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Introduction

There has been much speculation regarding the impact of proposed budget legislation and
the impact of funding reductions on the Keene School District. The quick answer to
questions about funding for next year is that we will likely not know the extent of cuts until
July.

The New Hampshire Fiscal Policy Institute (NHFPI) issued a paper on March 29, 2011
entitled “House Committee’s FY 2011-2012 Budget Proposal.” The reportisa
comprehensive overview of the dramatic reductions in support for social services and
education. Public education may escape major cuts for the next biennium but draconian cuts
to services for mental health, public health and other social services will no doubt affect the
schools in the next few years. These cuts are being driven by overly conservative revenue
projections by the NH House. Below is the NHFPI summary of the House’s education
initiatives. The entire study is attached to the appendix of this report.

Education

Expenditures for education, from both the General Fund and the Education Fund would total
$2.24 billion for FY12-13 under the House Finance Committee’s version of the budget. Of
this sum, approximately $1.92 billion would flow from the Education Fund and $321 million
would derive from the General Fund. Thus, the House Finance Committee would devote
$42.3 million less in General Funds to education in the coming biennium than would the
Governor and $79.1 million less from that source than the state is projected to spend over
the course of the current FY10-11 biennium.

These declines occur principally because, while the Finance Committee would fully fund
school building aid and make less steep reductions in catastrophic aid than would the
Governor, it would also make exceptionally sharp cuts to New Hampshire’s university and
community college systems. More specifically, the recommendations offered by the Finance
Committee would slash General Fund appropriations for the University System of New
Hampshire from an anticipated level of $197 million for FY10-11 to $83.3 million for FY 12-
13, a drop of 58 percent and well beyond the already substantial reductions contained in the
Governor’s budget plan.

The NHFPI report may paint a rosier than realistic portrait of the fiscal challenge the Keene
School District may face in the months ahead. We anticipate cuts on both revenue and
expenditure sides of our budget.

The most immediate concern is the $1,000,000 obligation the State has for contributions to
the New Hampshire Retirement System on behalf of school district employees. Until last
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year, the State paid 35% of the costs associated with the pension system. That contribution
fell to 25% for the current year and Governor Lynch’s proposed budget cut the entire
contribution, thereby downshifting the cost to local municipalities and school districts. Since
we are not able to raise our budget for the 2011-2012 school year, the million dollars will
need to be raised through staffing and program reductions. The question of how to address

these cuts is of immediate concern since contracts must be issued to certified staff by April
15.

On the revenue side, significant funding cuts are being discussed. Ultimately, any loss of
revenue will need to be borne by local taxpayers unless additional cuts are made to our
budget. Keene already bears a heavy burden compared to other school districts across the
State. Potential revenue losses include:

e Building Aid may be cut or eliminated. Our revenue projections for the next school
year included significant funds to help cover the cost of bonds on Keene High School
and the new middle school.

e Catastrophic Aid for Special Education helps our district absorb the costs of
expensive out of district tuition expenses for students whose educational needs
cannot be met by our educational programs.

e Adequacy Aid to the Keene School District was about $10 million for last year. A
constitutional amendment is working its way through the legislature that could
eliminate this important source of funding in future years.

e Transportation aid for students from other districts to attend the Cheshire Career
Center is in jeopardy. If districts cannot afford to send their students to the CCC,
tuition revenues that help fund our outstanding programs will be lost.

We have no real understanding of what reductions will be faced once the legislature
approves the final budget. However, we need to develop a strategic plan that will help us to
respond quickly once the uncertainties are resolved. We fear the possibility that the
legistature will fail to approve a budget, and the state government will enact a series of
continuing resolutions over the course of next year to keep basic services running.
However, revenues would be parceled out on a monthly basis with no guarantee that funds
will be available. Such a situation would be untenable in terms of proper budget planning.

Another major uncertainty has been the proposed creation of a legislative committee to
review federal funds coming into our state. HB 590 would create the House Constitutional
Review and Statutory Recodification Committee which could potentially limit our access to
millions of dollars in funds flowing from Washington.

The Keene School Board has worked hard to limit district budget increases over the last few
years. District employees have also recognized these challenging times by negotiating fair
collective bargaining agreements. The Board has consistently returned large surpluses to
voters at the end of fiscal years which reflects its commitment to prudent spending. While
these measures have had positive results, the combination of factors facing us now will
require more dramatic measures in the years ahead.

Co-Superintendent Wayne Woolridge has been active in advocating with legislators for
continued funds for education. We have followed with concern decisions being made in
Concord and worked with colleagues to advocate for continued student services.

Closer to home, Keene administrators have been meeting to develop recommendations in
response to the loss of state funds. The first deadline facing us is April 15, which is when we
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are obligated to issue employment contracts to certified staff. Administrators have worked
with legal counsel to prepare a list of certified staff that will not be issued contracts for next
year. Instead, those identified will receive a letter explaining that economic factors beyond
our control prevents the school district from issuing contracts to them at this time. A
number of experienced educators may receive this notice as a result of declining enrollment
in programs. We will also notify certified staff with less than three years experience in the
district that their contracts will not be renewed at this time. This action gives us the
necessary flexibility to absorb the $1 million in increased cost for retirement contributions
that is being downshifted to the district. We hope that over the next few months, most if not
all of these positions can be reinstated.

A suggestion that might alleviate the need to reduce as many certified staff positions would
be to invite representatives of the various collective bargaining groups to meet with the
Keene Board of Education to discuss the possibility of temporarily increasing employee
contributions to health and dental insurance for the 2011-12 school year. Overall, a 5%
increase in employee contributions could save the district about $371,000 or more.

Our next step is to identify areas of the budget where reductions may be made. We have
begun this difficult process and will outline some of these reductions at the April Finance
Committee meeting. As we introduce these reductions, it is hoped that we will be able to
offer more teaching contracts.

There are some possible bright spots in the near future that may serve to alleviate some of
the damage. The district has not spent any of the federal jobs funds provided during the
economic stimulus package. These funds amount to $350,000 and could be used to
supplant local spending. We are also projecting a robust surplus for the 2010-11 school
year. We were very fortunate to have lower than anticipated costs for health insurance,
special education and debt service. These funds will be used to reduce the local tax rate for
next year. I would recommend that the Keene Board of Education return at least $2.75
million in surplus funds to reduce taxes. This commitment may result in some budget
trimming for the current year but the sacrifice now may lessen our crisis next year. We also
look forward to the sale of the old middle school at a price of $1.3 million much of which will
__be used to reduce taxes and therefore the impact of state and federal revenues.

A bill is working through the legislature that may give us an opportunity to adjust our
budget later this spring. The bill would give the Board of Education the option of holding a
special district meeting to adjust the budget. While not an ideal situation, the meeting may
become a necessity as we gain a better understanding of the extent of our budget woes.

We are blessed to live and work in the Keene community. Despite growing concerns about
the state’s commitment to fund its obligations, the voters of Keene overwhelmingly
supported new collective bargaining agreements for staff and affirmed our proposed
operating budget. Please understand that we will do our best to address this difficult
situation fairly but there is no escaping the fact that deep cuts to programs and staffing will
have a negative impact on the quality of education delivered to our students. This crisis will
be prolonged and I fear that deep reductions in services will be the norm over the next few
years.
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Following are a number of options to consider at this time:

Option A (For immediate action)

Issue employment contracts to most certified staff by April 15, 2011.

For some experienced staff and all staff in their first or second year of employment with the
Keene School District, issue letters stating that a contract will not be issued at this time due
to uncertainties about future funding. This represents a cost reduction of +/- $1 million and
addresses the increased costs for the NH Retirement System.

Limit current district spending immediately to ensure a budget surplus of not less than
$2.75 million as of June 30, 2011 excluding proceeds from the sale of real estate. This
surplus would be used to reduce the amount of money to be raised by property taxes. This
should even out much of the impact expected from the loss of funding.

The Keene Board of Education and administrators will work cooperatively to identify
program reductions to reinstate teaching positions. A preliminary draft of areas for
reductions is included in this report.

Option B (Not recommended)

Do not issue any employment contracts to certified staff and notify them that they may not
have jobs in 2011-12.

The Keene Board of Education and administrators will work cooperatively to identify
program reductions to reinstate teaching positions. A preliminary draft of areas for
reductions is included in this report.

Option C Not recommended)

Issue employment contracts to ali certified staff by April 15, 2011.

Maintain current spending levels in 2010-11 to ensure a budget surplus of $1.75 million by
the end of the school year.

Use the entire proceeds of the sale of the old middle school to reduce 2011-12 property
taxes.

The Keene Board of Education and administrators will work cooperatively to identify
program reductions to reinstate teaching positions. A preliminary draft of areas for
reductions is included in this report.




TO: Keene Finance Committee

FROM: Paul Cooper
DATE: April 5, 2011
RE: STAFF REDUCTIONS

This memo is to outline how we will be approaching staff reductions. The operating
assumption is that we will be faced with an additional expense to the budget of
$1,000,000 in NHRS costs. This will require us to find and reduce the 2011-12
budget by at least that amount.

Reducing the budget is complicated by the District’s legal requirement to notify
certified staff that they will or will not be issued a contract no later that April 15. In
order to accommodate the deadline for notification, the principals have been asked
to find cuts in certified staff. The second step is to go back through the budget and
find areas that can be cut to allow us to lessen the impact on certified and other
staff. The guiding principle throughout this process has been to minimize the impact
on students.

So far:

The High School has identified $478,400 in staff cuts.

The Middle School has identified $172,500 in staff cuts.

The elementary schools are still identifying staff cuts that will help us hit the target.

In order to give our principals flexibility to identify staff cuts and to make
accommodations for bumping, we are recommending “pink slipping” {notifying
people we will not be offering them a contract) most staff hired from 8/09 to
present. The only exclusion would be people that have no chance of being bumped
(some math and science staff at the high school). This will result in approximately
38 staff who will receive notification that they will not receive a contract and
approximately 320 who will receive a contract. As the budget shortfalls become
clearer and as we continue to develop non-staff cuts we will go back through the list
and issue contracts where we can.

Once we have the OK from the Board to move ahead with this plan, principals will
meet with members of their staffs that will be impacted. Contracts and letters will
follow over the next several days.
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On Thursday, March 24, the House Finance Committee completed its deliberations on
the state’s biennial budget bills - HB1 and HB2, the so-called “trailer” bill - and
forwarded its recommended changes to those bills to the full House of Representatives
for its consideration.

Under the Committee’s recommenddations, the state would spend approximately $4.4
billion from its General and Education Funds over the course of the FY 2012-2013
biennium, close to $300 million below Governor Lynch's proposed budget for the same
period and approximately 10 percent less than the $4.9 billion the state expects to
spend from those funds and in federal stimulus monies by the close of the current FY
2010-2011 biennium. Accordingly, the Committee’s recommendations, if enacted,
would entail either the outright elimination of, or exceptionally sharp reductions to, a
wide range of vital public services and programs. In particular, the House Finance
Committee would reduce General Fund support for New Hampshire's university and
community college systems by $135 million in the aggregate, an amount equal fo 49
percent of what they now receive. It would also dramatically curtail the payments the
state makes to local hospitals for the care they provide fo uninsured patients and
Medicaid recipients, as well as funding for mental health services for adults and
children, shrinking the former by some $115 million in General Funds alone and
dropping the latter by $25 million.

Given a projected deficit of roughly half a billion dollars for the FY12-13 biennium,
some degree of spending reductions were certain to emerge from the Finance
Commiftee’s deliberations, just as Governor Lynch counted upon $175 million in
expenditure changes to help balance his proposed budget. Still, the cuts to public
safety, health and social services, and education that were put forward by the House
Finance Committee are particularly steep, for at least two reasons.

First, the leadership of the House of Representatives has repeatedly expressed a desire
to avoid “downshifting” costs to local government. The changes recommended by
the House Finance Committee succeed in reversing some of the major reductions in
aid to cities, fowns, and school districts contained in the budget proposed by the
Governor, but, in achieving that outcome, the version of the budget crafted by the
House Finance Committee will impose other costs, directly and indirectly, now and in
the future, on New Hampshire residents and the communities in which they live. To
take just one example, declining state support for services for the mentally ill will likely
lead fo escalating police and fire costs, as first-responders will be compelled to assist
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those who may pose a threat to themselves or others because they are no longer
receiving the freatments they need.

Second, the revenue projections on which the House Finance Committee’s version of
the FY12-13 budget is based are significantly more conservative than those employed
by the Governor, As noted in earlier NHFPI publications, HR 11, approved by the House
of Representatives in February and re-affirmed in the Finance Committee’s
amendments to HB 2, estimates that General and Education Fund revenue will grow by
just 1.0 percentin FY 2012 and by 1.5 percent in FY 2013, thus remaining below its FY
2010 level throughout the biennium. Consequently, the House predicts that the state
will collect some $290 million less in General and Education Fund revenue than the
Lynch Administration anticipates, leading to far steeper spending reductions than
those found in the Governor's budget.

Importantly, in the event that the state collects more revenue in the coming months
than the House now anticipates, the Finance Committee has made quite clear that it
will not use those funds fo mitigate cuts to institutions of higher learning or fo criticall
services for the mentally ill and at-risk children. Rather, the House Finance Committee
included an amendment among ifs recommendations fo express the intent of the
House of Representaftives to provide “tax and fee relief” via four specific measures — HB
37, HB 154, HB 166, and HB 213 - should “state revenues exceed ... adopted revenue
estimates.” In other words, the Finance Committee’s top priority for any additional
revenue that the state may collect is to cover simply the initial costs of permanent
changes in tax policy, changes that would reduce state revenue by tens of millions of
dollars each year and that would direct substantial benefits fo visitors to the state or to
large and profitable corporations operating not solely in New Hampshire, but around
the globe.

The remainder of this Budget Brief examines the House Finance Committee’s spending
and revenue recommendations in greater defail.

Major Expenditure Proposals
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funding represents a drop of

approximately $98 million - or 16
percent - from anticipated FY10-11 levels and is only slightly below the level proposed
by the Governor. The bulk of this reduction is due to the Committee’s decision largely
to follow the Governor's lead and eliminate all but $7 million of the state’s contribution




on behalf of local governments to the New Hampshire Retirement System; that
confribution will total $97.5 million in the FY10-11 biennium and was slated to rise to at
least $125 million for FY12-13. At the same time though, the Committee’s version of the
budget includes provisions that would, among other changes to the state’s public
employee pension system, raise the refirement age for certain employees and
significantly increase employee contribution rates, changes that appear designed to
reduce the system costs borne by public employers - and by extension, the state
budget - and to shift them onto public employees. In fact, the Finance Committee
anticipates that such changes will result in annual savings of roughly $43 million for
local governments, costs that would instead fall onto workers themselves. !

In addition, the Committee’s recommendations would hold the distribution of meals
and rooms tax revenue fo municipalities to its FY11 level in both years of the coming
biennium, whereas the Governor had suggested a $5 million increase in the
distribution in FY13.

Adrniinisirofion of Justice & Public
Frofection

Under the Finance Committee’s
proposed budget, General Fund
expendifures for the administration of
justice and public protection would
appear to grow, in the aggregate, from
$435 million in the current biennium to
$467 million for FY12-13, a difference of
just over 7 percent. However, a sizable
portion of this difference arises from the
Committee’s proposed diversion of plea by mail revenue, a move that would boost the
General Fund by more than $15 million according fo the Legislative Budget Assistant.
What's more, while initial appropriations would seem to rise substantially, the
Commiftee’s proposed budget contains several so-called “back of the budget”
changes, including a $21 million reduction in judicial branch funding and a $5 million
cut in support for the Department of Corrections. Indeed, this latter provision has
prompted the Commissioner of the Department of Corrections, William Wrenn, to
inform the Committee, via letter, that the "Department cannot contfinue to operate in a
safe, effective, and efficient manner if the proposed cuts take effect” and could
achieve such cuts only through the closure of the Northern New Hampshire
Correctional Facility in Berlin, an institution that currently houses 618 inmates and
employs 185 workers."
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The recommendations put forward by
the House Finance Committee would
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this expenditure category, the
Department of Resources and
Economic Development would experience a reduction of just over $1 million in
General Funds relative to FY10-11, while the Department of Environmental Services
would be slated for a cut of $11.8 million in the coming biennium.

General Fund appropriations for transportation under the Finance Committee’s
budget plan would be identical to those in the version of the budget put forward by
the Governor: approximately $1.9 billion
for the coming biennium or about half a
million less than what the state will likely
spend in the current two-year budget
cycle.
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Still, much of the state’s spending on
fransportation needs are atfributable to
the Highway Fund - and that is where
the key differences between the
Governor and the House Finance
Committee lie with regard fo this
expenditure category. In parficular,
unlike the Governor, the House Finance Committee recommends allowing a
temporary surcharge on motor vehicle registration fees, which had been in place
through the FY10-11 biennium, to expire. When combined with other changes
proposed by the Governor, this means Highway Fund expenditures would be some $85
million lower under the House Finance Committee’s recommendations over the course
of the biennium.
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Hecith & Socicl Ssrvices

The House Finance Committee has proposed General Fund appropriations for health
and social services in the FY12-13 budget fotaling $1.308 billion, representing a drop of
$204 million - or a 14 percent difference - from the Governor’s FY12-13 budget
recommendation and a drop of $22 million from actual and authorized General Fund
expenditures for this category in FY10-11. Of note, the House Finance General Fund




appropriation for the Department of Health and Human Services (DHHS) in the coming
biennium is not only lower than FY 10-11 actual and authorized expenditures, but also
brings DHHS appropriation levels to a four year low, representing funding levels below
FY 2008-2009 General Fund net appropriations. These proposals may help to close the
state’s immediate budget gap but will
have costly outcomes across the state;
additional health care cost hikes,
employment barriers for working
families, and greater burdens on
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. Changes to Services thatl Help to Manage Health Care Costs
A. Limiting Uncompensated Care Fundss fo Crifical Access Hospitals

The House Finance Committee has proposed reducing the Governor's FY12-13 General
Fund budget recommendation of $166 million for uncompensated care by $115
million, effectively reducing total funds allocated for this purpose by $231 million.
Typically, to provide hospitals with some financial relief for uncompensated care -
losses related to care for the uninsured and for Medicaid members - New Hampshire
participates in a federal matching program called the Disproportionate Share Hospital
program (DSH). Through DSH, a state receives one dollar in federal funds for every
non-federal dollar contributed toward hospitals” uncompensated care costs. Over the
last 10 years, the New Hampshire budget has provided approximately $150 to $250
million non-federal dollars for uncompensated care every biennium and has
successfully drawn down an additional $150 to $250 million in federal aid that,
together, are paid fo the state’s hospitals.” While DSH enabled New Hampshire to
reimburse every hospital for some portion of its uncompensated costs in FY 11, the
state was not able, even with federal matching funds, to fully compensate all New
Hampshire hospitals, in the aggregate, for their total uncompensated care |losses.”

In making this cut, the version of the budget put forward by House Finance would limit
uncompensated care funding distributions to just 13 of the state’s 28 hospitals, known
as critical access hospitals (CAH). Critfical access hospitals are rural, acute care
hospitals with 25 or fewer beds and are frequently not only the sole source of health
care in some regions of the state, but also a major regional employer. The House
Finance Committee has limited uncompensated care funding fo these hospitals to
avoid closures of hospitals in rural areas of the state, as well as to avoid significant
employment losses in those regions.

The remaining fifteen institutions will not receive any reimbursement for their
uncompensated care losses. Uncompensated care may represent as much as 2.5




percent to 14.9 percent of the general revenue a hospital expects to collect - from
patients and other payers - for services provided.¥ Without uncompensated care
funding, hospitals will cover these deficits by charging other patient populations -
mostly the privately insured - more than the actual cost of their care. In 2009, a year in
which all New Hampshire hospitals received some uncompensated care
reimbursement, private insurance payments were $800 million above expenses.' In
other words, cost-shifting occurs even when some reimbursement for uncompensated
care is provided. The complete absence of uncompensated care funding for most of
the hospitals in the state will likely push health insurance premiums even higher.

B. Reduction of Mental Healith Services for Children and Adulfs

The House Finance plan reduces the Governor's FY12-13 General Fund budget
recommendation of $106 million for mental health services by $25.1 million. This
funding reduction will force 3,500 adults with severe mental disabilities and 3,400
children with serious emotional disturbances either fo forgo necessary treatment or be
placed on a waitlist to receive if. In the absence of these services, many of these
patients will likely have increased confact with law enforcement and hospital
emergency departments, thus shifting the cost of aiding these individuals from the
stafe budget fo local governments and organizations.

C. Reduction of Family Support Services

The recommendations put forward by House Finance reduce the Governor's FY12-13
General Fund budget recommendation for Family Support Services by an additional
$7.8 million. These services enable 3,000 families to be the primary caregiver for family
members with developmental disabilities, including assistfance with home
modifications and respite care. Without these supports for families, there will likely be
an increase in demand for other developmental services provided by the state. There
may also be an increase in more expensive, institutional, long-term care for which the
state may be responsible, if families find themselves unable to remain the primary
caregiver for their disabled family members.

D. Reduction in Public Health Funding

General Fund appropriations for public health programs would be $3.5 million lower in
FY12-13 under the House Finance Committee’s budget than under the Governor's.
General Fund budget reductions or eliminations will be made to all of the following
public health programs if the House Finance proposal is enacted: emergency
preparedness programs fo respond to biclogical, chemical or other health threats;
surveillance and epidemiology labs that track infectious diseases and food safety
events; family planning and community health center programs that provide
praeventive health care services and medical freatment, which in turn, divert people
from expensive hospital emergency department visits; tobacco cessation programs;
and nufrition support for low-income women and children. These cost-effective
programs reach tens of thousands of residents and help to reduce acute and
avoidable health care emergencies and conditions that can be drivers of high health
care cosfs.




il Changes fo Services That Help Manage Employment Barriers
A. Reduction of Support for Childcare Services

The House Finance proposal reduces the Governor’s FY12-13 budget recommendation
for childcare services by an additional $§10.2 million. ‘This reduction will create the
need for a waitlist for childcare services in FY 12 for up to 4,000 children, erecting a
significant obstacle to remaining employed for families who are working and are on
the path to becoming self-sufficient. In the absence of affordable childcare, some
families may experience a loss of employment and, in turn, would be forced fo seek
financial assistance from the statfe or local cities or towns.

B Requction in Waiver Day Services

The House Finance proposal reduces the Governor's FY12-13 General Fund budget
recommendation for Waiver Day Services by an additional $5.7 million. Day Services
enable nearly 400 adults with developmental disabilities o remain at home with their
families and allow those family members fo maintain their employment. Day Services
provide assistance with basic living skills and safety skills at home and in the
community, as well as vocational and volunteering opportunities for developmentally
disabled people. Elimination of day services may result in families being forced to
leave the workforce in order to care for their adult child at home or to make the difficult
choice fo seek more expensive options such as costly out-of-home placements or
twenty-four hour/residential support, These reductions create real barriers to
employment for disabled adults and their family members and may increase demands
for more expensive, institutional care for which the state would be responsible.

C. Repeal of the Unemployed Parents Program

The House Finance proposal reduces the Governor's FY 12-13 General Fund budget
recommendations for services for unemployed parents by $4.5 million and repeals the
statutory language authorizing the program as a whole. This is a program that
provides employment fraining services and financial assistance to families in which
one parent is unemployed or underemployed. These changes will affect
approximately 250 families who are struggling to enter the workforce or to keep a job.

/il Changes fo Fxisiing Communify Services and infrastruciure
A. Changes fo Local Welfare

The House Finance Committee has proposed suspending, for the FY 12-13 biennium,
the statute that requires cities and towns to provide local welfare assistance, but will
also require municipalities to maintain their level of current spending. Through this
measure, the House Finance Committee is attempting to ensure that cities and fowns
will not face additional costs as a result of the budget cuts that it is proposing. yet, the
elimination of supports and financial assistance across numerous service sectors will
drive increased demand for assistance from local governments. A maintenance of
effort standard may preserve local welfare assistance for some people in need, but will




not provide the additional resources needed fo meet the increased demand likely to
result from the proposed budget cuts.

B. Elimination of CHINS Program

The Committee’s proposal eliminates the Governor's FY12-13 General Fund
appropriation of $7.2 million for the child in need of services (CHINS) program and
repeals the statute that created the program. CHINS provides a court ordered process
through which youth can be ordered fo receive - and are provided - tfreatment, care,
guidance counseling and rehabilitation fo help them overcome difficulties that if
unfreated, could lead to being charged with violations of the law as a minor. In fact,
the Department of Juvenile Justice estimates that twenty percent of children who are
currently successfully diverted away from delinquency adjudication by receiving CHINS
services will become court involved in the absence of these services. The elimination
of CHINS will put more pressure on families, local law enforcement, and schools to
maintain a safe setting for all young people in the community.

Eotucation

500 1,000 1,500 2,000 2,500 Expenditures for education, from both
' : ' the General Fund and the Education
Fund would total $2.24 billion for FY12-13
under the House Finance Committee’s
version of the budget. Of this sum,
approximately $1.92 billion would flow
from the Education Fund and $321
million would derive from the General
Fund. Thus, the House Finance
Committee would devote $42.3 million
less in General Funds to education in the coming biennium than would the Governor
and $79.1 million less from that source than the state is projected fo spend over the
course of the current FY10-11 biennium.
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These declines occur principally because, while the Finance Committee would fully
fund school building aid and make less steep reductions in catastrophic aid than
would the Governor, it would also make exceptionally sharp cuts fo New Hampshire's
university and community college systems. More specifically, the recommendations
offered by the Finance Committee would slash General Fund appropriations for the
University System of New Hampshire from an anticipated level of $197 million for FY10-
11 fo $83.3 million for FY 12-13, a drop of 58 percent and well beyond the already
substantial reductions contained in the Governor’s budget plan.

Cuts of this magnitude would likely exacerbate recent trends in the affordability of a
college education in New Hampshire. Data from the New Hampshire Postsecondary
Education Commission indicate thaf, between FY 2002 and FY 2010, state
appropriations for the university system have grown by just 0.1 percent per year in real
terms. Infact, on both a per capita basis and relative to personal income, state
appropriafions for higher education in New Haompshire were the lowest in the nation in
FY 2010."" Over the same period, however, the average in-state tuition at a public four-
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year college or university in New Hampshire has climbed by 4.2 percent per year, after
adjusting for inflation, from $6,837 in 2002 to $9,506 in 2010.

Similarly, the budget put forward by the House Finance Committee would reduce state
support for New Hampshire’s community colleges by 36 percent relative to anticipated
outlays for FY10-11, dropping spending in this area from $81.5 million to $52.5 million.
The decision to add fo the Governor’s proposed reductions to the community college
system is particularly jarring when juxtaposed with the conclusions of a recent study
from the New England Public Center at the Federal Reserve Bank of Boston. If finds
that “the supply of skilled workers is not likely to keep pace with demand over the next
two decades” and notes that "New England will likely face even greater challenges in
maintaining an adeguate supply of skilled workers compared with the nation -
particularly those required to fill ‘middle-skill” jobs that require some postsecondary
educatfion but less than a bachelor’s degree.” As a result, the study argues that “now
is the time fo make additional investments in human capital” and goes on to suggest
that “strengthening community colleges can be a win-win-win for students, employers,
and the region,” an outcome that seems unlikely to occur should the Finance
Committee’s recommendations become law. *

Revenue Projections and Proposed Tax and Fee Changes

As noted at the outset, the version of the budget recommended by the House Finance
Committee relies on estimates for the amount of General and Education Fund revenue
that the state will collect in the next two years that are far more conservative than
those produced by the Lynch Administration. More specifically, the Committee
anticipates that baseline General and Education Fund revenue will total $4.42 billion
for the FY12-13 biennium, a figure that would represent a decline of more than 1
percent from the $4.48 billion the state is expected o collect in those two funds during
the FY10-11 biennium. In confrast, the budget put forward by Governor Lynch assumes
that these revenue sources would grow by about 5 percent, in the aggregate, to
about $4.71 billion. This roughly $290 million difference between the two sets of
revenue estimates is, again, one of the driving forces behind the magnitude of the
spending cufs backed by the House Finance Committee.

Given the inherent uncertainty of projecting state tax and fee collections and the
relatively slow pace of the nation’s economic recovery, one could argue that the
House Finance Committee’s revenue estimates represent an abundance of caution.
However, given the breadth and depth of the budgetary changes envisioned by the
Committee, there should be little argument that, should actual revenue collections
exceed the Committee’s expectations, any excess should be used to restore cuts to
essential public services.

Yet, one provision of the Committee’s recommendations would do almost precisely the
opposite. It expresses the express the intent of the House of Representatives to support
four specific measures — HB 37, HB 154, HB 213, and HB 166 - fo provide “tax and fee
relief” should “stafe revenues exceed ... adopted revenue estimates.” As the figure
below deftails, these four measures, if enacted into law, would reduce revenue over the
course of FY12-13 by $97 million, funds that could be otherwise used to undo extensive
cuts to higher education or to health and social service programs.




Projected
Bitt FY12-13
Number Description Revenue Loss

Approved by the House, Included in Finance Committee "Intent of the House" Amendment

HE 37 Reestablishing the monthly exemption to the communications services tax $4 M
HB 154 Increasing a threshold amount for taxation under the business enterprise tox {BET) $i2m
HB 213 Reducing the business profits tax (BPT) rate from 8.5 1o 8.0 percent by 2012 $27 M
HB 146 Reducing the meals and roorms tax rate from 9 1o 8 percent $54 M
SUBTOTAL $97 M

Approved by the House, Pending in Senate Ways and Means

HB 156 Reducing the cigaretie toxrate from $1.78 to $1.68 $30 M

Regarding the reasonable compensation deduction for certain entities

HE 557 {LLCs, el al} under the BPT 79 M
HB 187 Increasing the carry forward periods for the BET credit against the BPT unknown
TOTAL of least $226 M

Source: NHFPI calculations based on available fiscal notes for above legisiation

Worse still, the four measures specified in the Committee’s amendment fo HB 2
repraesent less than half of the total reduction in tax revenue approved by the House of
Representatives to date. As the figure above further indicates, the House as a whole
has already voted in favor of legislation fo reduce the cigarette tax rate by 10 cents
per pack (HB 156); to expand the reasonable compensation deduction certain types
of businesses are allowed fo use in determining the business profits tax (BPT) they owe
(HB 557); and to increase the number of years over which businesses can reduce the
BPT they owe should they have particularly large liabilities under the business
enferprise tax (HB 187). Based on the fiscal notes produced by the Department of
Revenue Administration, the first two of these three bills could reduce tax revenue by
as much as $129 million over the coming biennium; the Department is unable even to
estimate how much revenue the enactment of HB 187 would drain away. In short,
then, at a time that the House of Representatives is poised to consider a budget that
would reduce spending by close o half a billion dollars, putting new and sizable
strains on families and communifies across the state, it has already expressed its desire
fo cut taxes by some $220 million.

"Uniess otherwise noted, the appropriafions figures discussed in this Budget Brief are exclusive of so-called
"back of the budget’ changes. For instance, the $520 million in General Funds the House Finance
Committee would devote fo general government for FY12-13 excludes the $5.2 million reduction in salaries
and benefits ot the Department of Revenue Administration that the Committee would achieve through
legisiatfive language at the “back of the budget.”

i House Committee on Finance, Budget Briefing - House Bill 1 & 2, March 29, 2011, p. 12.

i New Hampshire Department of Corrections, Office of the Commissioner, Letter to the Chair and Members
of House Finance Committee Division |, March 17, 2011.
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¥ Based on Department of Administrative Services, New Hampshire Comprehensive Annuci Financial
Report for yeor ending June 30 2009, p. 111,

¥ Based on "DHHS Projections 12-13 012111.xls DHHS FAV ALT NO TRANS,” Uncompensated Care Funding
History of 2011 presented to Division lll of the House Finance Committee by the Department of Health and
Human Services, March 10, 2011.

“HB2, as amended by House Finance, appears fo restrict the remaining $115 million General Fund dollars
fo Medicaid provider payments.

i Norton, S., et al. "Health System Cost-Shifting in New Hampshire,” Center for Public Policy Studies,
February 2001, p. 1.

vit New Hampshire Postsecondary Education Commission, The Status of Postsecondary Fducation in New
Hamypshire, February 2010, p. 17-19.

* Modestino, Alicia Sasser, Mismatch in the Labor Market: Measuring the Supply of and Demand for Skilled
Labor in New England, Federal Reserve Bank of Boston, November 2010, p. 40-47.
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