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%mw" £ /¢7Z¢é4‘%
Executive Director/State Budget Officer

Date: November 15, 2013

Subject: FY 2014 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 2014 contains estimates of annual expenditures based upon
analysis of expenditures through the first quarter of FY 2014 (July 1, 2013 through September
30, 2013), as well as caseload and medical assistance expenditure estimates and revenue
estimates adopted at the November 4, 2013 and November 8, 2013 Caseload and Revenue
Estimating Conferences. The projected fiscal year 2014 balance, based upon these assumptions,
is estimated to show a $33.4 million surplus.

Despite the projected overall surplus, there are several agencies forecasting deficits in FY 2014
as of their first quarter reports. These include the Departments of Behavioral Healthcare,
Development Disabilities and Hospitals, Human Services, Corrections, and the Office of
Health and Human Services. 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 2014 revised expenditure
plans in conjunction with the FY 2015 budget process. Any changes recommended by the
Governor to the FY 2014 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 16, 2014.

FY 2013 Closing

The State Controller issued his preliminary unaudited FY 2013 closing report on August 30,
2013. This report reflected a $97.0 million general fund surplus. General revenues were below
the final enacted estimates by $8.0 million, while general revenue expenditures were lower than
final enacted appropriations by $18.4 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, there would be no transfer for FY 2013.

The projected budget surplus of $33.4 million for FY 2014 is the result of an opening surplus of
$97.0 million ($3.6 million more than the enacted opening suplus of $93.4 million),
reappropriations of $7.1 million, a current year revenue increase of $45.6 million, as
determined by the November Revenue Estimating Conference, which is offset by a $1.5
million increase in reserve fund contributions and spending projected above enacted
appropriations of $14.8 million.

General revenue receipts are expected to be $45.6 million more than enacted as determined by
the November Revenue Estimating Conference. Taxes are expected to exceed the enacted
estimates by $31.0 million, while departmental revenues and other sources, including lottery
revenues, are expected to also exceed enacted estimates by $14.6 million. The November
Revenue Estimating Conference estimates that revenues will be $3,426.7 million, which is
$45.6 million more than the enacted estimate of $3,381.0 million for FY 2014. 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 $54.8 million. This includes the additional balance
forward from FY 2013 of $3.6 million, reappropriations of $7.1 million, additional revenues
estimated at the November Revenue Estimating Conference of $45.6 million, offset by
additional reserve fund contributions of $1.5 million. Expenditures increase by a net of $21.9
million, including $7.1 million of reappropriations from FY 2013 and $121,197 in increased
costs estimated by the Caseload Estimating Conference.

Table 2 shows the enacted budgets by agency, as contained in Article 1 of the FY 2014
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 8, 2013 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 2014, as reported by Moody’s Analytics 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 $171.6 million as
of June 30, 2013. The enacted FY 2014 Budget estimated the year balance in the Budget
Reserve Fund at $173.7. Incorporating the revised revenue estimates for FY 2014 and the
additional balance forward from FY 2013, the transfer to the Budget Reserve Fund will
increase by $2.5 million compared to the enacted budget. The balance in the Budget Reserve
Fund is projected to be $176.2 million as of June 30, 2014.

Expenditures
Overall, net projected general revenue spending for FY 2014, as compared to the enacted

budget, is approximately $21.9 million more than appropriated. Major expenditure changes
include:

Agency/Major Item (Surplus)/Deficit
Reappropriations $7,052,524
November Caseload Estimating Conference — Medicaid ($194,599)
November Caseload Estimating Conference — SSI $206,996
November Caseload Estimating Conference — GPA $108,800
OHHS — Unified Health Information Project $4,135,691
| DHS — Unified Health Information Project $3,402,186
BHDDH — Hospital Services — Personnel/OT/Operating $2,383,597
Education — School Housing Aid ($2,286,468)
Education — Teachers’ Retirement ($799,316)
Education — Group Home Aid $285,000
Corrections — Reopened Housing Modules $2,575,337
Corrections — Personnel/Overtime $2,442,698
Corrections — Weapons Requalification $359,047
Corrections — Electronic Medical Records $232,000
Corrections — Per Diem Inmate Costs $200,939
Judicial — Case Management System $900,877
Judicial — Personnel Costs $1,203,979
Judicial - Judges Pay-as-you-go pensions ($323,679)
Net All Other Changes $13,0763
Total All Changes $21,898,682

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 totaling $4,706,495. In addition, the Governor
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recommended $2,346,029 in reappropriations for several other agencies, as shown in the
following table.

Agency/Major Item Reappropriation

General Assembly (per RIGL 35-3-15 (a)) $4,706,495
Governor’s Contingency Fund $196,428
Attorney General — Tobacco Litigation $292,610
Military Staff $100,396
Ethics Commission $5,762
Department of Administration $222,923
I-195 Commissioh $674,679
Department of Revenue $152,396
Department of Corrections $700,835
Total Reappropriations $7,052,524

Agency Specific Changes

November Caseload Estimating Conference

The November Caseload Estimating Conference convened on November 4, 2013 and adopted
revised cash assistance caseloads and medical assistance expenditures for FY 2014. In
comparison to the enacted budget, the adopted estimates decreased general revenue
expenditures by a net of $121,197.

The Supplemental Security Income (SSI) program is estimated to require an additional
$206,996 based on both an increase in SSI caseload and a slight increase in the cost per person
relative to the enacted levels. The caseload is anticipated to increase by 75 persons, from
33,515 to 33,590, while the estimated cost per person was revised from $45.19 to $45.62.

The General Public Assistance (GPA) program is estimated to require $108,800 more than
enacted. This increase is primarily due to projected increases in burial and medical costs for
eligible individuals. '

Within the Medical Assistance (Medicaid) program, an all funds surplus of $1.4 million is
projected compared to the enacted budget, which includes $194,599 in general revenue. This
projection incorporates changes in various components of the Medicaid program, including an
increase in Rhody Health Options of $59.2 million, offset by savings in Managed Care ($2.1
million), Hospitals ($9.8 million), Nursing Facilities ($37.5 million), Home and Community
Based Services ($9.9 million) and Pharmacy and Other Services ($66,992).

Unified Health Information Project

Contained within both the Executive Office of Health and Human Services and the Department
of Human Services is funding associated with the Unified Health Information Project, which is
a multi-agency effort to to build a fully integrated and interoperable system of eligibility
determination spanning multiple program of public assistance and the Health Benefits
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Exchange. Although the project is supported largely with federal resources within both
agencies and the Exchange, general revenue matching funds are required. As part of their first
quarter reports, each of these agencies is estimating increased general revenue requirements
based upon updated planning documents and the completion of the UHIP procurement process.
While the current projected deficit, totaling about $7.5 million between the two agencies, has
been included in the FY 2014 supplemental budget requests, the Office of Management and
Budget is working closely with each agency to resolve as much of this shortfall as possible
prior to submission of the Governor’s supplemental budget in January 2014.

Department of Behavioral Healthcare, Developmental Disabilities and Hospitals

The Department of Behavioral Healthcare, Developmental Disabilities and Hospitals is
projecting a deficit of $2,921,827, comprised primarily of additional costs in the Hospital and
Community Rehabilitation Services program. Although the Department has been engaged in a
process of Continuous Recruitment for certain direct care positions to address overtime
demand, this has not been successful enough to bring net costs down to the levels authorized in
the enacted budget.

Department of Elementary and Secondary Education

The Department of Elementary and Secondary Education is projecting a surplus of $3.1
million. School Housing Aid is forecast to be $2.3 million less than enacted based on certain
school districts not completing projects in time to be eligible for reimbursement in FY 2014. In
addition, the state share of Teachers’ Retirement costs are projected to be $799,316 lower than
enacted based on an analysis of prior year expenditures and the current year projected salary
base. Offsetting these reductions is an increase of $285,000 in Group Home Aid due to an
increase in the number of group home beds in Smithfield (12 new beds) and Warwick (7).

Department of Corrections

The Department of Corrections is forecasting a net deficit of $6.6 million. The Institutional
Custody and Security program represents that largest component of this deficit totaling $5.8
million, primarily due to the opening of additional housing modules to accommodate an
increase in the inmate population. The enacted budget was predicated on an average inmate
population of 3,152 for FY 2014. The Department’s first quarter report estimates the average
population will be 3,215 for this fiscal year. This increase in population results in additional
overtime costs and per diem expenses for the additional inmates.

In addition to inmate related costs, the Department is projecting additional costs in other
support areas, including an increase of $232,000 for the purchase of updated licenses for the
Electronic Medical Records system and $359,047 for Weapons Requalification expenses. The
Department had initiated a change in the timing of Weapons Requalification requirements to
every other year, but the Correctional Officers’ union grieved this change and an arbitrator
ruled in favor of the union, thereby restoring the requirement for annual requalification. This
additional expense was not included in the enacted budget.
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Judicial

The Judicial Department is projecting a deficit of $1.6 million, primarily due to an increase in
personnel expenses of $1.2 million. This increase in personnel financing includes a requested
restoration of the $800,000 in turnover savings included in the final enacted budget by the
General Assembly, plus an additional $400,000 based on the Department’s hiring plans through
the balance of FY 2014. The Judicial Department is also projecting a deficit of approximatley
$900,000 for IT systems throughout the courts. Offsetting these increases are projected savings
of $324,000 in Judicial Pensions.

The Budget Office is currently reviewing the FY 2014 revised and FY 2015 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 enacted by the General Assembly not only for FY
2014, but also to address the projected FY 2015 current services level deficit.

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

TAM: J:/15budget/FY 2014 Revised/Q1/Q1report
Attachments

cc: The Honorable Helio Melo, Chairman
House Finance Committee

The Honorable Daniel DaPonte, Chairman
Senate Finance Committee

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

Peter Marino, Director, Office of Management and Budget




Table 1 - FY 2014 General Revenue Budget Surplus

Surplus
Opening Surplus
Audit Adjustments
Adjustment to Opening Surplus
Reappropriated Surplus
Subtotal

General Taxes
Revenue estimators' revision
Changes to Adopted
Subtotal

Departmental Revenues
Revenue estimators' revision
Changes to Adopted

Subtotal

Other Sources
Other Miscellaneous
Revenue estimators’ revision
Changes to Adopted
Lottery
Revenue estimators' revision
Changes to Adopted
Unclaimed Property
Revenue estimators' revision

Subtotal

Total Revenues
Transfer to Budget Reserve

Total Available

Actual/Enacted Expenditures

Reappropriations

Caseload Conference Changes

Other Changes in Expenditures
Total Expenditures

Total Ending Balances

Transfer to Other Funds
Reappropriations
Free Surplus
Budget Reserve and Cash
Stabilization Account

FY 2013

Final Revised

$115,187,511

7,726,521

$122,914,033

2,578,121,440
(10,521,440)

$2,567,600,000

342,873,883
20,226,117

$363,100,000

4,440,000
1,225,000
300,000
387,553,420
(7,393,420)

7,900,000
(900,000)
$393,125,000

$3,323,825,000
(103,170,375)
$3,343,568,657

$3,295,836,490

$7,726,521
($44,222,399)
(825,529,354)

$3,233,811,258

$109,757,399

($16,350,000)

$93,407,399

$173,720,791

FY 2013
Preliminary Audit

)

$115,187,511

7,726,521
$122,914,033

2,571,507,611

$2,577,507,611
348,703,847

$348,703,847

4,166,214

379,224,715

6,268,627

$389,659,556

$3,315,871,014
(102,931,756)
$3,335,853,291

$3,215,443,233

$3,215,443,233
$120,410,058

(516,350,000)
(7,052,524)
$97,007,534

$171,552,926

FY 2014
Enacted®

$93,407,399

$93,407,399
2,622,955,876

$2,622,955,876
348,707,542

$348,707,542

5,545,000

394,100,000

9,700,000

$409,345,000

$3,381,008,418
(104,232,475)
$3,370,183,343

$3,359,755,123

$3,359,755,123
$10,428,220

($10,000,000)

$428,220

$173,720,791

FY 2014 First

Quarter Report

$97,007,534

7,052,524
$104,060,058

2,622,955,876
31,044,124

$2,654,000,000

348,707,542
11,392,458

$360,100,000

5,545,000
1,910,000

394,100,000
100,000

9,700,000
1,200,000
$412,555,000

$3,426,655,000
(105,709,876)
$3,425,005,182

$3,359,755,123
7,052,524
121,197
14,724,961
$3,381,653,805

$43,351,377

($10,000,000)

$33,351,377

$176,183,127

® Reflects the final FY 2013 revised budget enacted by the General Assembly and signed into law by the Governor on July 3, 2013.

@ Derived from the State Controller's preliminary closing report for FY 2013, dated August 30, 2013, reflecting a surplus of $97,007,534.

@ Reflects the FY 2014 budget enacted by the General Assembly and signed into law by the Governor on July 3, 2013.

™ Reflects restricted General Fund balances transferred to the Information Technology Investment Fund and State Fleet Revolving
Loan Fund in FY 2013 and to the Accelerated Depreciation Fund in FY 2014.

Change
From Enacted

$3,600,134
$0

$0
$7,052,524
$10,652,658

31,044,124

31,044,124

11,392,458

$11,392,458

1,910,000

100,000

1,200,000
$3,210,000

$45,646,582
(1,477,401)
$54,821,839

$0
$7.052,524
$121,197
$14,724,961
$21,898,682

$32,923,157

30

$32,923,157

$2,462,336
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