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The Commonwealth's Fiscal Crisis:
Opportunity for Important Spending Reforms

While the current fiscd crisiswill require
tough choices among the stae€'s priorities
and some painful reductions, it aso provides
asingular opportunity to curb longstanding
spending abuses and diminate inefficiencies
-- both large and smdll -- that have been
tolerated in the recent, more prosperous
times. Inthe present financidly urgent
dtuation, the state's leaders can and should
tackle reforms that would normally be
avoided because of their politica

difficulties. And when programs are being
cut, state officials bear a specia
responsbility to target programs that use tax
dollars poorly. To do otherwise undercuts
confidence in government at atime when
our citizens are being asked to shoulder an
additiona tax burden of more than $1
billion.

The purpose of this report isto highlight
severd opportunities for reform, including
diminating wadteful or inequitable

gpending, improving program managemernt,
and relieving unnecessary cost burdens on
cities and towns as well as state governmen.
Although not nearly enough to solve agap
between annud revenues and expenditures
that now exceeds $2 hillion, the
opportunities for savings from such reforms
are sgnificant

and would help to ease the state's fiscal
problems while making better use of
taxpayers dollars.

With its recently adopted 2003 budget* the
House has taken an enormous step forward
in deding with the sate's multiyear fiscd
problems. The House leadership and
individual members deserve particular credit
for their balanced approach, which includes
difficult but necessary spending cuts, a
responsible revenue package, and the careful
use of reserves. At the same time, however,
it must be acknowledged that much more
remains to be done to rein in abuse and
improve the management of state programs.
The find House budget restored some
problematic spending that had been trimmed
by the Ways and M eans Committee and
shied away from other structura reforms.
The Foundation certainly hopesthat the
Senate will take grester advantage of the
opportunity for spending reform in its
version of the 2003 budget, especidly given
the recent news of a further $200-400
million drop in 2002 revenuesthet is not
addressed in the House's budget.

! AnMTF analysis of the House budget will be
released shortly.



Curb spending abuses and inequities

Quinn Bill Eliminate or reform sdary
supplements paid to locd police under
Massachusetts unigue "Quinn bill," which
reimburses cities and towns for 50 percent
of the cost of pay raises, ranging from 10 to
25 percent, for officers earning college and
graduate degrees.

Over the years, numerous media reports
have exposed the many abuses under this
program, including the wholesde avarding
of questionable degrees by substandard
educationd inditutions for the sole purpose
of qudifying for additiond pay. In part
because of the recent decision of the City of
Bogton to begin participating in the
program, state costs have risen dramaticaly
inthe last few years, from just under $18
million in 1998 to an expected $41.5 million
in 2003, with an equal amount spent by
citiesand towns.

Clearly, the educationa standards for
earning pay raises under the program should
be tightened to diminate obvious abuses.
While the House deserves credit for
including this reform in its 2003 budget,
lawmakers did not take the further step of
dedling with the program's overly generous
benefit structure and instead restored full
funding of the program. Converting the
benefit to afixed annua dollar amount -- or
reducing the benefit percentage -- would
preserve the program'sintended incentive
effect while condraining the growth in costs
for both the state and loca governments.
Such a change could save the state $3-5
million in fisca 2003, with subgtantial
further savingsin future years.

Police Details Aboalish the requirement that
traffic, utility and other condruction detalls
be gtaffed by police rather than civilian
flaggers, which are commonly used in other
dates. This provison codsts state and locd
governments and private companies over
$100 million ayear.

Reducing the required use of state police at
public construction projects would produce
sgnificant annud savings-- $12 to $16
million -- in the state's capita budget and
goproximately $1 million in the operating
budget.

Extraordinary Early Retirement Reped the
provison of state pension law that provides
agenerous early pension to state employeses,
regardless of age, who "involuntarily” leave
their jobs after 20 years. These employees
would otherwise be digible for regular
retirement benefits when they reach age 55.

Asrecently reported in Commonweal th
meagazine, this provison has been widdy
abused, resulting in the award of Sizegble
pensions to employees younger than 55 who
in fact voluntarily Ieft their pogtion, often

for alucrative job in the private sector. The
annud savings from repeding this provison
are likely to be sgnificant.

Education Local Aid Reform the Chapter 70
education aid formulato diminate the
inequitable digtribution of schoal ad, while
ensuring that the neediest didtricts have the
resources to maintain school spending at
adequate levels. Under the 1993 reform
law, the state has more than tripled annua
assigtance to local schoolsto atotal of over
$3 hillion in fiscad 2002, with thelion's
share of the new dtate funds going to
digtricts with insufficient local resourcesto
meet the law's standard for adequate school
spending.

While the school aid formula has worked
well in targeting aid dollars to needy
didricts, the mechaniam for providing Sae
assistance to better-off digtricts has worked
poorly. Not only hasthis approach
preserved disparities that predate the 1993
reform law, it has actudly made those
digparitiesworse. The state has
disproportionately subsdized communities
whose support for schools fdls short of the
law's sandard of locdl effort and haslargdy



faled to adjust aid levelsto reflect
enrollment changes, including rapid
enrollment growth and declining numbers of
students.

Both the adminigtration and the Taxpayers
Foundation have recommended needs-based
reforms to the digtribution formula that
would tie the annud ad dlocation -- and the
required local contribution to schools -- to
current measures of community weslth and
income. Implementing such reforms could
save the state $100-200 million in 2003,
with asignificant portion of those costs
shifted to communities that would be
required to contribute more to their schools
under the reforms standard for locd tax
effort.

While the reversal of the 10 percent cut in
Chapter 70 funding proposed by Ways and
Meansis good news for locd schools, the
House's freezing of each didtrict's 2003 aid
alotment and required local contribution a
the 2002 leve ishighly problematic. If this
proposd is enacted, over 100 digtricts would
be unable to meet the standard for adequate
school spending required by the education
reform law, undercutting the funding
progress of the last nine years and making
the state vulnerable to litigetion. We urge
the Senate to rectify thislapse. Ensuring
adequate funding for the affected digtricts
would cost an additiona $90 million using
the current aid formula, an amount that
could be offst by savingsiif the formulawas
reformed aong the lines suggested here.

Restructure programsto improve
management and establish stronger
incentivesfor cost containment

Court personnel and administration
Eliminate unnecessary patronage positions
authorized by the Legidature and centrdize
management of court personndl.

While the courts have struggled to ded with
$40 million of budget cutsin 2002, they

have been burdened with an influx of
legidatively- mandated new hiresto fill
positions not even requested by court
adminigtrators. A recent report by Pioneer
Ingtitute documented that over 400 such
positions were added by lawmakers between
1998 and 2001. Eliminating these unneeded
positions would save approximately $20
million in fiscd 2003.

At the same time, grester centraization of
court administration would enable the
judiciary to redlocate personnd and
resources to the courts with the heaviest
casel oads and reduce unnecessary gtaffing in
less busy courts. Regrettably, the
Legidature's recent actions have largely
gonein the opposite direction. Last fdl, for
example, lawmakers stripped judges of the
power to hire probation officers and
assigtant clerksin their own courts. More
recently, amember of the House leadership
proposed a budget amendment, ultimately
withdrawn, which would have diminated
judges authority to hire any court personnel.

Medicaid Convert the senior pharmacy
program started up last year from a broad-
based, state-funded program for al seniors
to amore focused program for low- and
moderate-income seniors and qudified
dissbled individuads. With this change,
which was proposed by the Governor and
adopted in the House budget, the program
would become dligible for 50 percent federa
reimbursement.

While any serious effort to address the
dtate's structural budget gap must take
Medicaid into account, how to tackle this
vast and increasingly expendve program --
except at the margins -- isvery much an
open question.

On the one hand, the current double-digit
rate of growth in annua Medicaid spending,
driven in large part by the nationd trend in
hedlth care cogts, places enormous pressure
on the rest of the budget, and the significant



expandonsin digibility and bendfitsin the
last five years have added further to that
pressure. At the same time, however, the
date hasfailed to reimburse hedlth care
providersfor the full costs of the services
they provide, exacerbating the aready
fragile financid condition of the gate's
hedth care system.

Againg this backdrop, there are few redistic
opportunities for subgtantia savingsin the
short term, except through benefit or
eigibility reductions. The Housg's action to
rescind the recent expansion of igibility to
the long-term unemployed is an example of
such areduction. However, given the sheer
Sze and complexity of the program, and its
deep interconnections with the entire hedth
care system, identifying and redizing mgor
systemic savingsislikely to require years of
effort.

While the modification of the senior
pharmacy program suggested here is much
less sweeping, it would save gpproximately
50 million of ate tax dollars annudly and
eliminate an open-ended entitlement which
has the potentia for enormous cost growth
in future years.

Sentencing guidelinesreform Redrainthe
growth in corrections spending by adopting
the Massachusetts Sentencing Commisson's
proposed guiddines.

With over $1.5 billion devoted to the
crimind judtice systlem and the State's
prisons filled beyond capacity, the
Legidature should saize the opportunity to
adopt the Commission's sentencing
guiddines, which set prioritiesfor the type
of crimes that warrant imprisonment and
provide less-cosly aterndtives to
incarceration for first time and non-violent
offenders.

Unfortunately, the sentencing guidelines
approved by the House earlier this year
would be a step in the opposite direction,
actudly causng adgnificant increese in

corrections spending by requiring longer
prison sentences and limiting the use of
dterndivesto incarceration. The
Foundation urges the Senate to adopt the
Sentencing Commission's guiddines, which
would enable the Commonwedth to gain
greater control over the dlocation of
resources for corrections.

Workers compensation for local public
safety personnel  Tighten the state's "injured
on duty" statute for local police and
firdfighters, which compensatesindividuas
who are temporarily unable to perform their
duties because of on-the-job injuries.

This expendve and too- often-abused system
would benefit grestly from the kind of
management reforms applied so successfully
to the workers compensation system in the
early 1990s. These reformsinclude the
greater use of independent medica
evauations, speedier decisons on clams,
and more emphagis on injury prevention.

A more comprehengve reform would aso
limit the amount of compensation available
under the statute to 60 percent of pay, the
percentage available to al other employees
under the state's workers compensation law.
Injured police and firefighters currently are
eligible to receive 100 percent of pay, tax
free, while on leave as aresult of injuries on
duty, a compensation structure which creates
a powerful incentive for some individuasto
remain out of work longer

than isjudtified. Over time, thelocd
savings from such reforms would be
subgantial.

Sate Facilities Continue the process of
evauaing the need for Sate-operated
facilities and, where cost-effective and
gppropriate aternatives are available or can
be developed, take steps to consolidate or
close outdated, duplicative and overly
expensve fadllities.

At atime when the demand for human
sarvices, particularly for menta hedlth and



mentd retardation, exceeds the capacity of
the programs funded by the Commonwedth,
the state cannot afford to maintain overly
expensve, aging facilities when less cogtly
dterndivesexig. Thisisespecidly truein
the current fisca environment.

The House is to be commended for
gopropriating $3.6 million in its 2003 budget
for the one-time costs associated with
closng Medfidd State Hospital and
trandferring the roughly 100 patients
remaining in that fadility to community
resdentiad placements. When completed,
that change will free up approximatdy $5
million for other pressing client care needs.
Caeful review of other fadilities, including
those operated by the departments of menta
retardation and public hedth, is needed to
determine where additiona savings can be
achieved.

Capital Assets Streamline disposa of Sate
property by giving the state's property
management agency greater authority to sl
or lease surplus property without time-
consuming legidative gpproval.

Savings would result from reduced

mai ntenance and security costs and
increased revenue would be received from
property sdles and leases. The state could
redize severd million dollars annudly from
these reforms. In order to fully achieve
them, local barriersto the property disposal
process would also need to be addressed.

Construction Reform Implement the
recommendations of Congtruction Reform
Task Force proposed in 1998 and filed as
legidation by the adminigration the
following yesar.

Allow quality and schedule to be
factored into contract procurement as
dternatives to the Commonwesdlth’s one-
gze-fits-dl low-bid congtruction
procurement process, which often results
in cost overruns, overly lengthy

congtruction times and projects of
inferior quality.

Authorize ate agencies and authorities
to consider dternativesto the traditiona
design-hid-build contracting process,
such as design-build, build-operate-
transfer, turnkey, and congtruction
manager-at-risk. These gpproaches can
save time and costs by integrating the
design and construction processes and
reducing administrative requirements, as
well asimprove qudity by shifting the
risk of higher maintenance cogtsto the
builder.

Increase the dollar threshold for filed
sub-bids, the requirement for separate
bids on subcontracts for specific types of
work . Filed sub-bids, uniqueto
Massachusetts, add millions of dollarsto
the cost of state congtruction.

State savings from these reforms would
accrue primarily in the capitd budget, and
would be subgtantid in the long term. Since
municipa congtruction is governed by the
same redrictive requirements, loca
governments would aso be able to redize
ggnificant savings as areault of the reforms.

Contracting for services Reped the
Pacheco anti- privatization law which raises
amog insurmountable obstacles to
achieving public savings through
compstitive contracting for the ddivery of
sarvices. Sinceits passagein 1993, the law
has stymied efforts by state agencies and
authorities to save tens -- and perhaps
hundreds -- of millions of taxpayer dollars
by privatizing services now ddivered by
public employees.

Program cutsand other measures

Employee health costs Increase state
employees share of hedlth premium cogts
from 15 percent to 25 percent, a percentage
morein line with the norm in private



industry. Like employers acrossthe
country, the Commonwedth isfacing
extraordinary increases in annua hedlth care
costs, with the added burden of amulti-
billion dollar structurd deficit between
revenues and spending. Inthese
circumstances, amodest increasein the
portion paid by workersis an equitable
means of sharing the burgeoning cost of
hedlth insurance. This change would save
the state gpproximately $50 million in fiscal
2003.

The House Ways and Means budget for
2003 included a congtructive proposa to
increase the share for current sate
employees from 15 percent to 20 percent
and for newly hired employeesto 30
percent, an initiative which was dropped in
the find House budget. The Waysand
Means recommendation is a reasonable
dternative to an increase to 25 percent for
al employees, and we urge the Senate to
adopt this recommendation in its version of
the 2003 budget.

Emergency Salary Savings Consider a
variety of measures to achieve temporary
savings in state personnel accounts,
including afreeze on sdaries and recurring
temporary furloughs.

In the event of further declinesin revenues
that threaten the state's ability to sustain the
mogt critica services, lawmakers should
condder indtituting aone- or two-year freeze
on employee sdlary leves, despite

previoudy negatiated collective bargaining
agreements providing for annua raises and
additiond benefits.

While public employee unions are likely to
oppose any savings measures pecificaly
targeted to state workers, asaary freeze
might be viewed as preferable to further
layoffs. Such afreeze might save severd
hundred million dollars over aperiod of
years.

Alterndtivey, asysem of "ralling

furloughs' -- in effect, saggered one-day
layoffsfor dl state employees-- could be
put in place, with substantialy reduced
savings A oneday per month furlough
program would save roughly $10 million per
year.

School construction Use undlocated dollars
under the gtate's $1.2 hillion bond cap to
help fund loca schoal building projects.

These funds would be used in lieu of the
date share of loca borrowing for school
construction and reduce by gpproximately
$6 million the amount that would need to be
goproprigted annudly for "initid payments’
on gpproved projects starting in fiscal 2003.

Since the $70 million that is available would
otherwise be used for other capita needs,
this proposal gives priority under the bond
cap to schoal building costs which would
ordinarily be funded in the operating budget.



