Keen Warns Legislators of 'Not Insignificant' Cuts in Anticipated FY18-19 Revenues
Office of Budget and Management (OBM) Director Tim Keen told the Senate Finance Committee Wednesday to expect a "not insignificant" revision in revenues for the next biennium as he provided them the initial overview of the governor's proposed FY18-19 budget. 

Pressed to provide an estimate ahead of the conference committee deliberations, which is when he said the revisions would be given legislators, Keen declined to provide an actual amount, although he went on to detail budget adjustments at the beginning of FY17 in July 2016 that totaled in the $270 million to $280 million range, adding that revenues are currently below those revised estimates by $615 million.

"The current year-to-date shortfall of $615 million already exceeds the $592 million shortfall anticipated in the executive budget revised estimates [for FY17]" -- a shortfall that he has said and continues to say the state can handle. However, he did say, "OBM will closely monitor revenues over the remainder of the filing season and fiscal year and present a plan to ensure balance should conditions deteriorate even further."

The rub comes with what it means for revenues in the next biennium.

Keen said it would be difficult for his office to come up with revisions ahead of the completion of the tax filing season. "Plus it takes time for the Department of Taxation to process the tax payments." He did say the tax filing season is going "poorly" so far.

He went on to encourage the Senate committee to use OBM's original estimates as a base for its deliberations and recommendations and not those of the Legislative Service Commission, which had predicted slightly higher revenues. 

Keen provided some detail for the revenue shortfall, noting that, "At this point, the major tax sources are all below the estimate. The biggest shortfall is in the personal income tax, which is $448 million or 7.6 percent below the estimate. ... The sales and use tax is below the estimate by $161 million or 2.0 percent, with the shortfall concentrated in the non-auto tax, which is $158 million or 2.3 percent below estimate. The CAT [Commercial Activity Tax] is below estimate by $28 million or 2.8 percent."

[OBM also released its preliminary March revenue report on Wednesday, showing a monthly shortfall of $202.9 million with nearly $95.5 million of it in the personal income tax; nearly $40.5 million in the sales tax; and nearly $67.9 million in the foreign insurance tax.] 

Keen called the revenue shortfall "a vexing and very significant puzzle. ... This leaves policymakers to confront the question, should the revenue shortfalls be treated as an aberration, which would lead one to expect that revenue growth will align with economic growth in the future? Or should the fact that revenue performance has lagged behind the official economic statistics for 15 months now -- counting the last half of FY16 as well as the first three quarters of FY17 -- lead one to conclude that whatever is causing the disconnect between revenues and income and sales statistics may continue for some time?

"OBM's thinking is that the underperformance of revenues has gone on long enough that it is unwise to treat it as a temporary aberration."

He told the committee that the income tax shortfall is due primarily to two factors: withholding coming in below estimates and increased refunds. He also said staff has looked to see if this has a genesis in the small business income tax changes enacted by the last General Assembly, but they can find no real connection. 

Sen. Peggy Lehner (R-Kettering) asked why doesn't the administration just "hold off a year" on the tax cuts it is proposing in the budget. Keen responded that the governor has adjusted his tax proposals to address the tighter budget but that he believes revising the state's tax structure "strengthens the economic competitiveness of the state."

On a different front, Sen. Bill Coley (R-West Chester) repeatedly commented that he believes the administration has forgotten that the Legislature is a "co-equal branch of government," raising concerns over the administration's handling of the purchase of two planes by the Ohio Department of Transportation, saying that he did not recall the Controlling Board's approving the purchase. 

Keen said the transportation budget provides the authority for OBM to move money between line items and that ODOT bought the planes through the competitive bid process.

Coley also said the administration bypassed the Controlling Board in coming up with the match for the Medicaid expansion Group 8 population -- which he added "you knew darn well we weren't going to approve." Keen said that the match was provided through two accounts -- the regular Medicaid account and another account that came from drug rebates. He noted that the $200 million in the special Medicaid fund Coley referenced as having been targeted for the Group 8 match remains intact.

The third area Coley mentioned was $140 million being used for "seven new Medicaid programs" that have not been authorized by the Legislature, telling Keen that he believes the administration is "bastardizing" the JCARR process. When Keen said he was not sure what programs those were, Coley identified them as including a "bone-headed" shared living services program, personal care, home health rate increase, private duty nursing rate increase, extended respite and payment for acupuncture.

Sen. Mike Skindell (D-Lakewood) asked Keen about the chart that shows the state's spending $1 billion in the fight against drug addiction, specifically asking about $650 million for health care and $138 million in the Ohio Department of Job and Family Services (ODJFS) because he said it is not available in Cuyahoga County. Keen said the health care amount is Medicaid spending to assist Ohioans with addiction which is "undoubtedly" being spent in Cuyahoga while he said he did not remember what the ODJFS amount is for. He said he would get back to Skindell with that information.

Sen. John Eklund (R-Chardon) asked Keen if there has ever been an effort to identify the cost of educating a single student. Keen said that over the last 30 years there have been numerous efforts since the DeRolf decisions but because he is "not an advocate for such a study" one has not been done in this administration.

A copy of Keen's testimony, which pretty much tracked what he gave to the House Finance Committee on Feb. 1, can be found on Hannah News' HB49 bill page at www.hannah.com .

Story originally published in The Hannah Report on April 5, 2017.  
