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Month In Review

December General Fund and Highway Fund revenue was under budget
despite factoring in the December reductions to revenue estimates by the
Revenue Forecasting Committee.  This was an indicator that the
underlying economic forecast was too optimistic.  The Consensus
Economic Forecasting Committee confirmed that at its January meeting,
leaving a looming downward revenue projection on the horizon as the
Legislature deals with the known budget shortfalls.

The Governor’s supplemental budget, LD 2173, was printed just in time
for the beginning of public hearings on the proposals to offset the $95
million shortfall. This supplemental budget also includes the
recommendations of “The Initiative” to Streamline State Government to
achieve $10.1 million of General Fund savings.

At the end of January, the Commissioners of Education and Health and
Human Services broke the bad news about recent federal Center for
Medicaid and Medicare Services rule changes. This will add to the budget
woes created by the new economic forecast.

General Fund Revenue Update

Total General Fund Revenue - FY 2008 ($'s in Millions)

Prior %
Actual Var. % Var. Year Growth
$241.2  ($11.7) -4.6% $248.1 -2.8%
$1,293.8 (37.8) -0.6% $1,281.4 1.0%

Budget
Dec, $252.9
FYTD $1,301.7

General Fund revenue for December was under budget by $11.7 million,
resulting in a $7.8 million negative variance (-0.6%) for the Fiscal
Year-to-date (FYTD). This variance is based on the revised December
2007 revenue forecast, which decreased total budgeted General Fund
revenue in FY 2008 by $37.8 million.

The growth of General Fund revenue from the first half of FY 2007 to the
first half of FY 2008 remained at a very modest 1.0% and below the 1.2%
projected for the entire fiscal year. Most of the major tax lines were under
performing relative to the new revenue forecast, particularly the
consumption taxes, the sales and use taxes and the cigarette and tobacco
products taxes.
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Highway Fund Revenue Update

Total Highway Fund Revenue - FY 2008 ($'s in Millions)

% Prior %
Actual  Var. Var. Year  Growth
$27.4 $0.2 0.7% $26.5 3.6%
$148.1 ($0.5) -0.3% $147.5 0.4%

Budget
Dec. $27.2
FYTD $148.6

Highway Fund revenue was over budget in December by
$0.2 million, decreasing the negative variance for the first
half of the fiscal year to $0.5 million or 0.3%. Highway
Fund revenue for the 1% half of FY 2008 showed a modest,
but positive growth rate of 0.4% over the same period in
FY 2007.

Fuel tax collections were over budget by
approximately $1.0 million in December, which is
a welcome change for the Highway Fund. This
positive variance is from the revised December
forecast, which reduced the FY 2008 Fuel Tax
revenue estimate by $10.9 million. However, the
Motor Vehicles Registration and Fees category
was under budget by $1.0 million in December.
This category may need to be revised downward
in the March 2008 revenue forecast based on
downward trends in motor vehicle title fees and
long-term trailer registration revenue.

Revenue Forecasting Update

The winter revenue update, which concludes with
the Revenue Forecasting Committee’s (RFC)
report by the statutory deadline of March 1%, began

Consensus Economic Forecasting Commission
Comparison of November 2007 and February 2008

Economic Forecasts

with the January 22" meeting of the

Calendar Years

2007 2008 2009 2010 2011

Consensus Economic Forecasting Commission
(CEFC).  As expected, the CEFC was more
pessimistic than its previous forecast one quarter
ago (see table at right). The current calendar year
reflects the greatest downward adjustments as the

* Wage & Salary Employment (Annual Percentage Change)
> Consensus 11/2007 0.5 0.3 0.6 0.7 0.7
> Consensus 2/2008 0.5 0.0 0.6 0.7 0.6

Difference 00 -03 00 00 -01

CEFC felt the effect of the national economic crisis
on Maine would be relatively short. These CEFC
adjustments reflect lower expectations for national
economic growth and continued high energy prices.

« Personal Income (Annual Percentage Change)
> Consensus 11/2007 49 4.4 4.5 4.5 4.6
> Consensus 2/2008 5.1 35 4.1 4.2 4.1
Difference 02 -09 -04 -03 -05

The forecast calls for no employment growth in
calendar year 2008. The CEFC did reduce the
growth rates of personal income by an average of a
half percentage point per year with the largest effect
in calendar year 2008 in which the growth slowed

« Consumer Price Index (Annual Percentage Change)
> Consensus 11/2007 2.8 2.5 25 25 2.5
> Consensus 2/2008 2.8 2.3 21 21 2.2
Difference 0.0 -0.2 -04 -04 -0.3

from 4.4% growth to 3.5% growth. The CEFC did
reduce its assumptions for inflation, lowering CPI in
each year going forward. The final report of the
CEFC is available at: http://www.maine.gov/legis/
ofpr/CEFC_Feb2008.pdf.

The Revenue Forecasting Committee (RFC) will be
meeting on Monday, February 25", to revise the revenue
forecast based on the new economic forecast.
will be meeting at 1:00 p.m. in the Legislative Council

The RFC

Chambers, Room 334 of the State House.
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Cash Balances Update

Summary of Treasurer's Cash Pool

December 2007 Average Daily Balances
Millions of $'s
General Fund (GF) Total
General Fund (GF) Detail:
Budget Stabilization Fund
Reserve for Operating Capital
Tax Anticipation Notes
Internal Borrowing
Other General Fund Cash
Other Spec. Rev. - Interest to GF
Other State Funds - Interest to GF
Highway Fund
Other Spec. Rev. - Retaining Interest
Other State Funds

Independent Agency Funds
Total Cash Pool

$22.8

$117.6
$40.6
$0.0
$127.9
($263.3)
$50.2
$0.5
$33.0
$79.4
$269.6
$132.8

$588.3

Average balance for the total cash pool in
December was $588.3 million, compared to an
average balance for the month of December for
the last 6 years of $536.8 million. Cash balances

continue to remain close to or above averages
despite the fact that the State has relied on internal
borrowing from within the cash pool rather than going
out to external, short-term borrowing, such as Tax
Anticipation Notes.  That General Fund internal
borrowing averaged $127.9 million in December, $23.6
million more than last December’s $104.3 million of
General Fund internal borrowing.

The Treasurer of State remains hopeful that the $20
million that is currently tied up in the Mainsail Il
investment will be fully recovered. In the meantime, the
Treasurer has created a study group to review the State’s
investment policies. The Cash Pool Investment Design
Committee has held several meetings. These began with
an examination of the current written investment policy
of the State Treasurer. Changes have been
recommended to enhance achievement of the objectives
of the investment program and discussion of these and
possibly other suggestions continue. The expectation is
that acceptance of any changes will be in place in time
to impact the Request for Proposals (RFP) process for
investment services. The current contract for these
services expires in May of 2008 and an RFP will need to
be issued as soon as possible to allow adequate time for
the RFP process to unfold in a timely manner.
Accordingly, the work of the committee will need to
conclude within the next few weeks.

Governor’s Supplemental Budget Bill

The Governor released a draft of his supplemental
budget proposals on January 10". The printed bill,
LD 2173, was available on Monday, January 28",
the first day of joint public hearings. The hearings
on the supplemental budget proposals are
scheduled to run for a full 2 weeks and conclude on
February 8" This  supplemental  budget
includes the Governor’s recommendations to
address the $95.2 million shortfall created by the
December 2007 downward General Fund revenue
revision. It also includes the $10.1 million of
General Fund savings related to “The Initiative” to
Streamline State Government. A listing of the
results of the Appropriation Committee’s
recommendations may be found on the web page at
http://www.maine.gov/legis/ofpr/afalnitiative.html.

OFPR has provided an overview of the
supplemental budget proposals, which is posted at:
http://www.maine.gov/legis/ofpr/

08 09_Supplemental Budget/ofpr_summary.pdf.
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The Governor supplemental budget results in net
deappropriations of $75.1 million after adjusting for the
offset to the $10.1 million statewide deappropriation for
“The Initiative” to Streamline State Government. The
bulk of these net deappropriations affect the
Department of Health and Human Services (DHHS);
appropriations to DHHS were reduced by $61.2 million
over the 2008-2009 biennium. The overview mentioned
above includes additional detail on the DHHS changes.

Other major “savings” initiatives in the Governor’s
supplemental budget proposals are the transfers from the
State’s health insurance programs. The Governor’s
supplemental budget returns excess working capital in
health insurance internal service fund accounts. The
General Fund’s share of the excess working capital
transfers is $20.4 million.

Another major piece of savings is related to General
Purpose Aid for Local Schools, which is covered
separately in the School Funding Update article.
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School Funding Update

The December 2007 issue of Fiscal News included an
article on the Commissioner’s Recommended
Funding Level for K-12 public education for fiscal
year 2008-09. The recommendation reflects the
funding level necessary to support the costs of K-12
public education as determined by the essential
programs and services model and must be based on
statutory  requirements. The  Commissioner
recommended, and the State Board approved, a
funding level for FY 2009 of $1,875.5 million, with
the State contributing 55% of that cost, or $1,031.5

million.  This amount is approximately $11.0
million over the current General Fund
appropriation for FY 2009 of $1,020.8 million.

The Governor’s proposed 2008-2009 supplemental
budget recommends a funding level for K-12
public education of $1,017.5 million for FY 20009.
This amount is approximately $14 million lower
than the Commissioner’s recommendation, and
$3.0 million less than current appropriations.
Factors contributing to the reduced funding request
are presented in the table below:

General Purpose Aid for Local Schools
FY 2009 Funding Adjustments

Commissioners Recommeded Funding Lewel

GPA Savings Proposals

$1,031,523,534

Debt service savings due to lower than anticipated interest rates (1,500,000)

Savings due to holding CPI at FY 2007-08 levels
Savings in purchasing of school buses

(1,500,000)
(990,000)

Reduced weight given to SAU's for each economically disadvantaged student (11,624,320)

Other net savings
Total GPA Savings proposals:

GPA Spending Proposals:

(223,436)

(15,837,756)

Shifts funding for 4 positions in MIS programto GPA and funds 55% of cost 175,074
Shifts funding for Distance Learning Support programto GPA and funds 55% of cost 507,118
Increase weight given to school SAU's for each Limited English Proficiency student 1,181,460

Total GPA spending proposals

Gowernor's Recommended Funding Lewel

1,863,652

$1,017,549,430

Medicaid Rule Changes

On January 30, 2008, Commissioners Brenda
Harvey of the Department of Health and Human
Services and Susan Gendron of the Department of
Education briefed the Appropriations and Financial
Affairs Committee on the impact of new federal
regulations affecting reimbursement for a number of
Medicaid service categories. The departments
provided a preliminary estimate of the net costs to
the General Fund resulting from the federal changes
of $6.9 million for FY 2008 and $38.1 million for

FISCAL NEWS$

FY 2009. For the most part, these impacts were
not assumed in the Governor’s proposed
2008-2009 supplemental budget (LD 2173).

The changes in federal regulations affect Medicaid
reimbursement for: targeted case management
(TCM) services (effective March 3, 2008);
rehabilitation services (effective July, 1, 2008);
hospital outpatient physician services (effective
July 1, 2008); school-based administrative and
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Medicaid Rule Changes—continued

transportation services (effective February 26,
2008); and certified seed-funded services (effective
May 25, 2008). The departments are meeting with
MaineCare providers to further determine the impact
of these regulations on services provided by the
MaineCare program. They are also participating in
national efforts to modify or delay the impact of the
regulations.

While the departments’ preliminary estimate of the
total GF net impact over the 2008-2009 biennium is
$45.1 million, the impact on specific programs will
vary. The targeted case management changes that
affect federal reimbursement for services provided by
state-employed case managers could affect General
Fund revenue estimates as early as the March 2008

RFC forecast. The preliminary estimate provided
for the DHHS General Fund TCM impact is $4.9
million for FY 2008 and $14.6 million for FYY 2009.

The impact of provisions affecting other
MaineCare providers will vary from replacing
reduced federal dollars with all state dollars, to
eliminating or reducing reimbursement for the
services provided, to billing for the services under
other MaineCare service categories. For the most
part, the details of these impacts have not been
provided and in many cases have not been
determined. The Governor’s 2008-2009
supplemental budget (LD 2173) proposes a $7.0
million FY 2009 deappropriation related to the
hospital outpatient physician services changes.

MaineCare Spending Update

The table below summarizes MaineCare weekly
cycle payments for FY 2008. Average weekly cycle
payments for FY 2008 are currently averaging $39.8
million (state and federal dollars) through Week 29
of 52. [For comparison purposes, the table also
includes FY 2007 MaineCare weekly cycle
payments. While DHHS began capping FY 2007

weekly cycles on Week 33 of 52 last year at $36.5
million per week, for comparison purposes here
“uncapped” FY 2007 weekly cycle payments are
reflected. (Note: FY 2008 high points at Weeks 8
and 15 include hospital settlement payments.
FY 2007 high points also reflect hospital
settlements and for week 51, decreasing the capped
claims balance.)

MaineCare FY 2007 and FY 2008 Total Weekly Cycles
FY 2008 T hrough 1/18/08 - Week 29 of 52

Millions (State and Federal)

9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39 41 43 45 47 49 51

——FY 08 MOVING AVERAGE

———FY 08 TOTAL WEEKLY CYCLE

FY 07 TOTAL WEEKLY CYCLE
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