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EXECUTIVE SUMMARY

THE AMERICAN RESCUE PLAN ACT OF 2021 (ARPA) authorized unprecedented levels of
federal financial assistance to help state and local governments address the health and eco-
nomic impacts of COVID-19 and maintain essential public services. While this assistance
is helping meet critical needs, it also increases the risk of budgetary shortfalls if one-time
federal aid is used to finance recurring costs. At the end of 2026, when pandemic relief funds
are no longer available, some state and local governments will face fiscal cliffs—the risk of
eliminating or scaling back ongoing programs in education, public safety, or other essential
areas—if they do not have alternative funding sources in place.

This paper is based on disclosure filings as of July 2022. As of that date, states had allo-
cated 74 percent of the $195.3 billion that Congress provided in the Coronavirus State and
Local Fiscal Recovery Funds (SLFRF) program under ARPA. Our findings expand upon those
contained in the 2022 issue paper The $§195 Billion Challenge: Facing State Fiscal Cliffs After
COVID-19 Aid Expires.

Following our most recent review, we determined that thirty-eight states face a low
risk of encountering such cliffs. But among the most populous states, California, Illinois,
Michigan, New York, and Pennsylvania each used SLFRF to cover recurring costs that are
equivalent to a significant 2.5 percent or more of their fiscal 2022 general fund expenditures;
these states thus face a moderate to elevated risk of encountering a fiscal cliff when federal
dollars run out. Together, these big states make up 28 percent of America’s population and
almost one-third of total state general fund spending. Several smaller states—including Alaska,
Maryland, Nevada, Oregon, Utah, West Virginia, and Wyoming—also tapped SLFRF for at
least 2.5 percent of general fund expenditures and thus face fiscal cliff risks as well. The policy
recommendations outlined in the box below will help states prevent budgetary shortfalls and

strengthen long-term fiscal health after the federal cash runs out.



https://www.volckeralliance.org/resources/195-billion-challenge
https://www.volckeralliance.org/resources/195-billion-challenge
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Key Recommendations

¢ To avoid fiscal cliffs, states should clearly identify SLFRF as one-time funds in budget
documents.

¢ To facilitate fiscal sustainability, states should use SLFRF for one-time or short-term purposes.

o If a state appropriates SLFRF to finance recurring costs, it should track such uses and have
a plan for what to do when the federal funds expire.

o To protect the delivery of public services against the loss of federal pandemic aid—or against
future revenue shocks—states should adopt multiyear revenue and expenditure forecasts,
stress test their budgets, and maintain sufficient rainy day funds and other reserves to help

preserve critical public services in the event of sudden revenue losses.
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INTRODUCTION

STATE AND LOCAL GOVERNMENTS have received unprecedented amounts of federal fund-
ing to assist in the response to COVID-19. This includes funds that can be used for public
health initiatives and health care, assistance to individuals and organizations that have suf-
fered financial hardship because of the pandemic, and restoration of government services.
This paper addresses one of the largest federal programs: the Coronavirus State and Local
Fiscal Recovery Funds (SLFRF) program, under which Congress provided $350 billion to state,
tribal, and local governments. These funds must be obligated (a term indicating a binding
agreement for outlays) by 2024 and spent by December 31, 2026.!

This paper focuses on the extent to which state governments are using SLFRF for recurring
expenditures. This practice could lead to a fiscal cliff, in which a state must cut or eliminate
programs unless it has sufficient revenues to continue funding them when federal funds are
no longer available. A state with strong revenue growth may be in a better position to avoid
a fiscal cliff, depending on how it manages its revenue growth. This paper analyzes states’
allocations of SLFRF but does not assess whether states will have the fiscal capacity to switch

to state funding of programs when the federal aid ends.

FIGURE | Allocation of SLFRF by States as of June 30, 2022

Capital 25%
Government Operations 20
Assistance to Individuals and Businesses 18
Contributions to Unemployment Insurance Trust Funds 16
Health |l

Other 10

0% | 20% 25%
SOURCE State Fiscal Recovery Plans and Project and Expenditure Reports.

As of June 30, 2022, state governments, in aggregate, had allocated about 74 percent of
their SLFRF. The analysis conducted for this paper found that 20 percent of the fiscal recov-
ery funds allocated by that date were being used for government operations (figure 1). This
includes such actions as a transfer to the general fund for government operations, restoration

of government positions, or allocation of funds to agencies for operations.
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Nationwide, our analysis is encouraging: Thirty-eight states (including large states such
as Florida, New Jersey, and Texas, as well as smaller states like lowa and Maine) face alow risk
of encountering such cliffs. But among the most populous states, California, Illinois, Michi-
gan, New York, and Pennsylvania used SLFRF to cover recurring costs that are equivalent to
a significant 2.5 percent or more of their fiscal 2022 general fund expenditures and thus face
a moderate to elevated likelihood of encountering a fiscal cliff when federal dollars run out.
These big states contain 28 percent of America’s population and almost one-third of total
state general fund spending. Several smaller states, including Alaska, Maryland, Nevada,
Oregon, Utah, West Virginia, and Wyoming, also tapped SLFRF for at least 2.5 percent of
general fund expenditures and face fiscal cliff risks. (We detail use of SLFRF funds by the
eleven biggest states in the State Report Cards section of this paper.)

Eleven percent of SLFRF grants allocated as of June 30, 2022, were directed toward ser-
vices such as COVID-19 prevention and treatment, behavioral and mental health services, and
violent crime prevention. Some states have used SLFRF for other continuing needs, such as
funding for K-12 education, financial assistance to higher education institutions and college
students, and assistance to communities.

Some states have also used SLFRF for one-time purposes that carry less risk of a fiscal
cliff. For example, states have designated 25 percent of the funds allocated as of June 30, 2022,
to support capital projects and 16 percent to repay federal loans to their unemployment trust
funds or replenish the funds’ capital. (Some capital projects financed by one-time federal
dollars, such as state roads and buildings, and water, wastewater, and broadband facilities,

will still need to tap operating funds in the future to pay for operations and maintenance.)
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THE CORONAVIRUS STATE AND LOCAL FISCAL RECOVERY FUND PROGRAM

IN MARCH 2021, CONGRESS PASSED the American Rescue Plan Act (ARPA), which autho-
rized $1.9 trillion to respond to COVID-19 after the partial shutdown of the nation’s economy.
This included $350 billion for SLFRF: $195.3 billion for state governments and the District of
Columbia, and $154.7 billion for local and tribal governments (figure 2).

Each state received $500 million, plus an amount based on the number of unemployed
residents as a percentage of the total number of unemployed in the nation.? If a state’s unem-
ployment rate exceeded its prepandemic rate by 2 or more percentage points, it received
SLFRF in one payment in 2021. Other states
received half their payment in 2021 and :‘_IGII)J_E_E 2 )SLFRF Authorization by Type of Government

In pillions

halfin 2022. Thirty states received a single

Tribal Governments
payment; twenty states and the District of and Territories

Columbia received a split payment.>

The US Treasury, which is responsible

for oversight of SLFRF, issued a final rule Cities and
Nonentitlement
that identified seven broad expenditure Units States and

$65.1 Washington, DC

categories for the use of the federal funds* SEme

(table 1). The infrastructure category is

Counties
$65.1

restricted to water, wastewater, and broad-
bandinfrastructure, but other types of cap-
ital projects can be financed under different
categories if certain conditions are satis-
fied. For example, a state can use revenue
replacement funds to finance infrastruc- SOURGE T 131o-fAmerican fescue Plan et o202
ture maintenance or pay-as-you-go capital
projects, such asroads.’ States can also use federal funds under other expenditure categories
to finance capital projects such as affordable housing, childcare facilities, schools, or hospi-
tals if the investment supports an eligible COVID-19 public health or economic response.®
While states have discretion to allocate SLFRF among these expenditure categories,
there are restrictions on the amounts they can allocate to revenue replacement. The Trea-
sury’s final rule offers states the choice of either a provided formula for estimating revenue

loss due to the pandemic or a standard revenue replacement allowance of $10 million. States
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TABLE | US Treasury SLFRF Expenditure Categories

Public Health COVID-I9 mitigation and prevention; community violence intervention; behavioral
health; other

Negative Economic Impacts Assistance to households, small businesses, and nonprofits; aid to impacted
industries; other

Negative Impacts- Public sector workforce payroll and benefits for public health, public safety or human

Public Sector Capacity services workers, rehiring, other; effective service delivery; administrative needs

Premium Pay Premium pay for public sector employees; private sector grants to other employers

Water, Wastewater, and Wastewater, stormwater, drinking water, private wells, Infrastructure Investment

Broadband Infrastructure and Jobs Act (IlJA) Bureau of Reclamation match; broadband “last mile” projects,

broadband IIJA match, other broadband

Revenue Replacement Provision of government services, nonfederal match for other federal programs
Administrative and Other Administrative expenses; transfers to other units of government and to nonentitlement
units

SOURCE US Department of the Treasury Compliance and Reporting Guidance: State and Local Fiscal Recovery Funds.

that use the formula must choose whether to use the calendar or fiscal year to calculate any
reduction in revenue at the end of each of the years 2020 through 2023.

The final rule specifies uses of SFLRF prohibited by Congress. States are not allowed to
use the funds to pay debt service, finance unfunded accrued pension liabilities, offset revenue
losses from state tax cuts, or replenish rainy day or other reserve funds. (Some states have
filed lawsuits contesting Congress’s constitutional authority to prohibit the use of the funds
to directly or indirectly offset revenue losses from tax cuts.”)

The negative economic impacts category contains one notable exception to the prohi-
bition on using SLFRF to repay debt. Under the category, states may use their federal aid to
replenish their unemployment trust funds to the level that existed before the pandemic or to
repay federal loans to the trust fund (known as advances) taken out during certain months of
the pandemic.® At the end of fiscal 2019, on the eve of the pandemic and after a record-long
US economic recovery, no states had outstanding advances. By the end 0f 2020, as millions of
workers were ordered to stay home and the economy plunged into recession, eighteen states
(plus territories and the District of Columbia) had run up $34.1 billion in debt; the amount
had swelled to $45.6 billion by the end of 2021.°

Some states have set their own guidelines for using federal aid dollars. Utah, for example,
established ten guiding principles for the use of ARPA funds, including that the state consider
the full cost of ownership and not create an unfunded future cost'® and that budget documents

or appropriations show one-time revenues, which appropriations are financed with one-time

10
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funding, and a list of projects funded by SLFRF.! Kansas, meanwhile, established six pri-
mary principles to guide the use of SLFRF, including to “prioritize sustainable programs and
investments through one-time use of funds vs substantial expansion of existing services”"

A state’s decision about how to allocate SLFRF may be influenced by the availability
of other federal funds—particularly COVID-19-related aid dollars. These funds may com-
prise money allocated under the Coronavirus Relief Fund (a part of the 2020 Coronavirus
Aid, Relief, and Economic Security, or CARES, Act), which had to be spent by December 31,
2021, and various ARPA programs, including the Elementary and Secondary School Emer -
gency Relief Fund ($122.7 billion); Higher Education Emergency Relief Fund ($39.6 billion);
Coronavirus Capital Projects Fund ($10 billion); Emergency Rental Assistance Program ($21.5
billion); and Homeowner Assistance Fund ($10 billion)."* The availability of funds through
the Infrastructure Investment and Jobs Act, which was passed in November 2021, may also

influence decisions on allocating SLFRF.




ON THE EDGE ¢ Issue Paper

|||||ITTHE VOLCKER ALLIANCE

HOW THE BIGGEST STATES USED SLFRF

THIS SECTION EXAMINES THE ELEVEN most populous states, focusing on uses of SLFRF
that may contribute to the risk of a fiscal cliff when the program expires. New Jersey is included
because it was among the top ten states in funds received. The eleven states account for 57
percent of the US population and 55 percent of SLFRF allocated to state governments and
the District of Columbia. As of June 2022, the eleven states had allocated 75 percent of their
SLFRF, with percentages ranging from 36 percent in New York to 100 percent for California,
linois, North Carolina, and Pennsylvania (figure 3).

As discussed above, three of the larg -

FIGURE 3 Estimated Percentage of SLFRF Allocated by

est states (California, New York, and Penn- the Il Largest States as of June 30, 2022

sylvania) used SLFRF for general govern-
. L NewYork  36%
ment operations and three others (Illinois,

Georgia 42
Michigan, and New York) designated funds Michigan 58
for public health or public safety opera- Ohio 65
tions. In each case, the amount of SLFRF Texas 76
for operations was equivalent to 2.5 per- New Jersey 83
Florida 96

cent or more of the state’s fiscal 2022 gen- _
Pennsylvania 100

eral fund expenditures. Texas also shifted North Carolina 100

$359 million (or 0.6 percent of general fund Illinois 100

expenditures) for compensation for public California 100

safety state employees.™ 0% ;20% ;40% 60% 80%
In at least two states—1I1linois and ;Z;:ftES.State Fiscal Recovery Plans and Project and Expenditure

New York—the use of SLFRF for operations

appears to have freed up own-source recurring revenues that were then applied, at least
in part, to one-time purposes: debt repayment (Illinois) and rainy day fund contributions
(Illinois and New York). Those states may be able to use those state revenues in the future to
cover costs that were temporarily financed with SLFRF.

Thelargest states are using SLFRF to address needs that may exist beyond 2024, when all
the money has to be obligated, and 2026, when it all has to be spent. These include a reading
program in Florida ($125 million), temporary expansion of eligibility for special education
in New Jersey ($604 million), a preschool program in Michigan ($121 million), assistance for

higher education in Pennsylvania ($175 million) and Texas ($50 million), and Appalachian
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TABLE 2 SLFRF Allocations—II Largest States vs. the 39 Other States as of June 30, 2022 (in billions)

Il LARGEST PERCENTAGE 39 OTHER PERCENTAGE
EXPENDITURE CATEGORY STATES OF TOTAL OF TOTAL
[l Public Health $5.8 7.0% $7.8 12.0%
Al Negative Economic Impacts 27.3 34.0 22.0 35.0
Il Negative Impacts—Public Sector Capacity 1.5 2.0 2.1 3.0
;'\ Premium Pay 0.l (o} 0.6 1.0
@l Water, Sewer, and Broadband Infrastructure 10.8 13.0 12.0 19.0
((Jl Revenue Replacement 35.1 43.0 18.7 29.0
@ Administrative and Other 0.3 0.4 0.5 0.7
Total $80.8 100.0% $63.7 100.0%

NOTE Totals may not add up to 100 percent because of rounding.

SOURCE State Fiscal Recovery Plans and Project and Expenditure Reports.

community grants in Ohio ($500 million). In addition, states are using SLFRF to pay for local
law enforcement assistance (Pennsylvania, $135 million), anti-violence programs (Ohio, $250
million; Illinois, $70 million; Pennsylvania, $75 million; and Texas, $52 million) and crime
victim services (Texas, $55 million; and Georgia, $50 million). States may need to cut back
on these services if they are unable to identify alternative funding sources once the federal
assistance is spent or expires.

Some states, such as Michigan, disclosed starting and ending dates for specific programs
in their fiscal 2022 recovery plans, which signals that services will not continue beyond the
specified date. Across the nation, however, state officials who use SLFRF to provide financial
assistance to businesses, individuals, health care organizations, or local communities may
face political pressure to continue spending state revenues on what may be considered criti-
cal needs—say, nursing homes or hospitals in rural communities. Such choices may involve
spending and job cuts for other state-funded programs with less political support.

Illinois, Michigan, Ohio, and Texas dedicated SLFRF to repay federal unemployment trust
fund loans or replenish state unemployment trust fund capital —both one-time purposes.
These uses account for just 4 percent of SLFRF allocated as of June 30, 2022 in Michigan. It
accounts for 33 percent in Illinois, 58 percent in Texas, and 68 percent in Ohio.

Unlike paying for recurring expenditures with one-time federal funds, investing in water,
wastewater, or broadband infrastructure projects is less likely to contribute to a fiscal cliff. As
of June 30, 2022, three states (Georgia, Michigan, and North Carolina) had invested at least
one-third of their SLFRF in these types of infrastructure projects. Three others (California,

Florida, and Ohio) have put 10 percent or more of their funds toward such investments.”
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FIGURE 4 Allocation of Revenue Replacement and Public Sector Capacity Funds for Il Largest States vs. 39 Others as of
June 30, 2022

; l |
General Government Operations GIz g%
I |
Capital Projects 16.5
35.0 I
Health 27 W
72 I
Communities 27 o
77 I
Education 26 M [l Largest States
79  —— M 39 Other States
Business/Tourism/Economic Development 2 m
P o5 I
Information Systems/Technolo; 13 n
y ¥ 53
49 E
Other
104
0% 10% 20% 30% 40% 50% 60% 70%

SOURCE State Fiscal Recovery Plans and Project and Expenditure Reports.

These figures understate the amount of SLFRF allocated to infrastructure because some
states, such as Florida, are also using part of their revenue replacement funds for infrastructure
and facilities. To the extent the infrastructure or facilities will be maintained and operated
by a state agency, the state will need to identify funding sources for those costs.

The discussion in this report, including the report cards on the eleven biggest states, is
based primarily on state fiscal recovery reports and project and expenditure reports covering
the period ending June 30, 2022. (A guide to tracking SLFRF spending, including a hyperlink
to alibrary of state reports, can be found in appendix B, beginning on page 45.) The timing of
these reports presents challenges in that some states included SLFRF projects and programs
authorized in the fiscal 2023 budget, while others did not.! For the latter, we scrutinized
enacted 2023 budgets for disclosures on the use of SLFRF by the eleven largest states. Such

information is not available for every state.
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INSIGHTS AND RECOMMENDATIONS

THE INFLUX OF SLFRF INTO STATE BUDGET COFFERS created opportunities and chal-
lenges for governments. One of the challenges is how to manage the use of these funds to
avoid shortfalls or service cuts when the federal funds run out. If SLFRF are used to finance
recurring needs, a state will need to either eliminate or cut back operations or programs when
the funding ends or identify other revenues to continue them.

Our analysis found that some states are using SLFRF for recurring purposes. Of the funds
allocated as of June 30, 2022, 20 percent went to government operations, some of which are
likely to be ongoing. Twelve states, including Michigan, which reported in August 2022, allo-
cated SLFRF to government operations in amounts equivalent to at least 2.5 percent of their
estimated fiscal 2022 general fund expenditures. SLFRF are also being used to finance other
programs meeting needs that are likely to continue after the federal aid ceases. This includes
mental health and substance abuse programs, violence prevention, and and pandemic-related
initiatives. Other programs, such as those assisting communities or providing educational
assistance or workforce training, also address recurring needs.

To help craft strategies for dealing with this dilemma, states should prepare inventories
of programs that may be affected by the cessation of federal pandemic aid. One approach,
which the New York State comptroller developed for New York City, is to compile a list of
programs that have received temporary federal funding and show the budget shortfall amounts
for future years." This allows government officials to see how much in aggregate is needed to
avoid shortfalls. They can then assess revenue options or whether program reductions will
be necessary.

States that used SLFRF for government operations will need to conduct multiyear revenue
and expenditure forecasts to determine whether there will be sufficient revenues to cover that
spending. States with strong revenue growth may have enough money to cover the programs
previously funded with SLFRF, depending on whether the growth is sustainable. States that
used revenue growth to fund new or expanded programs to address recurring needs—or those
cutting taxes in response to the robust economy that followed record injections of federal
cash—may face more fiscal challenges than states that used at least a portion of the revenue

growth for one-time purposes such as repaying debt or increasing reserves.
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Recommendations

o State governments should clearly label SLFRF as one-time funds. This can be accom-
plished in various ways. Florida, for example, has a separate column for nonrecurring
revenues and appropriations inits budget financial outlook statement, indicating that
these revenues are not a part of the base budget. Utah provides alist of ongoing versus
one-time revenues in its budget forecast documents and identifies appropriations
that are financed from one-time sources in appropriation bills. Other states, such as
Texas, passed separate appropriations bills to allocate SLFRF, which helped highlight
programs and operations supported by one-time federal funds.

¢ To facilitate fiscal sustainability, one-time funds such as SLFRF should be used for one-
time or short-term purposes. Some states have identified policies or goals that explicitly
address the need to consider future fiscal sustainability when allocating SLFRF. For
instance, Michigan included a fiscal sustainability criterion in its list of standards for
evaluating potential programs to be paid for with SLFRF. Even before ARPA, some
states had policies in place regarding the use of one-time revenues.

o If a state allocates funds to address recurring needs, it should track that spending and plan
for what will happen when the SLFRF program expires. States need to know whether
there will be budget shortfalls when the federal funds are gone. They will then need
to develop a plan to avoid those shortfalls that considers both revenue options and
spending cuts.

o Other state budgeting practices can facilitate a multiyear planning approach. This includes
using long-term revenue and expenditure forecasts, which could address the loss of
federal funds. These, along with stress testing to gauge budget performance in dif-
ferent scenarios and maintaining sufficient rainy day funds and other reserves to help
preserve critical public services in the event of sudden revenue losses, can help officials

recognize the risk of a fiscal cliff and give them time to avoid it.




|||||ITTHE VOLCKER ALLIANCE

STATE REPORT CARDS

ON THE EDGE ¢ Issue Paper

Assessment of Fiscal Cliff Risk Among the Eleven Largest States

THE REPORT CARD FOR EACH STATE gauges the risks of a fiscal cliff when the SLFRF

program ends. This assessment is based solely on a state’s allocation of those funds to date

and does not consider its capacity to use other revenues to pay for programs that have been

financed temporarily with SLFRF. States are
listed, in declining order, by the percentage
of SLFRF allocated as of June 30,2022. The
three categories of fiscal cliff risk are
ELEVATED State allocation of SLFRF to
general government operations is equiva-
lent to 2.5% or more of the state’s fiscal
2022 general fund expenditures

State allocation of SLFRF for
public health or public safety operations is
equivalent to 2.5% or more of the state’s
fiscal 2022 general fund expenditures (risk
level is moderate because some of these
costs may decrease as the impact of the
COVID-19 pandemic
LOW State lump-sum allocation of SLFRF
to the general fund or to public health or
public safety operations is equivalent to
less than 2.5% of the state’s fiscal 2022

general fund expenditures

TABLE 3 Risk of Fiscal Cliff

FY24 GENERAL
& RAINY

DAY FUND
BALANCE AS

% OF GENERAL
EXPENDITURES*

IMPACT OF SLFRF

ALLOCATION ON
RISK OF FISCAL
CLIFF

ELEVATED
LOW
LOW

I LARGEST
STATES

California
Florida

Georgia

lllinois 6.0

Michigan

LOW

ELEVATED 34.1
LOW 16.9
LOW

ELEVATED
LOW

New Jersey

New York

North Carolina

Pennsylvania

Median for All States 21.6%

* Recommended figures, expressed as a percentage of general
fund expenditures.

SOURCES Author's calculations; State Fiscal Recovery Plans; and
The Fiscal Survey of States, Spring 2023.
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CALIFORNIA

CALIFORNIA RECEIVED its $27 billion in

SLFRF in one payment. Among the eleven I 0 O(y FISCAL GLIFF RISK
e 0 ELEVATED

largest states, California was the only one ESTIMATED i

that had allocated almost all its SLFRF o e L oaneeD MODERATE

AS OF JUNE 30, 2022

(99 percent) as of July 31, 2021. The initial

allocations included $8.9 billion for the

revenue replacement category, all of which
was used to make a lump-sum transfer to the general fund.!® The state also had assigned large
amounts to housing, infrastructure, and assistance to individuals and households.

By 2022, the allocation to revenue replacement had risen to $13.6 billion, half the state’s
total SLFRF." California continued to use all the funds in that category to make a lump-sum
transfer into the general fund. Part of the increase in the allocation to the general fund (about
$2.0 billion) was due to three programs being moved into revenue replacement.?’ The Cali-
fornia budget summary indicated that the revised revenue replacement figure also reflects
an updated estimate of state revenue loss due to the pandemic ($17.2 billion) and an increase
in a reserve for potential compliance risks.

According to California’s 2022 fiscal recovery plan, revenue replacement dollars are being
used to restore state employee pay; fund health and human services programs, higher educa-
tion, and courts; and avoid planned budget deferrals for local school districts and community
colleges. The use of SLFRF for these types of recurring costs increases the risks of a fiscal
cliff when the federal funds are no longer available.

California also allocated SLFRF to public health and negative economic impacts cat-

KEY: FISCAL CLIFF RISK

Low |
State lump-sum allocation of SLFRF State allocation of SLFRF for public State allocation of SLFRF to general
to the general fund or to public health or public safety operations government operations is equivalent
health or public safety operations is equivalent to 2.5% or more of the to 2.5% or more of the state’s fiscal
is equivalent to less than 2.5% of state’s fiscal 2022 general fund 2022 general fund expenditures
the state’s fiscal 2022 general fund expenditures (risk level is moderate
expenditures because some of these costs may

decrease as the impact of COVID-19

lessens)
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egories. Some of this money is being used to finance programs FY24 Total Balance
. . as Percentage of
that deal with needs that may continue after the federal funding General Fund

program ends—for example, grants to cities and counties for
youth employment and work study opportunities ($185 million);
emergency financial aid to community college students ($250
million); and a college service program ($127 million) that con-

nects low-income students with community-based organiza-

tions that are addressing the impacts of the pandemic. When

NOTE Total balance includes
ending general fund balances
and rainy day funds.

the federal funding ends, an alternative revenue source will need

to be identified or the programs will need to be scaled back or
SOURCE National Association of

eliminated. State Budget Officers, The Fiscal
Survey of States, Spring 2023.

In addition, the state is using SLFRF to invest in new or
expanded community assets. The spending includes $530 million
for facilities to expand behavioral health services for low-income residents, $4.7 billion for
long-term housing, and $3.8 billion for broadband infrastructure. Within the housing alloca-
tion, California is investing $450 million for the acquisition, construction, and rehabilitation
of care facilities for low-income adults and seniors. The state also allocated $1.75 billion for
the acquisition, renovation, and repair of, as well as operating subsidies for, hotels, motels,
and other property that can be used to house the homeless or those at risk of being homeless.
The entities that own these assets will need to have sufficient funds to pay for the associ-
ated operation and maintenance costs on an ongoing basis. From the state’s perspective, the

demand for these types of assets are likely to continue beyond the end of the SLFRF program.
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ILLINOIS

ILLINOIS RECEIVED $8.1billion in SLFRF

FISCAL CLIFF RISK
in one payment. The state appropriated IOO%
$2.8 billion from its SLFRF and Corona- ESTIMATED
) . . ) PERCENTAGE OF
virus Capital Projects Fund dollars in the SLFRF ALLOCATED

AS OF JUNE 30, 2022

fiscal 2022 budget. This included $1 bil-

lion for water, wastewater, and broadband

infrastructure and $1.8 billion for opera-

tional programs.? The state also authorized $2.0 billion in SLFRF as reserves for transfers
into the general fund. The actual SLFRF reserve amount spent in fiscal 2022 was $736 million,
and $764 million was expected to be spent in 2023.22

In March 2022, the Illinois legislature authorized the use of $2.7 billion in SLFRF to repay
a portion of the state’s federal loans for its unemployment trust fund.? This is a one-time
cost that does not increase the risk of a fiscal cliff. The infrastructure projects authorized in
Ilinois’s fiscal 2022 budget are also primarily one-time costs, although grant recipients will
need to pay for the operations and maintenance of the capital assets.

As of June 2022, Illinois had allocated $3.2 billion in revenue replacement funds to pay
for public safety and education agency operational expenses that had increased because of
COVID-19.** If those costs continue beyond the time when federal funds are available, the
state will need to identify other funding sources or scale back operations.

During fiscal 2022 and 2023, Illinois used own-source funds for one-time purposes,
such as early repayment of a $2 billion loan from the Federal Reserve’s Municipal Liquidity
Facility, which was authorized under the CARES Act; $2.5 billion to repay the state’s overdue

KEY: FISCAL CLIFF RISK

Low |
State lump-sum allocation of SLFRF State allocation of SLFRF for public State allocation of SLFRF to general
to the general fund or to public health or public safety operations government operations is equivalent
health or public safety operations is equivalent to 2.5% or more of the to 2.5% or more of the state’s fiscal
is equivalent to less than 2.5% of state’s fiscal 2022 general fund 2022 general fund expenditures
the state’s fiscal 2022 general fund expenditures (risk level is moderate
expenditures because some of these costs may

decrease as the impact of COVID-19

lessens)
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bills; an extra $500 million contribution to the state’s pension
funds; and a $1 billion transfer to the Budget Stabilization Fund,
the state’s rainy day fund.? These actions may have been due
in part to SLFRF freeing up state revenues for other purposes.
This suggests that the state may have state revenues available in
the future to pay at least some of the operating costs that were
temporarily financed with SLFRF.

In contrast, Illinois is also applying SLFRF to some pro-
grams that appear to address recurring needs. This includes
funding for community violence prevention and interruption
programs ($70 million), housing support ($28 million), mental
health crisis services ($50 million), and assistance to immigrants
($80 million). The state also is using SLFRF to provide support

for hospitals and their workers ($218 million).

FY24 Total Balance
as Percentage of
General Fund
— 6.0%

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.

Other uses of SLFRF by the state appear to be short term in nature. This includes $300

million to assist small businesses, $30 million for the tourism industry, and $30 million for

convention centers.
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NORTH CAROLINA

IN NOVEMBER 2021, the governor signed

the fiscal 2023 biennial budget, which Iooty FISCAL CLIFF RISK
. . 0 2L EVATED

appropriated all the state’s federal relief ESTIMATED —

funds ($5.4 billion).?® North Carolina o e L oaneeD MODERATE

AS OF JUNE 30, 2022

allocated $3.1 billion to revenue replace-

ment, which accounts for 57 percent of all

its SLFRF. Some of the larger programs in

this category address one-time spending, such as premium pay for state employees and local

education employees ($545 million) and for health care workers ($133 million), multifamily

housing ($170 million), asbestos removal at schools and day care facilities ($150 million), and
water and sewer projects at state parks ($40 million).

FY24 Total Balance .
as Percentage of Other SLFRF allocations under the revenue replacement

General Fund category support state operating costs. This includes payment
for COVID-19-related expenditures, such as medical costs at
prisons ($45 million), reimbursement of the state health plan
for pandemic-related expenditures ($101 million), continuity of
state operations ($25 million), and operations of the state leg-

islature ($22 million). Other programs are addressing state or

community needs that may extend beyond 2026, such as post-
NOTE Total balance includes

ending general fund balances secondary learning and career preparation ($97 million) and
and rainy day funds.

SOURCE National Association of local government neighborhood revitalization and community
State Budget Officers, The Fiscal I

Survey of States, Spring 2023. deVelOPment ( $5 0 mllllOIl) .
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Low|
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North Carolina is also trying to help improve the fiscal condition of targeted entities.
It has allocated $456 million in SLFRF to the Viable Utility Reserve program, which aims to
better position distressed water and sewer utilities for the future. The state has authorized
$80 million to help stabilize community college budgets.

The state’s investments in the other expenditure categories appear to focus on one-time
spending. This includes $1.2 billion for water and wastewater, $663 million for broadband,
and $495 million for grants and loans to businesses that suffered financial hardships because
of the pandemic.
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PENNSYLVANIA

PENNSYLVANIA RECEIVED $7.3 billion

in SLFRF in one payment. The state has IOO(y FISCAL GLIFF RISK
. : . . 0 ELEVATED

appropriated all of its SLFRF, including ESTIMATED e

$6.1 billion for use in fiscal 2022 and $1.2 o e e o VMODERATE

AS OF JUNE 30, 2022

billionin 2023. Its 2022 fiscal recovery plan

included alist of all the programs and proj-

ects, along with the allocated SLFRF. At the

time it was prepared, however, state officials had not assigned an expenditure category to
projects totaling $2.1 billion.?

Pennsylvania allocated $4.6 billion of its SLFRF (90 percent of the total) to revenue
replacement. The state authorized transferring $3.8 billion of the allocation to the general
fund to continue government operations in fiscal 2023. Its state fiscal recovery plan does not
specify how the $3.8 billion transfer was to be used but includes a description of major increases
in the 2023 general fund budget. These comprise a $1.5 billion increase to the Department
of Human Services, which oversees the state’s Medicaid program, and a significant boost in
the budget for the Department of Education, including an additional $525 million for the fair
funding formula for schools and $225 million for a “Level Up” equity.

Pennsylvania also used revenue replacement dollars for job creation and retention pro-
grams, investments in hard-hit industries, and funds for future flexibility (expenditures total-
ing $407 million); highway and safety improvements ($279 million); housing construction
($50 million); and grants to emergency medical service (EMS) providers ($5 million). Some

of these uses, such as the job creation and retention program and EMS grants, address needs

KEY: FISCAL CLIFF RISK

Low |
State lump-sum allocation of SLFRF State allocation of SLFRF for public State allocation of SLFRF to general
to the general fund or to public health or public safety operations government operations is equivalent
health or public safety operations is equivalent to 2.5% or more of the to 2.5% or more of the state’s fiscal
is equivalent to less than 2.5% of state’s fiscal 2022 general fund 2022 general fund expenditures
the state’s fiscal 2022 general fund expenditures (risk level is moderate
expenditures because some of these costs may

decrease as the impact of COVID-19

lessens)
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that are likely to continue after SLFRF expires.

In addition, $50 million went to the Pennsylvania State
System of Higher Education “to strengthen the system’s uni-
versities and reimagine how it delivers the high-quality ser-
vices its students deserve.”?® The plan did not specify whether
these funds would be used for recurring operating costs or for
one-time capital projects that may have future operation and
maintenance costs. Health care needs were also targeted, with
the state earmarking $282 million for improvements to indoor
air systems and financial assistance for nursing facilities and
assisted living and personal care homes;?® $25 million for assis-
tance to EMS companies; and $210 million for recruitment and

retention payments for hospital and health care workforces.

FY24 Total Balance
as Percentage of
General Fund

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.

Among the $2.1 billion in programs that were still in the development stage, some

appeared to be addressing recurring needs. These include local law enforcement support

($135million), gun violence investigation and prosecution ($50 million), violence intervention

and prevention ($75 million), higher education ($125 million), and mental health programs

($100 million). When federal funds expire, the state may need to discontinue this spending

or fund these programs with other revenue sources.
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FLORIDA

AS OF JULY 2021, Florida had allocated

half ($4.4 billion) of its SLFRF, with most FISCAL CLIFF RISK

of that going toward water infrastructure, ESTIMATED
. . s PERCENTAGE OF
highways, capital facilities, and deferred SLFRF ALLOCATED

AS OF JUNE 30, 2022

maintenance. The allocation of the second

half of funds reflects similar investments.
As of June 2022, the state had allocated 96
percent of its $8.8 billion SLFRF grant.*°

Floridais investing significant portions of SLFRF in capital projects, including $2.3 bil -
lion for water, wastewater, and broadband infrastructure and about $2.9 billion of revenue
replacement funds for other capital purposes. The latter amount covers $1.75 billion for state
highway system projects, $50 million for county roads, $700 million for higher education
capital projects, $283 million for K-12 capital projects, and $115 million for renovations to
the state Capitol. Florida also allocated $844 million for higher education deferred mainte-
nance and $350 million for a state agency deferred maintenance program. The investment in
deferred maintenance may help decrease maintenance costs in the future.

The state’s fiscal recovery plan indicates that the transportation funds will be used for
highway projects that had been deferred or eliminated because of the pandemic. To the extent
this involves building new roads or expanding existing ones, the state will need to allocate
funds for future operations and maintenance costs. Similarly, if the higher education and
K-12 projects involve new or expanded facilities, the respective universities and schools will

need to identify revenues to fund the operations and maintenance costs.

KEY: FISCAL CLIFF RISK

Low |
State lump-sum allocation of SLFRF State allocation of SLFRF for public State allocation of SLFRF to general
to the general fund or to public health or public safety operations government operations is equivalent
health or public safety operations is equivalent to 2.5% or more of the to 2.5% or more of the state’s fiscal
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the state’s fiscal 2022 general fund expenditures (risk level is moderate
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decrease as the impact of COVID-19

lessens)
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In addition, Florida is using SLFRF to fund the New Worlds
Reading Initiative, which delivers books monthly to K-5 students
who show substantial deficiency in reading.*! The program is
funded with $125 million in SLFRF and $75 million in state funds.
This program will either need to be scaled back when federal
funds are no longer available, or the state will need to find sub-
stitute funding for the initiative.

Most of Florida’s other SLFRF-financed programs provided
short-term financial assistance to entities, communities, or indi-
viduals affected by the pandemic. This included $100 million
in grants for job training, $175 million for local support grants,
$250 million for port operation grants, and $25 million for the

tourism industry.

FY24 Total Balance
as Percentage of
General Fund

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.

The state is using SLFRF for other one-time purposes, including $200 million to offset

revenues lost due to a temporary 25.3-cents-per-gallon reduction in the state’s motor fuel

tax in October 2022. Florida is also investing in system enhancements, such as $250 million

for upgrades to the workforce information system and $56 million for improvements to the

reemployment assistance systems.
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NEW JERSEY

AS OF JUNE 2022, New Jersey had allocated
about $5.1 billion (83 percent) of its total

FISCAL CLIFF RISK

SLFRF grant of $6.2 billion. This included ESTIMATED
$2.1 billion that was approved as part of sﬁﬁﬁ'ﬁiﬁﬁ%ﬁ?&

the fiscal 2023 budget, but a breakdown of AS OF JUNE 30, 2022

those funds was not in the 2022 New Jersey

fiscal recovery plan.>**

The category with the largest allocation (about 63 percent) is negative economic impacts.
One of the state’slargest investments in that category is $604 million to provide an additional
year of special education to students with disabilities who otherwise would have been too old
to qualify. The fiscal plan indicates that this program addressed a one-year loss in develop-
ment stemming from the pandemic. Although the program was designed to be short term,
the demand for expanded special education programs may continue beyond the availability
of SLFRF.

Most other spending under the negative economic impacts category was short-term
assistance for individuals and businesses. This included $125 million for small businesses;
$808 million for rental and utility assistance and legal services to prevent eviction and home-
lessness; and $100 million for childcare, including recruitment and retention of staff, longer-
term oversight improvements, and facility improvements.

In the public health category, New Jersey used SLFRF to strengthen emergency prepared-
ness infrastructure at Level 1 Trauma Centers ($546 million) and hospitals ($46 million). The

latter amount included an expansion of behavioral health capacity at hospitals. These projects

KEY: FISCAL CLIFF RISK

Low |
State lump-sum allocation of SLFRF State allocation of SLFRF for public State allocation of SLFRF to general
to the general fund or to public health or public safety operations government operations is equivalent
health or public safety operations is equivalent to 2.5% or more of the to 2.5% or more of the state’s fiscal
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the state’s fiscal 2022 general fund expenditures (risk level is moderate
expenditures because some of these costs may

decrease as the impact of COVID-19

lessens)
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may require funding sources to pay for additional maintenance
and operations costs, if applicable. The public health category
also included funds for heating, air-conditioning, and water
systems in schools and small businesses ($183 million).

Other spending categories accounted for smaller SLFRF
allocations. New Jersey invested about $70 million in storm-
water and other water infrastructure projects. In the revenue
replacement and public sector capacity categories, New Jersey
designated $40 million for affordable housing projects, $10 mil-
lion to upgrade unemployment processing, and $9 million for
poll workers’ wages to improve voting access.

The fiscal 2023 budget primarily included SLFRF alloca-

tions for one-time or short-term spending. Among the largest

FY24 Total Balance
as Percentage of
General Fund

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.

allocations are affordable housing ($305 million), capital spending needs at Rutgers University

($300 million), water infrastructure ($300 million), residential lead paint remediation ($170

million), and universal pre-K facilities ($120 million).* Some of these projects are likely to

have continuing operations and maintenance costs not covered by SLFRF.
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TEXAS

AS OF JUNE 2022, Texas had allocated

about three-fourths of its $15.8 billion in FISCAL CLIFF RISK

SLFRF. About 58 percent ($7 billion) went ESTIMATED
to repay the state’s federal unemploy- sﬁﬁﬁ'ﬁiﬁﬁ%ﬁ?&

AS OF JUNE 30, 2022

ment trust fund loans and replenish the

fund’s capital to the statutory minimum.

Texas also assigned $378 million for aid to

impacted industries and to two other expenditure categories, including revenue replacement
($2.3 billion) and public health ($2.3 billion).>*

Texas is using a portion of its revenue replacement allocation to pay for recurring costs,
including funding for state employee compensation costs at the Texas Department of Criminal
Justice ($360 million) and operations at the University of Houston ($50 million). The state
is investing $150 million of SLFRF in the deployment and operations of the Next Generation
9-1-1Service. The state and the University of Houston will need to identify alternative fund-
ing sources for these purposes after the SLFRF program ends.

Texas is deploying a portion of revenue replacement funds for programs addressing
needs that are likely to continue beyond the duration of SLFRF. This includes funding for
the Texas Child Mental Health Consortium to expand mental health services for children,
pregnant women, and postpartum women ($113 million); for higher education to assist high-
risk students ($20 million) and provide incentives for students to finish degrees ($15 million);
for EMS workers, especially in rural and underserved areas ($22 million); and for the state

sexual assault prevention program ($52 million) and crime victims compensation program

KEY: FISCAL CLIFF RISK

Low |
State lump-sum allocation of SLFRF State allocation of SLFRF for public State allocation of SLFRF to general
to the general fund or to public health or public safety operations government operations is equivalent
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($55 million). To avoid pandemic-related insurance premium
increases for teachers and retired teachers, the state designated
$286 million to cover COVID-19-related health claims for the
Teacher Retirement System. If there is a continuing need for
these programs after the SLFRF expires, the state may feel pres-
sure to find alternative revenues.

Another use of revenue replacement funds that will prob-
ably result in future recurring costs is building or expanding
facilities. This includes $300 million for anew emergency opera-
tions center, $238 million for a state psychiatric hospital in Dal-
las, and $40 million for a behavioral health center in West Texas’s
oil-rich Permian Basin. These facilities are likely to require future

funding for operations and maintenance.

FY24 Total Balance
as Percentage of
General Fund

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.

Texas also allocated $2 billion under the public health category to finance contract nurses

at understaffed hospitals and other health care facilities and to operate regional antibody-

infusion centers to provide therapeutic drugs to COVID-19 patients who do not require

hospitalization. These programs address health care needs that may continue beyond the

availability of federal funds.
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OHIO

OHIO HAD APPROPRIATED approxi-

mately $3.5 billion in SLFRF as of June FISCAL CLIFF RISK

2022—about 65 percent of its allocation of ESTIMATED
$5.4 billion. The Ohio 2022 fiscal recovery sﬁﬁﬁ'ﬁiﬁﬁ%ﬁ?&

AS OF JUNE 30, 2022

plan states that using one-time funds for

one-time purposes will help ensure future
stability.*

About four-fifths of the state’s SLFRF grant went toward one-time uses. Thisincluded a
$1.5billion repayment of unemployment trust fund loans, which the state said would obviate
the need for an unemployment tax increase and would allow firms to invest and hire more
workers. Ohio designated $250 million for water and wastewater projects and $45 million for
dredge material processing facilities for Lake Erie. Under the revenue replacement category,
the state funded a meat processor grant program with $18 million to help strengthen the
industry supply chain.

Ohio is also using SLFRF for projects or programs that may have continuing demand
after those funds are no longer available. These include investing $250 million in antiviolence
programs and $84 million in capital projects to expand pediatric behavioral health capacity. In
addition, $5 million under the public sector capacity category went to rehire state employees
at the Ohio Expositions Commission. The state may need to scale back staffing or identify
alternative funds to pay those workers after the SLFRF program expires.

In June 2022, Ohio enacted H.B. 687, which included about $1.3 billion in SLFRF appro-

priations. While these projects are encompassed in the $3.5 billion SLFRF appropriations

KEY: FISCAL CLIFF RISK

Low |
State lump-sum allocation of SLFRF State allocation of SLFRF for public State allocation of SLFRF to general
to the general fund or to public health or public safety operations government operations is equivalent
health or public safety operations is equivalent to 2.5% or more of the to 2.5% or more of the state’s fiscal
is equivalent to less than 2.5% of state’s fiscal 2022 general fund 2022 general fund expenditures
the state’s fiscal 2022 general fund expenditures (risk level is moderate
expenditures because some of these costs may

decrease as the impact of COVID-19
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cited in the state’s 2022 fiscal recovery plan, specific projects
were not identified in the plan itself. Information available on
these projects through a tracking system developed by the Ohio
Poverty Law Center suggests that the state authorized SLFRF for
one-time projects such as water and wastewater ($451 million)
and parks and trails ($152 million). It also appropriated SLFRF for
the Appalachian Community Grants Program ($500 million) to
help encourage regional economic growth,*® which may require

alternative funding in the future.

FY24 Total Balance
as Percentage of
General Fund

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.
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MICHIGAN

MICHIGAN HAD ALLOCATED only about

FISCAL CLIFF RISK
7 percent of its SLFRF as of July 31, 2021. 0
P July 98%
A year later, however, 58 percent of its ESTIMATED
$6.5 billion SLFRF authorization had been sﬁﬁﬁ'ﬁiﬁﬁ%ﬁ?&

AS OF JUNE 30, 2022

assigned. The state appropriated additional

funds in July 2022. Those projects were not
included in the state’s 2022 fiscal recovery
plan but were considered in our assessment of the state.?’

The largest SLFRF allocations included $1.3 billion for water and wastewater projects and
$1.3 billion for negative economic impacts. The latter included programs providing financial
assistance to businesses ($409 million), pandemic-impacted industries ($160 million), and
long-term care facilities ($100 million). The state authorized almost $150 million for housing
in the negative impacts category.

Among the eleven largest states, Michigan is the only one to identify in its fiscal recovery
plan principles and metrics to guide allocation of the funds. One principle specifically speaks
to sustainability. It asks how sustainable the proposal is, if it will require ongoing support,
and its potential return on investment.?® The principles also deal with such issues as whether
a project or program addresses needs created by the pandemic; inequities; opportunities for
social change; leveraging of other resources; and the effectiveness of a program, as well as
the capacity and support for it.

According to its 2022 fiscal recovery plan, the state had not yet appropriated any SLFRF
to revenue replacement as of June 30, 2022. But that changed soon after. A monthly COVID-19

KEY: FISCAL CLIFF RISK
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expenditure report for August 2022 showed $883 million in revenue
replacement money allocated to the Department of Corrections.*
If these funds are being used to cover recurring operating costs,
Michigan may encounter a fiscal cliff without sufficient alternative
revenues when the federal funds are no longer available.
Michigan also designated SLFRF to public sector capacity.
This allocation includes $220 million to develop, improve, repair,
and maintain state parks and trails, and $5 million to create an
Office of Infrastructure, which will help with planning and apply-
ing for federal grants under the 2021 Bipartisan Infrastructure
Law. Money for the office was provided for the period from 2022
until 2026. If the office is still needed after that, the state will

need to find an alternative funding source.

FY24 Total Balance
as Percentage of
General Fund

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.

Additional revenues may also be needed to support an expansion of the Great Start Readi-

ness program for educationally disadvantaged children that was financed with SLFRF ($121

million). Michigan may face other requests to continue health care apprenticeship programs

in both urban and rural areas, as well as other training initiatives, which are part of a $300

million SLFRF-funded project to recruit, retain, and train health care workers.
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GEORGIA

GEORGIA RECEIVED $4.9 billion in SLFRF

ON THE EDGE ¢ Issue Paper

in two payments. Its allocation of the funds 42(y FISCAL CLIFF RISK
0 EREVATIED]

rose from about 18 percent as of July 31, ESTIMATED - =

2021, to 42 percent as of June 30, 2022. o e e o MODERATE

Much of the state’s allocations are focused

AS OF JUNE 30, 2022

on infrastructure and assistance to busi-

nesses and nonprofit organizations hurt by

the pandemic.*°

The state distributed its first receipt of SLFRF primarily through grants in the areas of

water and wastewater, broadband, and negative economic impacts. Georgia solicited pro-

FY24 Total Balance
as Percentage of
General Fund

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.

KEY: FISCAL CLIFF RISK

posals from state government agencies, local governments,
for-profit entities, and nonprofit organizations. The Atlanta
Journal-Constitution newspaper reported that the state received
almost 1,500 applications totaling $14.6 billion, or 16 times as
much as the $875 million the state had available in that round.

As of June 2022, much of Georgia’s allocation of SLFRF was
for one-time purposes. This includes $408 million for broad-
band, $518 million for water and sewer, $325 million for targeted
industries and businesses, and $382 million for health care orga-
nizations. Other allocations include $100 million for housing
grants, $100 million for premium pay for first responders, and

$125 million to address a backlog in court cases.

State lump-sum allocation of SLFRF
to the general fund or to public
health or public safety operations

is equivalent to less than 2.5% of
the state’s fiscal 2022 general fund
expenditures

ELEVATED
State allocation of SLFRF for public State allocation of SLFRF to general
health or public safety operations government operations is equivalent
is equivalent to 2.5% or more of the to 2.5% or more of the state’s fiscal
state’s fiscal 2022 general fund 2022 general fund expenditures

expenditures (risk level is moderate
because some of these costs may
decrease as the impact of COVID-19
lessens)

36




ON THE EDGE ¢ Issue Paper

|||||ITTHE VOLCKER ALLIANCE

There may be recurring demand for some of the health care spending and for a program
that uses $50 million of SLFRF to assist victim-services providers. The 2022 fiscal recovery plan
says Georgia had not yet allocated funds under the revenue replacement category but would

continue to monitor the economy to determine if revenue replacement aid were needed.*
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NEW YORK

NEW YORK SAID INITS fiscal 2022 Enact-

ed Budget Financial Plan that it planned 36(y FISCAL CLIFF RISK
. o 0 ELEVATED

to spend its $12.7 billion SLFRF over four ESTIMATED i

years, including $4.5 billion in fiscal 2022, o e e o VMODERATE

AS OF JUNE 30, 2022

$2.35 billion in fiscal 2023, $2.25 billion in
fiscal 2024, and $3.65 billion in fiscal 2025.%

Spreading the funds over multiple years

could help the state respond to future needs and lessen the magnitude of the drop-off when
the federal funds are no longer available.

In fiscal 2022, New York allocated $2.8 billion for the provision of government services
and $968 million for the salaries of state employees substantially dedicated to public health
or safety responses to the pandemic.* The provision of government services includes state
employee salaries, Social Security payments, and funds for local governments assisting with
support services ($689 million) and with probation aide services ($45 million). This use of
funds for such operating purposes increases the risks of a fiscal cliff.

New York’s other uses of SLFRF during fiscal 2022 targeted organizations and individuals
that experienced hardships because of the pandemic. This included funding for restaurants
($24 million), small businesses ($526 million), and rental assistance ($183 million).

The state recovery plan indicates that New York planned to continue using SLFRF in
fiscal 2023 to fund salaries of employees dedicated to the public health or safety pandemic
responses. The state also planned to use SLFRF for an immunization program ($7 million),

lead poisoning prevention ($14 million), and rural rental assistance ($22 million).

KEY: FISCAL CLIFF RISK

Low |
State lump-sum allocation of SLFRF State allocation of SLFRF for public State allocation of SLFRF to general
to the general fund or to public health or public safety operations government operations is equivalent
health or public safety operations is equivalent to 2.5% or more of the to 2.5% or more of the state’s fiscal
is equivalent to less than 2.5% of state’s fiscal 2022 general fund 2022 general fund expenditures
the state’s fiscal 2022 general fund expenditures (risk level is moderate
expenditures because some of these costs may

decrease as the impact of COVID-19

lessens)
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The state comptroller notes that an income tax surcharge on
high-income earners, which was estimated to generate $3.25 bil -
lionin fiscal 2023, is scheduled to expire at the end of 2027.% This
compounds the risk associated with the expiration of SLFRF.

Another complication is the $15 billion in federal pandemic
aid that was channeled to the state-owned Metropolitan Trans-
portation Authority (MTA)*® under pandemic relief programs
separate from SLFRF and a $2.9 billion short-term loan for the
MTA from the Federal Reserve’s Municipal Liquidity Facility that
matures on December 15,2023.4 Replacing these dollars is highly

likely to put additional fiscal pressure on the state.*?

FY24 Total Balance
as Percentage of
General Fund

NOTE Total balance includes
ending general fund balances
and rainy day funds.

SOURCE National Association of
State Budget Officers, The Fiscal
Survey of States, Spring 2023.
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APPENDIX A: Overview of SLFRF State Allocations

THE TREASURY REQUIRES EACH STATE to submit an annual fiscal recovery plan that
describes how it allocated its SLFRF allotment, along with related information on topics
such as public engagement, equity issues, performance measurements, and evidence-based
programs. Beginning with the 2022 report, state governments are required to include a project
inventory as part of the fiscal recovery plan. This overview uses information from the state
fiscal recovery plans submitted in July 2022.

As shown in table 4, the expenditure category with the largest allocation is revenue
replacement (37 percent), followed by negative economic impacts (34 percent). A portion of the
latter includes repayment of federal loans to state unemployment trust funds or replenishment
of the funds’ capital; such repayments and
replenishmentsin aggregate account for 16
percent of the total SLFRF allocated. This

TABLE 4 State Government SLFRF Allocations as of
June 30, 2022 (in billions)

ALL PERCENTAGE
leaves 18 percent allocated for other pur- EXPENDITURE CATEGORY ~ STATES  OF TOTAL
poses in the negative economic impacts | Public Health $13.5 9.0%

category, such as assistance to businesses, Negative Economic 294 34.0

households, and individuals to cover costs
including rent, utilities, and food.
The next two highest totals are for

water, sewer, and broadband infrastructure

Impacts

Negative Impacts- 3.5 2.0
Public Sector Capacity

Water, Sewer, and 22.8 16.0

Broadband Infrastructure

(16 percent) and public health (9 percent).

. . Revenue Replacement 53.8 370
Accounting for relatively small percentages

Administrative and Other 0.8 0.5

2
3
4 Premium Pay 0.7 0.5
9
6
7

of the total allocation are negative impacts—

public sector capacity (2 percent), premium Total $144.5 100.0%

pay (O 5 percent) 9 and admlnlStratlve and SOURCE State Fiscal Recovery Plans and Project and Expenditure

Reports.

other (0.5 percent).

Table 5 shows the state medians for
the percentage of SLFRF allocated to each spending category as of June 30, 2022. The figures
are comparable to the aggregate allocation of total SLFRF, with the exception of negative
economic impacts and revenue replacement. The figure for the former category is lower, since
the median value is zero for the unemployment trust fund component. The state median

percentage for revenue replacement is 20 percent, compared to the 37 percent according
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to total SLFRF allocations. This disparity TABLE 5 SLFRF Allocations—State Medians and Usage
as of June 30, 2022

is due to the larger allocations that some

of the largest states are making to revenue gﬁﬁ:nune
replacement. agRCENTAGE NUMBER
Most states allocated at least some EXPENDITURE CATEGORY  ALLOCATION  STATES
SLFRF to public health (forty-two states); I Public Health 7% 42
negative economic impacts (forty-seven); Negative Economic 9 a7
water, sewer, and broadband infrastruc- 2 Impacts
ture (thirty-nine); and revenue replace- 3 ﬂﬁﬁﬁﬂé‘l'c'?ﬁaéli;m o %
ment (forty-two). The categories the states 4 Premium Pay 0 16
used least use are premium pay (sixteen), Water, Sewer, and 2 »
public sector capacity (twenty-seven), and 7Y Broadsand nfastructure
administrative and other (thirty-one). 6 Revenue Replacement 20 42
A closer look at the revenue replace- 7 Administrative and Other 0.1 3

ment and public sector capacity categories ) ) _
SOURCE State Fiscal Recovery Plans and Project and Expenditure
reveals that about half the funds allocated Reports.

as of June 30, 2022, went to government

operations and about one-fourth (23 percent) to capital investments (figure 5).*° About half
of the capital projects were in transportation, with roads accounting for about three-fourths
of that. Another major capital project use was for state facilities, including universities. One

state, Alabama, is using $400 million of its SLFRF for prison construction, including enhanced

FIGURE 5 Allocation of Revenue Replacement and Public Sector Capacity Funds by State Governments as of June 30, 2022

General Government Operations ~ 50.1%
Capital Projects  22.9
Health 4.3
Communities 4.4
Education 45
Business/Tourism/Economic Development 4.1
Information Systems/Technology 2.9

Other 6.8

Lo% L 10% | 20% | 30% ' 40% 50%

SOURCE State Fiscal Recovery Plans and Project and Expenditure Reports.
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TABLE 6 Allocations of Revenue Replacement and Public Sector Capacity Funds for Government Operations Equivalent

to at least 2.5% FY 2022 General Fund Expenditures, as of June 30, 2022 (in millions)

Alaska $750 $750 13.8%
California SI13,634 S13,634 6.1
lllinois $3,229 $3,229 6.7
Maryland $562 $562 2.7
Michigan’ $883 $883 77
Nevada si21 Si2 27
New York $2,794 $968 $3,762 4.5
Oregon $400 $400 2.9
Pennsylvania $3,841 $3,841 9.8
Utah $333 $333 3.2
West Virginia $333 $333 7.0
Wyoming $585 $585 379

* As of August 2022.

SOURCES State Fiscal Recovery Plans and Project and Expenditure Reports, National Association of State Budget Officers, The Fiscal Survey of
States, Spring 2023, State of Michigan, Coronavirus—Financial And Activities Reporting, August 2022.

health care and vocational and rehabilitative services.*°

The use of SLFRF for operations increases the risks of a fiscal cliff when the federal funds
are no longer available. States that accounted for much of the SLFRF designated for govern-
mental operations are shown in table 6; each of these states allocated amounts for operations
that were equivalent to 2.5 percent or more of their fiscal 2022 general fund expenditures.
In three states (Alaska, Pennsylvania, and Wyoming), the amount allocated for government
operations was 10 percent or more, and in three others (California, Illinois, and West Virginia)
it was 5 percent or more.

Some states provided a description in their fiscal recovery plans of the types of general
government operations financed with SLFRF. Alaska, for instance, put $750 million in SLFRF
toward supporting services such as public advocacy, public defenders, corrections, troopers,
the court system, the Alaska Pioneer Homes Payment Assistance Program, the Division of
Juvenile Justice, and the Senior Benefits Payment Program.*! California deployed $13.6 billion
torestore state employee pay; fund health and human services programs, higher education, and
California courts; and avoid planned budget deferrals for local school districts and community
colleges.’? Utah transferred $333 million into the general fund to cover “the costs of essential

government services,” including corrections, public safety, courts, and social services.*
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Risk of Fiscal Cliff

M Elevated

Moderate
B Low
ELEVATED LowW
State allocation of SLFRF to general State allocation of SLFRF for public State lump-sum allocation of SLFRF to
government operations is equivalent to health or public safety operations is the general fund or to public health or
2.5% or more of the state’s fiscal 2022 equivalent to 2.5% or more of the state’s public safety operations is equivalent to
general fund expenditures fiscal 2022 general fund expenditures less than 2.5% of the state’s fiscal 2022

(risk level is moderate because some of general fund expenditures
these costs may decrease as the impact
of COVID-I9 lessens)

New York used $2.8 billion in SFLRF to finance government services and $968 million to
pay salaries of state employees who work in public health or public safety. The government
services component includes salary costs for services, including “tax and finance, trans-
portation, parks and recreation, agriculture, child and family services, public safety, and
other general government service operations.”** It also comprises funds for Social Security
payments on behalf of state employees and payments to local government related to support
services and probation aides.

Fiscal recovery plans for Wyoming and Pennsylvania contained less information about

how the SLFRF designated for general fund operations would be used. Pennsylvania’s report
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discussed major increases in the general fund in fiscal 2023, such as money for the Department
of Education and the Department of Human Services (which oversees the state’s Medicaid
program), but did not detail the distribution of a $3.8 billion transfer into the general fund.*
Wyoming did not provide a full breakdown of how the $585 million was being used but indi-
cated that a portion financed the operations of the corrections and health departments that
otherwise would have been paid for with general fund revenues.*®

Nevada, meanwhile, allocated $121 million to fund returning its workforce to prepan-
demic levels.*” This included $93 million and $27 million for restoring positions in the state
System of Higher Education and other government agencies, respectively. These positions
were being held vacant, were subject to furloughs, or had been eliminated because of the
fiscal impacts of the pandemic.

Some states designated the use of SLFRF for operating costs for public safety, correc-
tions, or public health. In addition to New York, these included Illinois ($3.2 billion),*® Oregon
($400 million), and West Virginia ($333 million). The last allocated SLFRF to support costs
such as personnel expenses in the Division of Corrections and Rehabilitation and in the State
Police, as well as personnel expenses, equipment, contractual services, and other operational
costsin the Department of Health and Human Resources.*® Michigan had not used SLFRF for
revenue replacement as of June 30,2022, but it released areport in August 2022 that showed
$883 million (equivalent to 7.7 percent of its general fund spending in fiscal 2022) had been
allocated to the Department of Corrections for revenue replacement.

Maryland also used a substantial amount of SLFRF for government operations, deploying
$562 million to provide budget relief for the state Department of Transportation, including

transit operations and highway services.®
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APPENDIX B: Tracking SLFRF Spending

TRANSPARENCY IS ESPECIALLY IMPORTANT given the unprecedented levels of feder-
al funds flowing to state and local governments to address the pandemic and its economic
impacts. The US Treasury requires state governments to submit annual state fiscal recovery
plans that describe how SLFRF are being used, as well as related information. The plans vary
in terms of details, as do other SLFRF reports posted on state websites.®® For example, among
the eleven largest states, Florida is the only one that clearly identifies SLFRF as nonrecur-
ring in its budget financial outlook statement and keeps those funds separate from the base
budget.®* Texas, meanwhile, passed a separate appropriations bill to authorize the use of
SLFRF,% which makes it easier to identify programs or projects that are financed with these
one-time funds.

For reports that states have filed with the Treasury, the National Association of State
Budget Officers (NASBO) maintains a web page that includes links to fiscal recovery plans,®®
and a National Conference of State Legislatures (NCSL) web page tracks appropriations of
SLFRF by state and category. The categories include arts and tourism, broadband, economic
development, education, health, housing, human services, state operations, unemployment
insurance, water, and other.?’

Several of the largest states also have websites that track SLFRF. Georgia’s online tracker
shows SLFRF obligations and expenses in total and by grant program.®® The site indicates that
the data are gathered weekly from the Office of Budget and Planning’s Grant Care database.
The New York State comptroller also has a website that tracks COVID-19 relief programs.®®
For the SLFRF program, it shows the total amount of funds received, spent, and transferred
to the general fund. In New Jersey, the Governor’s Disaster Recovery Office provides a track-
ing system that shows SLFRF allocated and dispensed by category and programs within each
category.”

Michigan’s State Budget Office posts monthly reports showing SLFRF expenditures and
encumbrances broken down by US Treasury expenditure categories and departments.” The
Nlinois governor prepares a monthly report that includes information on revenues, expendi-
tures, transfers, and grants awarded from federal COVID-19 relief funds that is submitted to
the Legislative Budget Oversight Commission and posted on the website of the state budget
office.”” And in Texas, the state comptroller provides an infographic showing ARPA program
funding under the bill for Texas and the nation.”
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https://volckeralliance-my.sharepoint.com/personal/wglasgall_volckeralliance_org/Documents/WG%20Editorial/BUNCH%20ARPA%20SLFRF%20PAPER%202/Office%20of%20Management%20and%20Budget,%20State%20of%20Illinois,%20Reports%20to%20the%20Legislative%20Budget%20Oversight%20Commission,%20https:/budget.illinois.gov/
https://comptroller.texas.gov/economy/resources/funding.php

The Volcker Alliance
39 Broadway, Suite 1930
New York, NY 10006
(646) 343-0155
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