Department of Administration
BUDGET OFFICE

One Capitol Hill
Providence, R.I. 02908-5886

Memorandum

To: ~ The Honorable Lincoln D. Chafee
Governor

Richard A. Licht, Director :
Department of Administration
From: Thomas A. Mullaney Q/ o X
Executive Director/Stat€ Budget Officer
Date: November 15, 2012

Subject: FY 2013 First Quarter Report

Section 35-1-5 of the Rhode Island General Laws states that the Director of Administration
shall "direct the State Budget Officer to project on a quarterly basis the anticipated year-end
balance assuming current trends continue and the typical cyclical expenditure patterns prevail
over the course of the year. A consolidated quarterly report incorporating the current status and
projections shall be released to the public within forty-five days of the end of each quarter.”
This report demonstrates compliance with this section of the General Laws.

The first quarter report for FY 2013 contains estimates of annual expenditures based upon
analysis of expenditures through the first quarter of FY 2013 (July 1, 2012 through September
30, 2012), as well as caseload and medical assistance expenditure estimates and revenue
estimates adopted at the November 5, 2012 and November 9, 2012 Caseload and Revenue
Estimating Conferences. The projected fiscal year 2013 balance, based upon these assumptions,
is estimated to show a $48.2 million surplus.

Despite the projected overall surplus, there are several agencies forecasting deficits in FY 2013
as of their first quarter reports. These include the Departments of Behavioral Healthcare,
Development Disabilities and Hospitals, Children, Youth and Families, Human Services,
Corrections, Military Staff and Environmental Management. The Budget Office is working
closely with these agencies to achieve the Governor’s goal to eliminate the need for
supplemental appropriations and identify both action plans to resolve deficits and to identify
savings in current year spending plans. :
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The Budget Office continues to review department and agency FY 2013 revised expenditure
plans in conjunction with the FY 2014 budget process. Any changes recommended by the
Governor to the FY 2013 enacted appropriations, or adopted revenues, will be incorporated in
the Governor’s proposed supplemental appropriations act, which under current law must be
submitted to the General Assembly no later than Thursday, January 17, 2013.

FY 2012 Closing

The State Controller issued his preliminary unaudited FY 2012 closing report on August 30,
2012. This report reflected a $115.5 million general fund surplus. General revenues exceeded
the final enacted estimates by $12.9 million, while general revenue expenditures were lower
than final enacted appropriations by $29.4 million. Under current law, upon issuance of the
final audited statements, the State Controller is required to transfer all general revenues
received in excess of the estimates adopted for that fiscal year, net of the transfer to the state
budget reserve and cash stabilization account, to the employee’s retirement system. Based on
the preliminary closing report, the State Controller estimates this transfer at $12.5 million.

The projected budget surplus of $48.1 million for FY 2013 is the result of an opening surplus of
$115.5 million ($21.7 million more than the enacted opening suplus of $93.9 million),
reappropriations of $7.7 million, a current year revenue increase of $7.5 million, which is offset
by a $0.9 million increase in reserve fund contributions and spending projected below enacted
appropriations of $19.8 million.

General revenue receipts are expected to be $7.5 million more than enacted. Taxes are expected
to exceed the enacted estimates by $5.2 million, while departmental revenues and other
sources, including lottery revenues, are expected to also exceed enacted estimates by $2.3
million. The November Revenue Estimating Conference estimates that revenues will be
$3,328.4 million, which is $7.5 million more than the enacted estimate of $3,320.9 million for
FY 2013. The Conference’s estimates reflect recent revenue trends and expected collections
based upon the economic forecast.

Table 1 demonstrates that available resources, net of reserve fund contributions, have been
adjusted upward from the enacted budget by $36.0 million. This includes the additional balance
forward from FY 2012 of $21.7 million, reappropriations of $7.7 million, additional revenues
estimated at the Revenue Estimating Conference of $7.5 million, offset by additional reserve
fund contributions of $0.9 million. Expenditures decrease by a net of $12.1 million, including
$7.7 million of reappropriations from FY 2012 and $24.3 million in reduced costs estimated by
the Caseload Estimating Conference.

Table 2 shows the enacted budgets by agency, as contained in Article 1 of the FY 2013
Appropriations Act, and identifies projected expenditure changes for each agency. The
projected changes, which are discussed in more detail below, essentially reflect the extent to
which an agency will or will not be able to remain within its enacted budget allotments.
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Revenue Projections

Table 3 displays the revenue estimates of the November 9, 2012 Revenue Estimating
Conference, as compared to those contained in the enacted budget. The revenue increases
reflect a slow recovery in the economy, with anticipated modest decreases in unemployment
through the remainder of FY 2013, as reported by Economy.com’s economic forecast, which
was adopted by the November Revenue Estimating Conference.

Budget Reserve Fund Resources

Based on the preliminary audit, the Budget Reserve Fund was fully funded at $153.4 million as
of June 30, 2012. Using the revised revenue estimates for FY 2013, the transfer to the Budget
Reserve Fund will increase by $875,666 compared to the enacted budget. The balance in the
Budget Reserve Fund is projected to be $172.2 million as of June 30, 2013.

Personnel Vacancies

Although the Administration has not instituted a hiring freeze for FY 2013, the Budget Office
has been reviewing all requests to fill vacancies and has restricted hiring to only critical
vacancies. The payroll projections included in this first quarter report are based upon the
positions filled as of the end of September, with adjustments for some position vacancy refills
for the balance of the fiscal year.

Overall, net projected general revenue spending for FY 2013, as compared to the enacted
budget, is approximately $19.8 million less than appropriated. Major expenditure changes
include:

Agency/Major Item (Surplus)/Deficit
Reappropriations $7,726,521
Administration — Facilities Mgt — Natural Gas/Electricity Expenses ($1,300,000)
Administration — Facilities Mgt — Sewer Rates — Pastore Center $350,000
Administration — Department-wide — Turnover Savings ($860,000)
Secretary of State — Historical Records Trust Revenue Shortfall $53,000
Secretary of State — Quick Start Application $40,000
OHHS — United Health Infrastructure Project $500,000
OHHS — Data Management/Other Contract Services (3$360,000)
OHHS - Caseload Estimating — Medicaid ($24,327,393)
Human Services — SSI/GPA $59,761
Human Services — Unachieved Turnover $760,000
DCYF — Medicaid Personnel Cost Allocation Error $1,321,000
DCYF — Litigation Costs $100,000
BHDDH — Overtime/Personnel $3,300,000
BHDDH - Hospital and Community Support ($236,000)
BHDDH - Behavioral Healthcare — Health Homes ($1,700,000)
Education — E-Rate Match $400,000
Education — School Housing Aid ($2,510,282)
Corrections — Housing Modules $2,100,000
Corrections — Per Capita Inmate Costs-Medical Services $921,000
Public Safety — State Police Personnel Savings ($2,300,000)
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Public Safety — Operating — Military Supplies $1,150,000
Public Safety — Pay-as-you-go Pensions ($150,000)
Military Staff — Operating Increase to Match Federal Funds $207,000
Military Staff — Funeral Honors $52,000
Environmental Management — Headquarters Rent $125,000
Environmental Management — Unachieved Turnover/Holiday Pay $245,000
Net All Other Changes $992,022

Total All Changes ($12,071,371)

Reappropriations

As required under Rhode Island General Law 35-3-15 (a), the Governor recommended the
reappropriation of unexpended and unencumbered balances in the general revenue
appropriations of the General Assembly and the Judiciary. The total amounts reappropriated
were $6,337,390 and $135,941, respectively. In addition, the Governor recommended
$1,253,190 in reappropriations for several other agencies, as shown in the following table.

Agency/Major Item Reappropriation

General Assembly (per RIGL 35-3-15 (a)) $6,337,390
Judiciary (per RIGL 35-13-15 (a)) $135,941
Attorney General — Tobacco Litigation $40,401
General Treasurer — 50 Service Avenue Move $58,300
Department of Administration $146,432
Department of Revenue $95,424
Ethics Commission $4,234
Office of Health and Human Services $379,593
Department of Corrections $523,480
Public Defender $5,326
Total Reappropriations $7,726,521

Agency Specific Changes

Department of Administration

The Department of Administration is projecting a net surplus of $1.5 million. The department
has been able to capitalize on the historically low natural gas rates and lock in pricing for the
next sixteen (16) months, which is the maximum extension allowed under the contract with the
State’s current provider. This results in a surplus in natural gas funding of approximately $1.3
million, which is in part offset by an increase of $350,000 in sewer rates in Cranston at the
Pastore Center. In addition, the department is projecting approximately $860,000 in personnel
savings due to vacancies.

Secretary of State

The Secretary of State’s Office is projecting a deficit of approximately $170,000. This is
comprised of two main items. First, the Quick Start Application project, for which $190,000
was appropriated by the General Assembly in FY 2011, ended FY 2012 with a surplus of
$40,000. However, the Office did not request to have these funds reappropriated and the FY
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2013 Appropriations Act did not include a provision for automatic reappropriation as the FY
2012 act had. The Office requests these funds be included in its F'Y 2013 supplemental budget
to complete this project. Second, the Office is projecting that revenues from the Historical
Records Trust restricted receipt account will not be sufficient in FY 2013 to cover the same
share of operating costs as it has in prior years. The Office requests that $53,000 in general
revenue be provided to fund these costs in the revised budget.

Office of Health and Human Services — Caseload Conference

The November Caseload Estimating Conference projected reduced costs of approximately
$24.3 million in general revenue funding. Within the Medical Assistance (Medicaid) program,
a surplus of $24.3 million is projected based on the consensus estimates. The most significant
revisions to the enacted budget for Medical Assistance are contained within the managed care
segment of the program, which encompasses Rite Care, Rite Share, and Rhody Health Partners.
In total, the Conferees lowered general revenue expenditures estimates for these programs by
$24.1 million, due primarily to lower-than-anticipated average capitation rates coupled with
tepid enrollment. These modifications incorporate actual FY 2013 monthly costs per member
and more updated caseload data, both of which are trending lower than those embedded in
enacted estimates.

Also included in the November consesus estimates for Medical Assistance were offsetting
expenditure adjustments to non-managed care Medicaid categories, most notably an increase of
$3.6 million for long term care services (nursing facilities, hospice care, and home and
community-based services) and decreases of $2.4 million and $1.2 million for “other” medical
services and fee-for-service hospital payments, respectively.

Office of Health and Human Services — Other Programs

Outside of the Medical Assistance program, the Office is projecting a deficit of approximately
$645,000. This includes an increase of $500,000 for the United Health Infrastructure Project,
offset in part by reductions for other contract services of $360,000.

Department of Human Services — Caseload Conference

The Supplemental Security Income (SSI) program for FY 2013 is estimated to require an
additional $320,612 than enacted. This is the combined result of increased estimates for both
the SSI caseload and the cost per person relative to enacted levels. The caseload is anticipated
to decrease by 540 persons, from 33,800 to 33,260, while the estimated cost per person was
revised from $44.75 to $46.35.

The General Public Assistance (GPA) program for FY2013 is estimated to require $260,851
less than enacted. This is due to anticipated reductions within two of the three categories of
assistance that comprise GPA. The caseload of the “Bridge” program, which provides
provisional cash assistance for those eligible for Medicaid with a pending SSI application, was
reduced by 75 persons relative to the enacted estimate, while the cost per person was also
decreased by $0.40. Estimators also downwardly revised general revenue expenditures under
the GPA Medical program from $759,338 to $599,707, given lower year-to-date utilization of
this benefit.
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Department of Human Services

The Department of Human Services is projecting a net shortfall, excluding the caseload
conference changes, of $760,000. This is primarily due to projected shortfalls in personnel
funding in the various department programs.

Department of Children, Youth and Families

The Department of Children, Youth and Families is projecting a deficit of $1.4 million. The
Jargest component of this deficit is due to a miscalculation by the department in the allocation
of costs to Medicaid funds in FY 2012. This error was discovered recently and the department
met with the State Controller to provide the necessary documentation for a potential audit
adjustment prior to completion of the final audit for FY 2012. If an audit adjustment is made,
the carry forward from FY 2012 would be reduced by $660,000, thereby impacting the opening
surplus described above. If the State Controller and Auditor General determine that an audit
adjustment is not warranted, the department will need to reflect a change in cost allocations to
federal Medicaid accounts in FY 2013. The department’s FY 2013 budget was based on the
incorrect allocations used in FY 2012 and thus a similar adjustment between general revenue
and federal funds will likely be requried in the current fiscal year.

The department also projects additional expenditures associated with a lawsuit in which the
department is the defendant. It is difficult at this time to estimate the costs that will be incurred
as a result of this lawsuit, but to date the department has expended and/or encumbered just over
$100,000 for this purpose.

Department of Behavioral Healthcare, Developmental Disabilities and Hospitals

The Department of Behavioral Healthcare, Developmental Disabilities and Hospitals is
projecting a deficit of $1.1 million. Savings of $236,585 have been achieved in the Hospital
and Community System Support program from additional turnover savings and $1.7 million in
the Behavioral Healthcare program due to a decrease in spending in health homes. Offsetting
these savings are increased expenditures of $1.8 million in the Developmentally Disabled
program and $1.2 million in the Hospital and Community Rehabilitative Services program
from increased overtime costs. The department has begun a process of Continuous
Recruitment in order to address overtime demand and has worked with the unions to increase
the number of seasonal workers in certain classifications, the incumbents from which can more
easily move into full time positions.

Department of Elementary and Secondary Education

The Department of Elementary and Secondary Education is projecting a surplus of $2.2
million. School Housing Aid is forecast to be $2.5 million less than enacted based on certain
school districts not completing projects in time to be eligible for reimbursement in FY 2013.
Offsetting this decrease is a request for $400,000 to match E-Rate federal funds. The enacted
budget did not include this additional funding with an expectation that the debt authorization of
$20.0 million approved for technology infrastructure in local schools could be used as match to
the federal E-Rate funds. Upon further investigation by the department, it has determined that
the use of these capital expenditures as match will not be allowed and thus the department
requests general revenue to cover the shortfall.
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Department of Corrections

The Department of Corrections is projecting a net deficit of $4.7 million. The Institutional
Custody and Security program represents the largest component of this deficit totaling $2.1
million, and is primarily in personnel costs. This deficit is in part attributable to opening
additional housing modules as a result of the closure of the Medium Price facility. Due to
inmate census, additional modules that were not planned to be opened under the enacted
funding levels are needed to accommodate additional inmates, resulting in higher costs to man
and operate these modules. Overtime expenses are projected to be approximately $4.0 million
more than enacted. The department is also projecting additional per capita inmate costs of
$921,000.

Department of Public Safety

The Department of Public Safety is projecting a surplus of $918,946. The surplus is primarily a
result of $2.3 million in savings in the State Police program, due to ten (10.0) retiring troopers,
one (1.0) retirement in maintenance staff and delayed promotions throughout the program. The
savings in the State Police program are offset by additional requests for military supplies of
$1.15 million to upgrade and replace aging equipment. = The cost of the pay-as-you-go
pensions for State Police retirees has been revised downward by approximately $150,000.

Military Staff

The Agency is projecting a net deficit of $331,000, of which $207,000 is for maintenance in
order to match increases in available federal funds. The Agency has also requested to increase
the budget for Funeral Honors by $52,000 in order to substitute for a decline in federal funds.

Department of Environmental Management

The Department of Environmenatl Management is projecting a deficit of $337,000. This
includes a request to restore general revenue funding of $125,000 for rent that had been shifted
to a restricted receipt account in the enacted budget. In addition, the department is projecting
that it will not be able to achieve approximately $150,000 of the turnover savings included in
the enacted budget. A shortfall of $91,500 is also projected in holiday pay in the seasonal
recreation program.

The Budget Office is currently reviewing the FY 2013 revised and FY 2014 budget requests
submitted by the various state departments and agencies and will work with them to take
actions to effectively and efficiently use taxpayer dollars and to develop plans to reduce
expenditures to meet the available resources not only for FY 2013, but also to address the
projected FY 2014 current services level deficit.

If you have any questions concerning this first quarter report, please feel free to contact me.

TAM: S/14budget/FY 2013 Revised/Q1/Q1report
Attachments

cc: The Honorable Helio Melo, Chairman
House Finance Committee
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The Honorable Daniel DaPonte, Chairman
Senate Finance Committee

Sharon Reynolds Ferland, House Fiscal Advisor
Stephen Whitney, Acting Senate Fiscal Advisor

Peter Marino, Director, Office of Management and Budget




Table 1 - FY 2013 General Revenue Budget Surplus

Surplus
Opening Surplus
Audit Adjustments
Reappropriated Surplus
Subtotal

General Taxes
Revenue estimators' revision - Nov
Subtotal

Departmental Revenues
Revenue estimators' revision - Nov
Subtotal
Other Sources
Other Miscellaneous
Revenue estimators' revision - Nov
Lottery
Revenue estimators' revision - Nov
Unclaimed Property
Revenue estimators' revision - Nov
Subtotal

Total Revenues
Transfer to Budget Reserve

Total Available

Actual/Enacted Expenditures

Reappropriations

Caseload Conference Changes - Nov

FMAP Makeup

Other Changes in Expenditures
Total Expenditures

Total Ending Balances

Transfer to Other Funds
Reappropriations
Free Surplus

Budget Reserve and Cash
Stabilization Account

Final Revise

FY 2012
dm

$64,229,426

4,532,242
$68,761,668

$2,503,600,000

$2,503,600,000
344,500,000

$344,500,00(;
16,800,000
378,500,00(;
14,000,00(;

$409,300,000

$3,257,400,000
(93,005,624)
$3,233,156,044

$3,139,285,535

$3,139,285,535
$93,870,509

30

$93,870,509

$152,794,954

Preliminary Audi

FY 2012
t(l)

$64,229.,426

4,532,242
$68,761,668

$2,518,403,704

$2,518,403,704
339,488,666

$339,488,666-
20,110,214
377,706,394;
14,555,573-

$412,372,181

$3,270,264,551
(93,365,831)
$3,245,660,388

$3,109,896,396

$3,109,896,396
$135,763,992

($12,504,344)
(7,726,521)
$115,533,127

$153,386,723

FY 2013

Enacted ®

$93,870,509

$93,870,509
2,578,121,440

$2,578,121,440
342,873,883

$342,873,883

4,440,000

387,553,420

7,900,000

$399,893,420

$3,320,888,743
(102,442,778)
$3,312,316,474

$3,295,836,490

$3,295,836,490
$16,479,984

($16,350,000)

$129,984

$170,737,963

FY 2013 First

Quarter Report

$115,533,127
7,726,521
$123,259,648

2,578,121,440
5,178,560
$2,583,300,000

342,873,883
4,626,117
$347,500,000

4,440,000
175,000
387,553,420
(853,420)
7,900,000
(1,600,000)
$397,615,000

$3,328,415,000
(103,318,444)
$3,348,356,204
$3,295,836,490
$7,726,521
($24,267,632)
$0
$4,469,740
$3,283,765,119

$64,591,085

($16,350,000)

$48,241,085

$172,197,406

M Reflects the final FY 2012 revised budget enacted by the General Assembly and signed into law by the Governor on June 15, 2012.
@ Derived from the State Controller's preliminary closing report for FY 2012, dated August 30, 2012, reflecting a surplus of $115,533,127.

® Reflects the FY 2013 budget enacted by the General Assembly and signed into law by the Governor on June 15, 2012.
@ Reflects restricted General Fund balance regarding transfer to retirement and transfers to the Information Technology Investment Fund and the State Fleet

Revolving Loan Fund in FY 2013.

Change
From Enacted

$21,662,618
$0
$7,726,521
$29,389,139

$0
$5,178,560
$5,178,560

$0
$4,626,117
$4,626,117

$0
$175,000
$0
($853,420)
$0
($1,600,000)
(52,278,420)

$7,526,257
(875,666)
$36,039,730
$0
$7,726,521
($24,267,632)
$0
$4,469,740
($12,071,371)

$48,111,101

$0

$48,111,101

$1,459,443
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