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As a result of the current economic recession, state revenues are declining throughout the country.
Missouri, along with 45 other states, has just begun grappling with how to adequately fund services while
facing significant revenue shortfalls in the current fiscal year (FY 2009 which ends on June 30, 2009) and
in the next fiscal year (FY 2010). The Governor’s office recently announced that the state expects a $261
million shortfall in the current year, followed by an estimated $400 million shortfall next year.! Although
the consensus general revenue estimate (agreed to by the Governor and the leaders of the General
Assembly) for FY 2010 is slightly higher than revenue for FY2009, it remains lower than FY 2008 (See
the table below).?

General Revenue Funds — Consensus Estimate as of January 2009
Actual Revenue Revised Estimate Consensus Estimate
FY 2008 FY 2009 FY 2010
Net General Revenue  $8.004 billion $7.687 billion $7.764 billion
Collections
Net Growth Rate -3.95% +1.00%

Why is Missouri’s Revenue Declining? It’s Not Just the Economy

The economy has clearly had an impact on the collection of revenue in Missouri and throughout the
nation. However, even prior to the economic downturn, Missouri was expecting a budget shortfall due to
an ongoing structural budget deficit.* Missouri’s revenue crisis, while magnified by the economic crisis,
is related in large part to significant erosion of state revenue brought about by policy change to decrease
revenue. Tax reductions enacted in the 2007 and 2008 legislative sessions cost Missouri more than $262
million per year when fully phased in. In addition, tax credit redemption grew dramatically from $182
million in 1999 to $500 million in 2008.

Missouri’s tax structure has also failed to keep pace with a changing economy, leading to further erosion
of the revenue base. One example is Missouri’s sales tax base. Consumer trends indicate that over time
greater numbers of consumers will utilize the Internet for purchasing of products. Missouri has not yet
updated its sales tax structure to allow the state to capture Internet sales in the way that it captures sales
on the same products in local shops.

! http://governor.mo.gov/newsroom/2009/FY 2010 Consensus Revenue Estimate.

% The Missouri Budget, Fiscal Year 2010 Summary, January 27, 2009 available at http://0oa.mo.gov/bp/budg2010/.

® For more information on Missouri’s structural budget deficit and it’s causes see “Missouri Faces a Critical Budget
Cliff: Ongoing Structural Deficit Places all Services at Risk”, Missouri Budget Project, July 2008, available at
www.mobudget.org
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The cumulative impact of tax reductions and an outdated revenue structure has led to an eroding revenue
base that can not meet inflationary needs to continue to adequately fund basic services. Missouri simply
doesn’t collect enough revenue to adequately fund basic services such as education, health care and
transportation. The structural deficit is a revenue problem, rather than a spending problem. Missouri’s
spending on services continues to be quite low when compared to other states, ranking 44™ lowest
nationally in state spending per capita; 44™ lowest in spending for K-12 education; and 46™ lowest in
spending for higher education®.

The Good News: Temporary Assistance is Likely to be Available

Because almost every state is facing revenue challenges similar to Missouri, the President and Congress
are working on an Economic Recovery Package. If enacted, the package will provide Missouri with
significant revenue over the next two years to prevent cuts in services, enhance services to help families
who are bearing the brunt of the recession, and strengthen the state’s infrastructure - all of which will help
stimulate the economy.® The Governor incorporated some of the expected federal funding in his proposed
FY 2010 budget.

The Economic Recovery Package is a short term solution to Missouri’s immediate crisis, but will not
resolve the ongoing structural budget deficit that the state faces. However, it does provide the state with
the time needed for the Governor and General Assembly to address revenue adequacy for the future.

The Governor’s Budget Priorities
On January 27, 2009 Governor Nixon gave his State of the State address and laid out his budget priorities

for FY 2010. Some of the highlights of the Governor’s priorities and areas that received increased
funding in his budget include®:

Jobs

9 Expands tax credits for the Quality Jobs program and the Missouri BUILD program. The
Governor did not itemize what the cost of these might be, and challenged the General Assembly
to send him a jobs package before the spring break.

9 A program to provide low interest loans to small businesses

T $15 million, including $4 million in new funding, for job training

1 $53 million, including $6.3 million in new funding, to expand the production of biodiesel fuels

9 $40 million to coordinate training of the healthcare workforce

1 $167 million, including $3 million in new funding, to maintain the current eligibility level for

subsidized child care. This is a critically important support for low income working families.

Elementary & Secondary Education

$3 billion to fully fund the Foundation Formula

$403 million for school transportation and food services, including $28 million in new funding
$30 million for the First Steps program, including $1 million of new funding

$359 million for early childhood special education, including $30 million in new funding

$26 million, including $5 million in new funding, for education of children with special needs
$56 million, including $4 million in new funding, for vocational rehabilitation
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* Morgan Quitno State Rankings

® The package is being debated by Congress at this time. For papers that discuss why funding state services is a
critical component of restoring the economy, and on the level of funding that Missouri can expect from the House
proposal, go to www.mobudget.org

® Ibid at 2
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Higher Education

1 Colleges received a commitment for funding that is not below the level they received in FY 2009,
in return for a promise to not raise tuition. The Governor’s budget provides $986 million to 2-
and 4-year colleges

1 Fully funds the Access Scholarships at $96 million, which includes an inflationary adjustment.
Currently, students who attend private schools are eligible for about twice the amount of tax-
payer funded scholarships than students attending public colleges. The Governor proposes to
change distribution guidelines for these scholarships so that the amount of scholarship for which a
student is eligible does not depend on whether he/she attends a public or private college.

1 Proposes Missouri Promise, a scholarship fund that builds on the A+ Program. A+ provides
scholarships to 2 year colleges to students who make, and keep, a commitment to provide
community service. Missouri Promise will offer an opportunity for students who complete two
years of college to complete a 4 year education at the public college of their choice. The
Governor’s budget adds an additional $26 million to the $25 million for the former A+ Program.

Health Care

1 The Governor’s budget proposes a total of $7.1 billion in funding, including federal state and
other funds, for Medicaid services. The amount includes an increase of $361 million to maintain
eligibility levels and services in Medicaid (MO HealthNet)

1 The budget provides an additional $231 million, including $37 million of general revenue to
expand health care for 62,000 Missourians, including 34,000 parents with incomes up to 50
percent of the federal poverty level (or incomes of $762 per month for a family of three) and
27,000 children. No details of the Governor’s plan to cover more children are available at this
time, however a portion of the funds is expected to be used for outreach to enroll children who
are uninsured, but already eligible for, Medicaid or CHIP coverage in Missouri.

9 No reductions are planned for Non-Medicaid consumers in the Department of Mental Health, and
to seniors or individuals with a disability that are served by the Department of Health & Senior
Services.

Fiscally Responsible, Effective Government
1 $79 million for a 3 percent pay raise for all state employees (Missouri’s state employees are
among the lowest paid in any state)
1 $96 million to maintain the current health care plan benefit for employees.

Proposed Cuts

In addition to the spending recommendations provided in the Governor’s budget proposal, the Governor
includes $261 million of cuts or reductions in services. The following table indicates the proposed
funding for each Department compared to the last two fiscal years.

Specific Programs Targeted for Cuts

Mid-Year cuts of approximately $261 million are expected in FY 2009 budget. The details of these cuts
have not been released at this point. As more information becomes available, the Missouri Budget Project
will provide updates. Cuts made in FY 2009 are expected to continue throughout FY 2010.

However, the Budget Summaries available on the Office of Administration’s web site provide some detail
about the Governor’s proposed cuts in FY 2010. The amount of detail available varies by
Departmen7t/Division. Programs targeted for cuts in comparison to FY 2009 Appropriations include the
following:

" See summary at the Missouri State web site, in the Office of Administration, Division of Budget and Planning at
http://www.0a.mo.gov/bp/budg2010/

Page 3 of 5


http://www.oa.mo.gov/bp/budg2010/

Fiscal Year 2010 Governor’s Recommended Budget
Includes All Funds (Federal, State and Earmarked)

FY 2008 FY 2009 T OAOT T 06

Expenditure | Appropriation | 2010

(in$ (in $ millions) | Recommendations

millions) (in $ millions)
Public Debt 92.2 98.2 92.1
Elementary &
Secondarnyducation 51152 53471 5407.7
Higher Education 1,124.9 1,267.2 13449
Revenue 455.6 441.6 436.7
Transportation 2,200.1 2458.2 2274.2
Office of Administration 274.3 3191 308.0
State Employee Benefits 786.1 837.4 954.7
Agriculture 49.0 76.7 81.0
Natural Resources 255.0 328.2 3204
Conservation 139.1 1455 1455
Economic Development 233.2 3158 3118

nsurance, Financial Institutions and

Il3rofessional Registration 29.9 36.9 374
Labor and Industrial Relations 135.6 127.3 146.0
Public Safety 538.9 5275 527.4
Corrections 597.5 670.1 674.6
Mental Health 1072.2 1159.5 1,218.3
Health and Senior Services 801.8 855.2 898.2
Social Services 6,208.0 6,890.1 7,369.9
Elected Officials 1131 116.6 120.7
Judiciary 181.6 1899 189.1
Public Defender 34.6 372 38.1
General Assembly 31.6 34.6 35.7
Real Estate 138.1 146.6 150.7
Operating supplemental 146.6
Total Operating Budget 20,607.7 22,573.0 23,083.1

Department of Social Services
Office of the Director: 15.25 FTE (full time employees) in staff reduction

Family Support Division:

Staff Training is cut by $103,000

Missouri Mentoring Partnership is cut by $200,000

Kids Mentoring Program is transferred to the Department of Corrections ($500,000)
Adolescent Boys’ Program is eliminated ($300,000)

Child Support Field Staff and Operations is cut by $3.1 million

3.5 FTE staff reduction
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Children’s Division:

Funds to support attaining Accreditation are cut by $2.9 million

Staff training is cut by $176,000

Adoption and Guardianship subsidies are cut by $2.5 million
Residential Treatment and Psychiatric Diversion is cut by $5.9 million
Iv-E Court contracts are cut by $300,000

Purchase of child care is cut by $1.5 million

2.0 FTE in staff reduction
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MO HealthNet Division:
$12.6 million core reduction of the Health Care Technology Fund Transfer

The Governor recommended increases in most areas in the MO HealthNet Division. The most significant
increases include:

1 $143 million to cover 34,000 parents with incomes up to 50 per cent of the federal poverty level
including $14.2 million in general revenue
$81.8 million to cover an additional 27,609 children, including $22.8 million in general revenue
$70.6 million for anticipated increases in the pharmacy program, including $10.7 million in
general revenue

)l
il

Department of Mental Health

From the detail available in the budget summary, it appears that most cuts in the Department of Mental
Health are in employee (FTE) positions. There is a reduction of 292 FTE in the Division of
Comprehensive Psychiatric Services, and 22 FTE in the Division of Developmental Disabilities. The
Missouri Budget Project assumes that these are primarily due to increased privatization of services.

Department of Health & Senior Services
Little detail is available in the Budget Summary for the Department of Health and Senior Services.
There is a:

1 $6.7 million cut in the budget of the Division of Community and Public Health

1 $38.4 million cut in the Division of Senior and Disability Services

9 Slight increase in the budget of the Division of Regulation and Licensure, but a cut of 10 FTE.

Additional Departments with Significant Proposed Cuts in Personnel:
Department of Transportation — 339 FTE

Department of Corrections — 134 FTE

Department of Elementary and Secondary Education — 114 FTE
Department of Revenue — 113 FTE

The nission of the Missouri Budget Projectdsadvance public policies that improve economic opportunities for all
Missourians, particularly low and middle imee families, by providing reliable and objective research, analysis and
advocacy. Contact the MBP through our websitenatv.mobudget.org
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