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loves are finally coming off and “High Noon” is at last on the horizon in the State’s

G2004-2005 budget crisis. After weeks of shadow-boxing, the Governor and legislators
are getting down to the serious give-and-take of solving the $250 million plus shortfall in the

current FY 2003-2004 budget and the $1 billion gap for FY 2004-2005.

Last week’s House defeat of a 75 cent per pack hike in the cigarette tax (and
accompanying adoption of $266 million in budget cuts) was Round One. But few observers
believe that fight is over, and some optimists even believe a liquor tax hike still remains a faint
possibility. A $54 million shortfall in this fiscal year’s School Aid Fund only adds to the
pressure to find new revenue. Meanwhile, the GOP State Senate says 1t wants a negotiated,
comprchenswe agreement on the over-all two FY budgets before 1t puts up votes on separate

pieces of the puzzle.

One of the things which (at least temporarily) sunk the cigarette tax hike was that the
Democratic Governor and the Republican House each had their own versions of the proposal.
The Governor wanted a tax on all tobacco products and wanted all monies to go to Medicaid.
The House Republicans wanted a tax increase strictly on cigarettes and would have put some of
the money into the Budget Stabilization Fund (thereby making possible continued cuts in the
Single Business Tax) and other money to increase Medicaid reimbursements for hospitals and
physicians. The only House vote was on the Governor’s version, and it lost 53 to 44 with 12 not
voting.

The House then voted 55-51 to cut the budget for 2004-2005 by $266 million, even
though the measure (HB 5521) was a supplemental bill for an over-all budget that has not yet
been adopted. Included in the chopping: 1% cuts for all departments (except Transportation);
1% cuts for public universities and community colleges ($90 million); elimination of Medicaid
eligibility for caretaker relatives ($42 million); limiting Merit Scholarship Awards to those with
a “C” or better grade point average ($20 million); early retirement eligibility for 9,000 state
employees ($16.9 million); elimination of day care for welfare recipients ($14.8 million);
elimination of funding for prisoner education ($14.8 million); and arts grants cuts ($10 million).




Adding to the pressure were new budget proposals by Governor Granholm aimed at
fixing the current year’s $250-300 million problem. Key to her plan was adoption of the cigarette
tax hike (defeated by the House), the liquor tax increase (now on life-support in the House) and a
controversial delay in restoring promised funds to those colleges and universities holding the line
on tuition. Meantime, late last week the House voted 78-26 to have Michigan re-enter a multi-
state compact that will probably bring in $30 to $65 million in sales/use taxes on interstate sales.

As May ends and June begins, budget bargaining will take on a new intensity and it
remains highly problematic whether budgets for the two fiscal years will be adopted by the
customary July 4 break.

* * %

Against all odds (no pun intended), the Agricultural Enhancement Package (more
commonly known as the “racino bills”) has passed both chambers and is awaiting a
reconciliation of differences in a House-Senate conference committee. The bills would aid an
array of agricultural endeavors, modernize the “Sport of Kings,” and add millions to state
coffers. Major obstacles still remain, but the legislation is now given at least a 50-50 chance of
getting to the Governor’s desk. Meanwhile, Detroit casino owners who fought the package in
order to stave off unwanted competition, were jolted when the House overwhelmingly voted to
boost the casino tax from 18 % to 36 %.

% * *

The State insurance commissioner has announced she intends to utilize an administrative
rule to completely ban consumer credit scoring in the making of insurance rates. Her action
has agitated legislators who themselves were working on legislation to regulate — but not ban —
the practice. Lawmakers are upset over a percetved “end run” and a reported admission from the
commissioner that barring the review of credit reports will raise insurance rates for individuals
with good credit histories. ' '

X * * ,

K-12 leaders are holding their collective breaths over the $54 million shortfall in the
current year’s School Aid Fund. The deficit would result in a $30 per pupil pro-rated cut to
foundation allowances at a time when school fiscal years are nearly over. Kelley Cawthorne is
moderately optimistic that the cuts won’t occur, at least in this school FY. Pressure remains
intense, however, to cut $12.5 million from Sec. 81 monies for ISDs in next year’s budget. Also
moving in the Legislature are bills to allow tax deductions for contributions to school
foundations and a greatly watered down measure (HB 5660) that would give local governments
the power to review (but not block) school construction projects. Legislation to scrap the
MEAP in favor of the ACT continues to inch through the process.

A handful of House members continue their efforts to link all Intermediate School
Districts to charges arising out of well-publicized problems in the Oakland ISD. So far the most
extreme corrective legislation has been beaten back or substantially amended, but additional bills
were introduced into the House just during the last week. The next three weeks will be crucial in
determining just how the legislation finally shakes out.

On the higher ed front, community colleges have concern over a House GOP plan to
eliminate state-funded Merit Scholarships for students with “C” or less averages. Another worry







