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Discussion Topics

I. It’s Not Your Money… But Pretend Like It Is

 Revenues Should Exceed Expenditures (Get off of the rollercoaster)

 Special Focus: Operating Budgets

II. Fix What You’ve Got Before Buying New Stuff

 The Not-So-Sexy side of Capital: Preventive Maintenance

 Special Focus: Capital Plans and Budgets

III. Put Your Money Where Your Mouth Is

 Or, Don’t Make Promises You Can’t Keep

 Special Focus: Unfunded Liabilities
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Itôs Not Your Moneyé But Pretend Like It Is
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Revenues Should Exceed Expenditures
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Get off of the Rollercoaster

State of Indiana

 The actual compound annual growth rate (ñCAGRò) over the last 10 years has been 4.8%.

 Excluding the impact of a sales tax increase in December 2002, the inclusion of the wagering 

tax in that same year, and numerous smaller one-time adjustments, SBA estimates that the 

10-year CAGR has been 3.3%.
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Indianaôs Annual Expenditure Growth
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Notes:

General Fund and Property Tax Replacement Fund expenditures only.

FY02 and after: expenditure growth is adjusted to account for the payment delays and excess reversions.
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General Fund Nominal Percentage Expenditure Growth (FY06-07)

Source: National Association of State Budget 

Officers

Actual vs. preliminary actual.

3.1-6.0%

0.0-3.0%
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12.1%+ 



Average Growth Rates for all 50 States

Year Percentage Growth (General Fund)

1994 5.0%

1995 6.3%

1996 4.5%

1997 5.0%

1998 5.7%

1999 7.7%

2000 7.2%

2001 8.3%

2002 1.0%

2003 0.6%

2004 3.0%

2005 6.5%

2006 8.7%

2007 9.3%

2008 5.1%
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$112 M

$26 M

$784 M

$107 M

$1.0 B

$90 

M

$600 M
$784 M

$3.2 B

$15.2 B

Projected FY 2008-2009 State Budget Shortfalls

$3.4 B

$472 M

$2.5 B

$350 M

$1.0 B

$194 M

$808 M

$1.3 B$935 M

$1.2 B

$196 M

$3.0 B

$4.9 B

$602 M

$250 M

$2.1 B

$652 M

$1.3 B

$550M

Source: Center for Budget and Policy Priorities and various news clips

Figures reflect best available information on biennial budget shortfalls.  Some 

states have adopted new or revised budgets that address these shortfalls.

Surplus

Deficit

$376 M

$114 M

$59 M

$68 M
$202 M



The consequences can be devastatingé

 CBPP: At least 15 states face new budget shortfalls just months after passing budgets 

purported to close deficits (not reflected on previous map)

 NASBO: States are now projecting only a 1% increase in expenditures in FY09

 Some states have taken drastic steps to close budget shortfalls:

 Kentucky: Early release of inmates

 Ohio: $80M in cuts to programs that serve the poor

 Florida: $2.3B in cuts to public education

 Illinois: $55M cut to substance abuse treatment providers

 Wisconsin: $103M in cuts to highway funding

 Arizona: $330M payment delay to K-12

 California: $2.9B in cuts to K-12 and community colleges

 Nevada: $48M in cuts to school textbook fund

 New Jersey: $111M in cuts to charity care

 Rhode Island: $67M in cuts to Medicaid (cut health care benefits for 1,000 low-income adults)

 Georgia: 2% cut in funding to local schools

 And this is likely only the beginningé
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Fix What Youôve Got Before Buying New Stuff
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Capital Planning and Budgeting

 Primary importance of detailed, long-term Master Plans by facility

 A comprehensive Master Plan will consist of very detailed information on each facility, including 

use, square footage, systems information, replacement reserve schedules, preventative 

maintenance, new construction/renovations, and how all of this will align with the state/agency 

goals and available funding resources.

 First priority is always to protect the stateôs capital investments

 Proper Preventive Maintenance avoids larger expenses in the future

 Necessary Repair and Rehabilitation projects

 ñState will provide funds to maintain existing facilities and assets before allocating funds for new 

constructionò

 New construction should be prioritized last

 This is easier said than done in a political environment

 Creative solutions:

 Reuse of Existing Facilities

 Co-Location of Agencies

 Major Moves: Lease of the Indiana Toll Road to fund new road construction

 Importance of maintaining low levels of debt
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Put Your Money Where Your Mouth Is



Discipline is key to avoiding unfunded liabilities

 Easy to pass costs along to future administrations or generations

 $2.73 trillion ïconservative estimate of what states will spend on pensions, health care and other 

retirement benefits for their employees over the next 30 years

 Unfunded liabilities for pensions: Unfunded liabilities for OPEB:

 California = $46.7B California = $47.9B

 Connecticut = $14.9B Connecticut = $21.7B

 Illinois = $40.7B Illinois = $48.0B

 Massachusetts = $14.1B Massachusetts = $13.3B

 New Jersey = $23.1B New Jersey = $21.6B

 Pennsylvania = $12.2B Pennsylvania = $13.5B

 Texas = $15.1B Texas = $26.8B

Source: The Pew Center on the States, “Promises with a Price”

 Two reminders of the importance of not making promises that canôt be kept

 Teachers Pre-1996 Pension Fund

 Other Post-Employment Benefits (OPEB)

 GASB 45

Requires states and many local governments to report liabilities for other post-employment benefits 

(primarily health care benefits) similarly to the way they report pension liabilities, but does not require 

governments to fund these benefits (only report them in their financial statements)
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A Long-Term Solution to a Long-Term Problem

Source:  PERF and TRF annual actuarial valuation reports
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General Fund Appropriation Pension Stabilization Fund

Pre-1996 Fund

 ñPay-as-you-goò structure 

provides General Fund 

appropriations as the liabilities 

come due each year.

 Pension Stabilization Fund (PSF) 

is expected to limit peak General 

Fund appropriations to no more 

than 6% of revenue annually. 

 The PSF balance was $1.88Bn 

as of 6/30/2007 with continued 

annual contributions of $30Mn 

from the Lottery.
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OPEB: Other post-employment benefits

 OPEB reporting is required in fiscal 2008 CAFR.

 Actuarial analysis is in progress, results expected in October/November 2008.

 Interesting case: SEA 501 created Retirement Medical Benefits Accounts

 Funds in the account may be used to pay premiums for individual or group health, medical, dental and 

vision coverage and long-term care premiums (Health Reimbursement Arrangement, or HRA)

 Funds consist of 1) annual contributions for active employees, 2) bonus contributions, if applicable, 

and 3) investment earnings

 Initial calculation of FY 2008 costs:

 Annual contributions ï34,829 at an average credit of $1,090 = $38 million

 Bonus contributions ï725 at an average credit of $25,726 = $18 million

 Total cost = $56 million

 The ñImplicit Subsidyò

 Retired state employees are allowed to purchase coverage in the stateôs self-insured plans, and they can use 

their HRA accounts to pay the premiums

 Claims expenses for retired participants in the stateôs self-insured medical plans are significantly greater than the 

premium charged.  The state and our active employees fund this implicit subsidy over time through higher 

premiums.  

 The implicit subsidy is currently estimated to have a $35-75 million unfunded liability, which would require an 

additional $4-9 million per year to actuarially fund



Questions?
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