $13.0 million for the Iowa State University’s Veterinary Small
Animals Hospital, $5.0 million for the Community Attraction and Tourism grants, and $10.0 million for
the River Enhancement Community Attraction and Tourism grants.

Bonding Plan Changes - The Governor proposes creating a new I-JOBS Revenue Bonds II Fund that
would receive net proceeds of $150.0 million. The new revenue bonds would be guaranteed with the
$11.9 million unencumbered balance remaining from the $55.0 million in wagering taxes that are
allocated to pay the debt service on revenue bonds issued in July 2009. This bonding plan would
substitute for the bonds authorized in SF 477 (Phase III Bonding Act) during the 2009 Legislative Session.
The bonds authorized in SF 477 were appropriation bonds that were estimated to have a debt service
payment of $8.4 million annually and provide net proceeds of $105.0 million.
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COMPARISON OF ALL APPROPRIATED FUNDS

The Governor is recommending a total of $6.735 billion in appropriations from all State funding

sources for FY 2011. This represents a decrease of $565.8 million (7.8%) compared to all State
appropriations of FY 2010. For this comparison, the FY 2010 General Fund appropriation total includes
the Governor’s recommended supplemental appropriations. The following table summarizes the

appropriations by funding source. Because there are appropriations and transfers between funds,
adjustments were made to the General Fund and Rebuild Iowa Infrastructure Fund amounts to eliminate
double counting. The significant changes are discussed below:

The Governor is recommending a total of $207.5 million from the Cash Reserve Fund for FY 2011,
which is an increase of $127.2 million compared to the amount appropriated from the Fund in FY
2010. The Cash Reserve Fund appropriation recommendations are to replace the General Fund
appropriations in FY 2011 for State Aid to Schools ($100.0 million), Executive Council’s Performance
of Duty Account ($30.0 million), Mental Health Property Tax Relief ($22.8 million), and Property Tax
Credits ($54.7 million).

The Governor is recommending a reduction of $52.3 million in appropriations from the Rebuild Iowa
Infrastructure Fund (RIIF) for FY 2011. The reduction is largely due to an estimated reduction of
$52.2 million in revenue in the RIIF for FY 2011. For this comparison, the FY 2010 RIIF appropriation
total includes the Governor’s recommended deappropriations of $19.3 million.

The Governor recommending the creation of a new I-JOBS Revenue Bonds II Fund that would receive
net proceeds of $150.0 million. The new revenue bonds would be guaranteed with the $11.9 million
unencumbered balance remaining from the $55.0 million in wagering taxes that are allocated to pay
the debt service on revenue bonds issued in July 2009. This bonding plan would substitute for the
bonds authorized in SF 477 (Phase IIl Bonding Act) during the 2009 Legislative Session.

The Governor’s budget includes a recommendation totaling $142.1 million from the Federal Recovery
and Reinvestment Fund for FY 2011. This Fund receives the federal stimulus funds that were
authorized through the American Recovery and reinvestment Act (ARRA). This includes $47.9
million for funding school aid and $94.2 million for Medicaid.

The Governor is recommending a total of $48.3 million in appropriations from the Senior Living

Trust Fund (SLTF) for FY 2011. This is an increase of $20.1 million compared to the estimated FY
2010 appropriations. Of the total $48.3 million, $37.7 million is a recommended appropriation to
Medicaid.

In FY 2009, legislation was enacted authorizing the issuance of bonds that generated $545.0 million in
proceeds to be used primarily for large capital projects. Of this amount, $185.0 million was
appropriated for projects in FY 2009 and $360.0 million in FY 2010. For FY 2011, there is an estimated
$1.4 million in revenue available in the Fund and the Governor is recommending net appropriations
of $1.0 million from the Fund.

The Governor is recommending $146.0 million be appropriated from the Property Tax Credit Fund
for FY 2011, which is a decrease of $3.8 million compared to FY 2010. The recommended
appropriations include: $90.4 million for the Homestead Tax Credit, $32.4 million for the Ag Land
and Family Farm Tax Credit, $20.8 million for the Elderly and Disabled Tax Credit, and $2.4 million
for the Military Service Tax Credit. The Governor’s recommendation for funding the Property Tax
Credit Fund includes $91.3 million from the General Fund and $54.7 million from the Cash Reserve
Fund.
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Comparison

of All Appropriated Funds

(Dollars in Millions)

Actual Est. Net Gov.Rec. Gov. Rec. Percent
Funding Sources FY 2009 FY 2010 FY 2011 vs.FY 2009 Change
GENERAL FUND
Total General Fund Appropriations $ 5959.0 $5299.1 $ 53208 $ 21.7 0.4%
General Fund Appropriations to Other Funds *
Mental Health Property Tax Relief Fund -6.2 -3.3 -3.3 0.0
Health Care Trust Fund -125.7 -106.0 -106.0 0.0
Property Tax Credit Fund -43.7 -91.3 -91.3 0.0
Total GF Appropriations to Other Funds -175.6 -200.6 -200.6 0.0
Net General Fund Appropriations $ 57834 $5095 $ 51202 $ 21.7 0.4%
APPROPRIATIONS FROM NON-GENERAL FUND STATE SOURCES
Rebuild lowa Infrastructure Fund $ 2264 $ 2113 $ 159.0 $ -52.3 -24.8%
RIIF Appropriations to Other Funds* -109.5 -84.0 -83.0 1.0
Net RIIF Appropriations $ 1169 $ 1273 $ 76.0 $ -51.3 -40.3%
Cash Reserve Fund $ 00 $ 803 $ 2075 $ 127.2 158.4%
CRF Appropriations to Other Funds* 0.0 -54.7 -54.7 0.0
Net CRF Appropriations $ 00 $ 256 $ 1528 $ 127.2 496.9%
Primary Road Fund $ 2910 $ 3024 $ 3018 $ -0.6 -0.2%
Temporary Assistance for Needy Families (TANF) 142.7 152.9 160.6 7.7 5.0%
1IJOBS Revenue Bonds Il 0.0 0.0 150.0 150.0
Property Tax Credit Fund 159.9 149.8 146.0 -3.8 -2.5%
Federal Recovery & Reinvestment Fund (FRRF-ARRA) 154.0 592.0 142.1 -449.9 -76.0%
lowa Care Account 118.3 120.3 120.3 0.0 0.0%
Health Care Trust Fund 129.7 106.9 106.9 0.0 0.0%
Road Use Tax Fund 51.9 52.9 51.6 -1.3 -2.5%
Senior Living Trust Fund 122.3 28.2 48.3 20.1 71.3%
Fish and Game Fund 38.8 38.8 38.8 0.0 0.0%
Environment First Fund 42.0 42.0 35.0 -7.0 -16.7%
Other Funds 58.9 27.4 28.8 14 5.1%
Commerce Revolving Fund 0.0 26.7 27.0 0.3 1.1%
IPERS Fund 17.8 18.0 17.7 -0.3 -1.7%
Technology Reinvestment Fund 17.5 14.8 9.9 -4.9 -33.1%
Revenue Bonds Capitals Fund 185.0 360.0 1.0 -359.0 -99.7%
DHS Reinvestment Fund 0.0 16.1 0.0 -16.1 -100.0%
Prison Bond Fund 130.7 0.0 0.0 0.0
lowa Economic Emergency Fund 56.0 0.0 0.0 0.0
Grow lowa Values Fund 40.7 0.0 0.0 0.0
Healthy lowans Tobacco Trust (HITT) Fund 36.5 0.0 0.0 0.0
Total Non-General Fund 1,910.6 2,202.1 1,614.6 -587.5 -26.7%
SUBTOTAL OF ALL STATE FUNDS $ 76940 $ 73006 $ 67348 $ -565.8 -7.8%

* Appropriations between funding sources are adjusted to avoid double counting.
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GENERAL FUND REVENUE

REVENUE ESTIMATING CONFERENCE

State General Fund revenues are estimated by a three-member Revenue Estimating Conference
(REC) that meets quarterly. The REC was created by statute in 1987 during government reorganization.
Current members are:

e Holly Lyons, Fiscal Services Division Director, LSA
e Richard Oshlo, Department of Management
¢ David Underwood, Door Group, Inc (retired CFO).

The December estimate must be used by the Governor in the preparation of the budget message and
by the General Assembly in the budget process. If the REC reduces the December estimate at a later
meeting held before the end of the Legislative Session (usually held in March or April), the Governor
must adjust the budget recommendations to account for the reduction in revenue. In addition, the
General Assembly is also required to use the lower estimate for establishing next year’s budget. This
happened in FY 2010. The March 20, 2009 REC estimate was $269.9 million less than the December
estimate. The Governor submitted a revised budget on April 3.

If the REC increases the estimate above the December figure, the Governor and General Assembly are
required to use the lower estimate established in December. This provision was notwithstood for three of
the last five fiscal years: FY 2006, 2007, and 2009, but not for FY 2008 or FY 2010.

2005 Session: Used April 2005 REC for FY 2006 budget. Added $85.0M ($84.2M after expenditure limit)
2006 Session: Used March 2006 REC for FY 2007 budget. Added $46.2M ($45.7M after expenditure limit)
2007 Session: Used December REC for the FY 2008 budget.

2008 Session: Used April REC for the FY 2009 budget. Added $49.1M ($48.6M after expenditure limit)

On December 11, 2009, the REC estimated FY 2011 total State net General Fund revenues,
excluding transfers, at $5.336 billion. This reflects revenue growth of 1.5% compared to the
December REC estimate for FY 2010.

Including transfers, the December REC estimated General Fund FY 2011 revenues at $5.403
billion, $2.0 million (0.0%) above the estimated FY 2010 level.
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FY 2010 AND FY 2011 REC GENERAL FUND REVENUE PROJECTIONS

Deposited To Other Funds

(Dollars in Millions)
% Change REC % Change REC % Change
FY 09 vs. FY 10 FY 10 Est. FY 11 FY 11 Est.
FY 09 FY 08 Estimate vs. FY 09 Estimate vs. FY 10
Tax Receipts Actual Actual 11-Dec-09 Actual 11-Dec-09 Estimate
Personal Income Tax $3,330.7 -0.9% $3,210.6 -3.6%  $3,225.6 0.5%
Sales/Use Tax 2,327.4 16.4% 2,205.2 -5.3% 2,228.2 1.0%
Corporate Income Tax 416.5 -13.9% 341.2 -18.1% 341.1 0.0%
Inheritance Tax 75.4 -3.8% 65.0 -13.8% 69.6 7.1%
Insurance Premium Tax 90.0 -19.4% 82.0 -8.9% 89.4 9.0%
Cigarette Tax 215.8 -6.0% 201.1 -6.8% 197.0 -2.0%
Tobacco Tax 23.0 8.5% 24.5 6.5% 24.5 0.0%
Beer Tax 14.7 1.4% 14.4 -2.0% 14.4 0.0%
Franchise Tax 33.7 -10.4% 30.3 -10.1% 33.0 8.9%
Miscellaneous Tax 2.4 140.0% 1.3 -45.8% 1.4 7.7%
Total Tax Receipts $6,529.6 3.0% $6,175.6 -5.4% $6,224.2 0.8%
Other Receipts
Institutional Payments $15.5 4.0% $14.7 -5.2% $14.7 0.0%
Liquor Profits 85.5 18.1% 81.0 -5.3% 82.6 2.0%
Interest 14.6 -42.3% 5.0 -65.8% 5.0 0.0%
Fees 77.7 -5.4% 50.5 -35.0% 49.0 -3.0%
Judicial Revenue 98.8 9.8% 114.0 15.4% 114.0 0.0%
Miscellaneous Receipts 39.8 10.6% 36.3 -8.8% 34.5 -5.0%
Racing and Gaming 60.0 0.0% 66.0 10.0% 66.0 0.0%
Total Other Receipts $391.9 2.9% $367.5 -6.2% $365.8 -0.5%
Gross Tax & Other Receipts $6,921.5 3.0% $6,543.1 -5.5% $6,590.0 0.7%
Accrued Revenue (Net) $17.2 $-13.9 $18.2
Refunds (Accrual Basis) $-803.9 19.1% $-901.0 12.1% $-898.0 -0.3%
School Infras. Refunds (Accrual) -$385.8 $-369.3 $-374.2
Total Net Receipts $5,749.0 -4.5% | $5,258.9 -8.5% $5,336.0 1.5%
Transfers (Accrual Basis)
Lottery $56.6 2.4% $58.0 2.5% $62.0 6.9%
Other Transfers 128.4 1237.5% 84.3 -34.3% 5.2 -93.8%
Net Receipts Plus Transfers $5,934.0 -2.5% $5,401.2 -9.0%  $5,403.2 0.0%
Estimated Gambling Revenues $216.2 -2.0% $206.7 -4.4% $201.3 -2.6%

Note: The Revenue Estimating Conference estimated FY 2010 and FY 2011 General Fund revenues on December 11,
2009. The individual revenue items are projected on a July 1 to June 30 gross cash year basis and do not reflect

accrued revenues. The revenue total is adjusted for accruals by the Accrued Revenue (Net) line at the bottom of the
table. Tax refunds, school infrastructure refunds, and transfers are estimated on a fiscal year basis.
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The following pie chart illustrates the breakdown of estimated FY 2011 General Fund receipts by
category.

FY 2011 Estimated Net General Fund Receipts
Gross receipts minus transfers - Dollars in millions

Other Receipts,
$367.5

Transfers, $67.2
1.2% —— 7

Personal Income,
$2,558.1

Other Taxes,
$417.3

Sales/Use Tax,
$1,805.0
Corporate Income,
$188.1

Staff Contact: Jeff Robinson (515-281-4614) jeff.robinson@legis.state.ia.us
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REVENUE AND ECONOMIC OUTLOOK

National Economy

National Recession — On December 1, 2008, the Economic Cycle Dating Committee of the National
Bureau of Economic Research (NBER) announced the U.S. economy entered a recession in December
2007. The Committee noted the average recession in the post-World War II era has lasted ten months.
The Committee has not announced an end to the recession and will not do so until the data indicate
clearly the economic contraction has ended and an end month can be determined with certainty.

The Committee defines a recession as a significant decline in economic activity spread across the
economy, lasting more than a few months, normally visible in production, employment, real income, and
other indicators. The Committee does not define a recession as simply two consecutive quarters of
decline in real Gross Domestic Product.

According to the Committee, a recession begins just after the economy reaches a peak of activity and
ends as the economy reaches its trough. Between trough and peak, the economy is in expansion.
Expansion is the normal state of the economy; most recessions are brief. The Committee waits until the
data show whether or not a decline is large enough to qualify as a recession before declaring a turning
point in the economy is a true peak marking the onset of a recession. Recession determinations by the
NBER occur well after the recession starts, and often after the recession is later determined to have ended.

The following table shows that over the 38 years prior to the start of the recession in December 2007,
there were six recessions lasting a total of 65 months, 14.3% of the total 456-month timeframe.

United States Business Cycle
National Bureau of Economic Research
Business Cycle Dating Committee
Seven most recent recessions

End of End of Length of Length of
Expansion  Contraction  Expansionin  Recession

(Peak) (Trough) Months in Months
Dec. 1969 Nov. 1970 106 11
Nov. 1973 Mar. 1975 36 16
Jan. 1980 Jul. 1980 58 6

Jul. 1981 Nov. 1982 12 16

Jul. 1990 Mar. 1991 92 8
Mar. 2001 Nov. 2001 120 8
Dec. 2007 73

Contractions (recessions) start at the peak of a business
cycle and end at the trough.

Peaks in the four-week average of U.S. unemployment initial claims have correlated well as an indicator
of the end of past economic recessions, with recession ends dating to within six weeks of the peak in
those claims. The following chart shows the historic pattern of U.S. initial claims, with the vertical
shaded bars indicating U.S. recessions. Initial claims peaked at the end of April 2009. If this indicator
holds true for the most recent recession, it will eventually be declared ended sometime in the late spring
or early summer of 2009. An ending date of May 2009 or later will make the recent recession the longest
since the Great Depression.
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Chart 1 - U.S. Initial Unemployment Claims - Four week average
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Economic Cycle Research Institute — The Economic Cycle Research Institute (ECRI) is an
independent institute dedicated to economic cycle research. Their mission is to advance the tradition of
business cycle research established at the NBER and Center for International Business Cycle Research
(CIBCR). The ECRI Weekly Leading Index is designed to be clearly cyclical and is constructed as a
weighted average of seven key economic data series designed to predict economic conditions in the near
term. The Index is designed to turn down before a recession and turn up before an expansion. The Index
is presented in Chart 2, with arrows indicating the current and five previous recessions. The Index is

currently indicating considerable improvement since spring 2009, but economic activity is still
significantly below the prerecession peak.

Chart 2 - Economic Cycle Research Institute Weekly Index
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Consumer Confidence — Researchers at the University of Michigan conduct a monthly survey of
consumers to determine the views and expectations of consumers concerning their sentiment for the
present and future direction of the U.S. economy. One segment of the survey is called the Index of

Consumer Expectations. The Index focuses on how consumers view prospects for the general economy
over the long term.

Chart 3 presents a 12-month moving average of the Index. The chart shows consumer confidence as
reported through the Index reached a peak in the second half of calendar year 2000. Since reaching that
peak, consumer confidence has declined considerably and is now at a level not recorded since the late
1970s. The consumer confidence reading has now been below 80 since October 2005 (52 months).
Previously, the reading had not been consistently below 80 since 1994.

Chart 3 - University of Michigan Index of Consumer Expectations
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U.S. Retail Sales — The U.S. Census Bureau produces monthly estimates of total national retail sales,
with subcategory detail showing a breakdown by type of retail establishment. The 12-month moving
retail sales total peaked in July 2008 at $4.507 trillion dollars. The 12-month total of retail sales declined
for fifteen straight months before increasing modestly in November and December. The annual total is
now 8.1% below the July 2008 peak. The dataset starts with 1992. Prior to the recent downturn, the series
decreased in only four of 187 months. Iowa General Fund sales/use tax receipts depend on the retail sale
of taxable items. Excluding three categories of retail sales that are not generally subject to General Fund

sales/use tax (food stores, gasoline stations, and motor vehicle dealers); total national sales peaked in
September 2008 and have decreased 3.1% since that time.

37



Economic Outlook

Chart 4 - U.S. Retail Sales
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U.S. Home Construction — The U.S. Census Bureau produces monthly estimates of U.S. new home
construction. The 12-month moving average peaked in March 2006 at 2,085,000 annual units (Chart 5).
Through December 2009, housing starts for the preceding 12 months totaled 552,000, or a drop of 73.5%
from the 2006 peak. The top line in the following chart is read from the left axis and provides the annual
total of home starts from 1978 on. The bottom line, read from the right axis, provides the percentage
change in the number of annual housing starts, compared to the last peak. The bottom line shows that
the drop experienced since the recent peak is far more severe than the drops experienced in the previous
four recessions.

Chart 5 - U.S. New Residential Construction - 12-Month Average
2.250 [ 1 40%

N\ T 30%

— % Change Since Previous Peak (Right) /r\/'
20%

| o\ A oo
- WAL | R
1:000 \J / \/\ /f ” 720:/0
750 \/\ / \\,, / \ \ J jz;:
- \ / \\\ + -50%

— New Residential Construction, in Thousands of Units (Left)
2,000 7

T 0%

\ 1 -70%

L -80%
© o o < © o] o o < © e o o < ©o «© o
~ [=°) © 0 0 0 (s} (=2} OP o o o o o o o —
i S
© © © [ [+ © © © © [+ [+ © © © © © [+
s &8 8 &8 8 8 8§ & 8 § 8 8 8 § 8 8 8§

U.S. Employment — Using seasonally adjusted numbers, year-over-year job growth peaked in March
2006 at 2,870,000 jobs and U.S. nonfarm employment peaked in December 2007 at 138,152,000. Annual
job growth turned negative in May 2008 and now stands at negative 4,164,000 jobs (December to
December) and is 7,242,000 below the December 2007 peak. This annual job loss exceeds the maximum

annual loss shown in each of the past five recessions [see the red line (U.S. Employment Growth) on
Chart 6].
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Chart 6 - U.S. Employment and Year-over-Year Growth
Seasonally Adjusted Nonfarm Employment
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Iowa Economy

Iowa Employment — After recovering in the mid-1980s from the lingering effects of the farm crisis,
Iowa total employment, as well as Iowa’s percent of total U.S. employment, increased each year for ten
years (1987 through 1996). Iowa nonfarm employment continued to grow through 2000, although Iowa’s
percent of total U.S. employment began to decline. After the 2000 employment peak, the lowa economy
lost almost 40,000 nonfarm jobs before rebounding in late 2003. Iowa nonfarm employment peaked again
in October 2008, when the annual average reached 1,525,400 jobs. Through December 2009, the annual
average has fallen 40,000 jobs from the October 2008 peak.

Iowa’s share of total U.S. nonfarm employment declined throughout the economic downturn of the
early 2000s as well as the economic recovery that followed, indicating employment gains in lowa were
not as strong as those of the entire nation. From the prerecession peak (August 1996) through the start of
the U.S. recession (December 2007), the Iowa/U.S. employment ratio fell from 1.16% of all U.S. nonfarm
jobs to 1.10%. Essentially this ratio shows that in December 2007, 110 of every 10,000 jobs in the U.S. were
Iowa jobs, down from 116 in 1996. With the recent downturn in the U.S. economy, the calculation has
risen to 112. Chart 7 shows the 12-month average of lowa nonfarm employment as well as the ratio of
Iowa employment to U.S. employment since 1973.
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Chart 7 - lowa and U.S. Nonfarm Employment
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Chart 8 also shows the path of Jowa nonfarm employment since 1973 and includes the year-over-
year growth in employment (red line — Annual Employment Growth). The chart shows clearly the
severity of the farm crisis and the dual recessions of 1980 and 1981. Although the Iowa employment
growth rate peaked in June 2006, the rate of decline has been much slower than the decline in U.S.
employment growth. Comparing the red lines on Chart 8 and Chart 6, it is clear that while the December
2007 recession is much more severe from a U.S. economy perspective than any other recession in the past
35 years, the impact on the Iowa economy is not as severe as the dual recessions of the early 1980s. As a
note of interpretive caution, monthly employment numbers as provided by the U.S. Department of Labor
are subject to revision, with significant changes possible for the most recent calendar year. The revision

takes place in the early spring.
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Chart 8 - lowa Employment and Year-over-Year Growth
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Chart 9 depicts Iowa job losses around recessions of the early 1980s, early 2000s, as well as the
recession that started December 2007. The chart shows the recession of the early 1980s was equivalent to
a 140,000 job loss recession today and the recession of the early 2000s was equivalent to a 40,000 job loss
recession. The recent recession, at least in terms of Iowa job losses, is only fourteen months old and is so

far considerably steeper than the recession of the early 2000s.
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Chart 9 - lowa Job Losses Around Significant Recessions
Computed from Annual Average of Nonseasonally Adjusted Numbers
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Iowa General Fund Revenues

Iowa’s income, sales/use, and corporate taxes raise approximately 86.3% of the revenue deposited in
the State General Fund each year (FY 2008 data — net fiscal year basis, excluding transfers). The amount
of revenue generated by each of these funding sources depends on the level of economic activity in the
State during a fiscal year (employment, consumer expenditures, business and government expenditures,
etc.). Assuming other tax factors are equal (tax base and tax rates), a growing economy will produce
more tax revenues than a static economy.

The previous paragraphs on the recent condition of the national and Iowa economy show the
economy slowed in the fall of 2000, with an official U.S. recession starting in March 2001 and ending in
November of the same year. lowa General Fund revenue declined during that period and for two and
one-half years after the recession ended. The previous information also shows the national economy
entered another recession in December 2007. The information also indicates that over the most recent two
years, lowa employment growth has fared better than the national experience.

Chart 10 provides the one-year moving total of net General Fund revenue, excluding transfers. The
chart also provides REC estimates for FY 2010 and FY 2011. The recession of the early 2000s officially
started in March 2001, but lowa net General Fund revenue reached a peak in October 2000 and did not
start to show positive growth again until December 2003, 38 months later and well after the end of the
recession. The current recession officially started in December 2007, but lowa net General Fund revenue
did not start to decline until the fall of 2008.
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Chart 10 - General Fund Net Revenue
One Year Moving Total
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Chart 10 also provides the Revenue Estimating Conference (REC) estimates for net General Fund
revenue, with the FY 2010 and FY 2011 estimates marking the path revenue must travel over the next 17
months to achieve the estimates.

In December 2009, the REC established an FY 2010 net General Fund revenue growth rate of
negative 8.5% (excluding transfers).

For FY 2011, the REC estimates growth will be positive 1.5%.

In dollar terms, net revenue is projected to decrease $490.1 million for FY 2010 and increase $77.1
million for FY 2011. With transfer revenue included, the FY 2011 estimated decline is $532.8 million and
the FY 2011 estimated increase is $2.0 million.

Staff Contact: Jeff Robinson (515-281-4614) jeff.robinson@legis.state.ia.us
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FEDERAL FUNDS

Estimated Federal Funds Received by lowa — FY 2010

(in millions)

Other
14.7%

Public Defense
8.8%

Human
I~ Senices
Regents | 47.6%
5.8%
Workforce
De\/(;I%p;/ment Education
. 0
Transportation 8.1%
8.0%
Estimated Percent of
Department FY 2010 Total
Human Services $ 3,259.4 47.6%
Education 552.0 8.1
Transportation 545.0 8.0
Workforce Development 477.6 7.0
Regents 399.7 5.8
Public Defense 602.4 8.8
Other 1,010.8 14.7
Department Total $ 6,846.9 100.0%
Note:
"Other" includes all State agencies reporting federal funds that were not
individually identified above.

American Recovery and Reinvestment Act (ARRA

On Feb. 13, 2009, Congress passed the American Recovery and Reinvestment Act of 2009. President
Obama signed it into law four days later. The Act authorized $787.0 billion in funding nationally. A
direct response to the economic crisis, the Recovery Act has three immediate goals:

¢ Create new jobs as well as save existing ones
¢  Spur economic activity and invest in long-term economic growth

e Foster unprecedented levels of accountability and transparency in government spending
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The Recovery Act intends to achieve those goals by:
e Providing $288.0 billion in tax cuts and benefits.

e Increasing federal funds for education and health care as well as entitlement programs (such as
extending unemployment benefits) by $224.0 billion.

e Making $275.0 billion available for federal contracts, grants and loans.

e Requiring recipients to report quarterly on the amount of monies spent, the status of the project, the
number of jobs created and/or saved, and other details, all of which are posted on Recovery.gov so
that the public can track where the total $787.0 billion of recovery funds are going and how they are
being spent.

In addition to offering financial aid directly to local school districts, expanding the Child Tax Credit, and
underwriting a process to computerize health records to reduce medical errors and save on health care
costs, the Recovery Act is targeted at infrastructure development and enhancement. For instance, the Act
plans investment in the domestic renewable energy industry and the weatherizing of 75.0% of federal
buildings as well as more than one million private homes around the country.

Construction and repair of roads and bridges as well as scientific research and the expansion of
broadband and wireless service are also included among the many projects that the Recovery Act will
fund.

While many of the ARRA projects are focused more immediately on jumpstarting the economy, others,
especially those involving infrastructure improvements, are expected to contribute to economic growth
for many years.

Funds Received by Iowa

Of the funds provided in the Act, through the end of the second quarter of FY 2010 [based on data