POLICY BRIEF April 22,2019

SUMMARY OF GOV. LEE’S FY 2020 AMENDED BUDGET

Last week, Governor Lee proposed an amendment to his budget recommendation for FY 2020, which
starts July 1, 2019. These revisions update the original budget plan the governor rolled out in March,
reflecting new information about revenue collections, program needs, and legislative action.

The administration amendment marks one of the final steps in the process to get next year's budget
approved by the legislature (which will likely be one of the General Assembly’s final actions before
adjourning for the year).

KEY TAKEAWAYS

The governor's budget amendment increases state expenditures by $208.7 million relative to
the recommendation submitted in March.

e The largest change is the addition of $144.6 million for TennCare from the program’s dedicated
hospital assessment.

e The amendment also includes a reallocation of $24.7 million in non-recurring funds from the
education savings account (ESA) proposal to Hepatitis C treatment for the state prisoners.

e Funding for most of the additional spending comes from a $60.9 million increase in current
revenues expected to roll over to the next fiscal year as non-recurring revenue.

Figure 1. Gov. Lee’s Amendment to His March Budget
Recommendation Adds $209 Million in FY 2020 State Spending

State Dollars in the Gov.’s Amended Tennessee FY 2020 Recommended Budget by Expenditure Category
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Administration Budget Amendment Overview (2)
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Changes to Proposed Spending

The governor's budget amendment increases FY 2020 state expenditures by $208.7 million
relative to the recommendation submitted in March — including $6.1 million in recurring state
dollars, $60.9 million in non-recurring state spending, and $141.8 million in state dollars earmarked for
a specific purpose.

With the amendment, the FY 2020 recommended budget totals $18.9 billion from state revenue
sources. This is an increase of 5.6% (or $1.0 billion) over estimates for the current fiscal year.

TennCare Hospital Assessment

The amendment'’s largest expenditure change is a $144.6 million increase for TennCare,
associated with an increase in the earmarked hospital assessment. The state first began assessing
hospitals in FY 2011 in order to partially fund the state’s share of TennCare costs. It has brought in just
under $450 million annually. Because TennCare is an entitlement, the federal government covers
about 65% of the program'’s costs. As a result, the assessment draws down about $840 million in
federal funds each year.

The additional state dollars proposed in the amendment are expected to draw down another
$290 million in federal funds in FY 2020. (3) According to information provided by TennCare, these
additional dollars will be used to help cover:
e Expected program cost increases,
e Anincrease in the state’s match rate (from 34.13% in FY 2019 to 34.79% in FY 2020), and
e Additional payments to hospitals to offset the cost of unreimbursed care for the underinsured
and uninsured.

Education Savings Account Reallocation

The amendment also includes a reallocation of $24.7 million in non-recurring funds from the
education savings account (ESA) proposal. The FY 2020 budget proposed in March included
$25.3 million in new recurring spending for ESAs. Separate ESA legislation defining the details of the
program is still making its way through the legislative process; however, significant spending is not
expected in the program'’s first year. (4) As a result, the administration amendment proposes a

$24.7 million non-recurring reduction for FY 2020.

This approach retains a $25.3 million placeholder in the recurring base budget for ESAs. If
approved by the legislature, this smooths the path to fund the program with at least $25.3 million in
future years.

Hepatitis C Treatment for Prisoners

The $24.7 million non-recurring ESA reduction is reallocated to Hepatitis C treatment for the
state prison population. Hepatitis C is a potentially fatal liver disease caused by the blood-borne
Hepatitis C virus. It can be spread through shared needles, tattoos, piercing, and sexual contact, for
example. Incarcerated populations are at higher risk for having and spreading the Hepatitis C virus. (5)

2 SycamorelnstituteTN.org


https://www.sycamoreinstitutetn.org/2017/06/01/what-is-tenncare/
https://www.sycamoreinstitutetn.org/2019/02/14/incarceration-tn-prisoner-trends/
https://www.sycamoreinstitutetn.org/2019/02/14/incarceration-tn-prisoner-trends/

POLICY BRIEF Summary of Gov. Lee's FY 2020 Amended Budget

Approximately 21% of prisoners in state facilities (4,663 individuals) had Hepatitis C as of June
30, 2018 — compared with about 1.7% of all U.S. adults in 2013-2017. (6) (7) Treatments introduced in
the last decade can cure most Hepatitis C cases but are costly — ranging from $26,400 to $95,000. (8)
(9) To manage these costs, the Department of Correction (TDOC) has capped its annual spending on
these drugs — the subject of a pending class action lawsuit against TDOC. (10) The proposed funds are
expected to treat some — but not all — state prison inmates with Hepatitis C.

Other Notable Expenditure Increases
Other notable increases relative to the governor's March budget proposal include:
¢ +$11.3 million non-recurring for 37 targeted grants to non-profits and local
communities. These grants range from $1.5 million for Jobs for Tennessee Graduates to
$5,000 for the Boys and Girls Club of Jackson.
¢ +$10.0 million non-recurring for a Memphis Riverfront Development Grant.
¢ +$8.3 million non-recurring for the Capital Outlay program, which supports the
improvement and maintenance of state buildings.
¢ +$8.3 million for a new Radioactive Material Training and Education Center. The funding
represents the first year of a two-year request.
¢ +$4.2 million for the development of a MyTN app — including $1.6 million in recurring
funds and $2.6 million non-recurring.
¢ +$4.0 million in recurring funds to support transportation costs for individuals with
mental illness being involuntarily committed to a treatment facility. Under current law,
local sheriffs have much of the responsibility for these costs. (11)
¢ +$4.0 million in non-recurring funds for "efficiency initiatives.”

Changes to Revenue Expectations

Funding for most of the additional spending comes from a $60.9 million increase in current
revenues expected to roll over to FY 2020 as non-recurring revenue and the TennCare hospital
assessment increase (discussed above). The governor's March budget recommendation estimated that
about $804.6 million would be available at the end of the current fiscal year. The additional

$60.9 million is a result of program underspending ($50.0 million) and additional revenues not
previously budgeted ($17.5 million) minus $6.6 million in new supplemental appropriations for FY
2019.

What Happens Next?

The Tennessee House and Senate Finance Committees are making their own incremental changes to
the budget based on amendments and legislation proposed by state lawmakers. The legislature is
expected to pass the budget in late April or early May and adjourn shortly after.
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