Rhode Island

$3.18 billion General
Budget FY2008-09<* Fund
$6.76 Total
Deficit FY2008-09 $450 million
Deficit 2009-10 No data available

The state of Rhode Island has an annual budget that begins on July I*. Revenue estimates are
released in November and May, and revisions are binding. The state is not permitted to carry

CCXX

over a deficit and must pass and execute a balanced budget.

Rhode Island began the FY2008-09 with a $450 million deficit and was required to pass a
budget 1% less than the FY2007-08 budget, using $90 million in rainy day funds to do so.

Rhode Island has been seeing trends of a contracting economy before any of its regional
counterparts and is facing the region’s highest rate of foreclosures. For the last four years, the
state has had a declining population and businesses leaving the state which has led to revenue
decreases filled each year by various one-time windfalls. The structural deficit cannot continued
to be addressed in this way, the governor and legislature recognize they must begin to cut
services or raise taxes to stay in the black.<

Estimates for the upcoming FY2009-10 budget year will not be released for several months but
are expected to continue to see falling revenue estimates.

Specific Cuts

In crafting the FY2008-09 budget, the governor and legislature shored up a portion of the now
$450 million deficit with no tax increases, a significant over hall to the Medicaid program,
revenue generating tactics, accessing $90 million in rainy day funds and $220 million in cuts to
the state’s expenditures.”™" The state continues to have a significant shortfall that will need to
b e addressed by a legislature that is hesitant to raise taxes. The governor is suggesting
tightening limits on the State’s welfare system to help close the ongoing structural deficit.

cexxiii

Changes were also made to the retirement and benefits packages for state employees

cexxiv

encouraging early retirement and cutting costs.

Many of the cuts came to social programs that affect citizens and were received with harsh

criticism .

e Community groups such as Meals on Wheels, the Rhode Island Community Food
Bank and Crossroads Rhode Island (the State’s largest homeless shelter) lost state
dollars.

e Senior centers being forced to reduce hours or close altogether.
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e Cuts to domestic-violence programs.
¢ Low-income adult health care coverage enrollment will be cut by 1,000 spots.
e Free transportation to disabled and certain senior citizens will now require a $4 fee.
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South Carolina

$6.74 billion General
Budget FY2008-09<" Fund
$20.86 Total
Deficit FY2008-09 $626 million
Deficit 2009-10 No data available

The state of South Carolina has an annual budget that begins on July 1. Regular revenue
estimates are released November 10" and February 15" and additional changes may be made
after the February forecast if the Board of Economic Advisors determines it is necessary due to
changes in the economic conditions. The state constitution requires a balanced budget to be
signed and executed with no deficit being carried over. Rainy day funds can be used when a

d cexxvii

year-end deficit is projecte

Revenue estimates released at the end of 2007 showing a $286 million deficit for the 2008-09
fiscal year and a $53.4 million deficit for FY2009-10.°"" The economy has changed significantly
since that projection and the Legislature was forced to hold an emergency session in October
to close a gap that had grown to $488 million. The gap that was closed failed to address a
structural deficit of roughly $270 million in recurring expenditures. A week after cuts were
made, the economic forecasting board added another $138 million to the deficit projection. <™
This leaves the state in a position that will necessitate further cuts next year and possibly

before.

CCXXX

There is no question that a deficit will exist in the 2009-10 fiscal year. Revenues have

continued to fall below prior year collections. It is yet unclear how significant the shortfall will
be.CCXXXi

Specific Cuts

e The Department of Education has required all of its administrative staff
(approximately 900 employees) to take 5 days of unpaid furlough before the end of
the fiscal year, June 30", 2009.

e Health care programs lost $160 million including some cuts to Medicaid

e Technical colleges gave up $123 million resulting in layoffs and restricted programs

e Colleges lost approximately 14% of their funding, specific research programs were

COXXXii

cut altogether
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South Dakota

$1.21 billion General
Budget FY2008-09<> Fund
$3.55 billion Total
Deficit FY2008-09 0
Deficit 2009-10 No data available

The state of South Dakota has an annual budget that begins July |I. Revenue estimates are only
required once a year, in February. The state constitution requires the legislature and the
governor to pass, sign and execute a balanced budget, forbidding the state from carrying over a
deficit. The legislature can appropriate rainy day funds when necessary.“ "

The state has two funds available to shore up deficits at the end of a budget year, the Budget
Reserve Fund which had a balance of $43.4 million at the beginning of the 2008-09 fiscal year
and the Property Tax Reduction Fund which had a $63.6 million balance for a total of over

CCXXXV

$107 million available for unforeseen deficits.

The economy in South Dakota is doing relatively well compared to other states in the nation.
Jobs are being added at rates above the national average, unemployment rates were the lowest
in the nation in August 2008, and GDP growth ranks South Dakota | 1™ nationally. Even real
estate values continued to climb over the last 12 months***". Though the state is doing better
than many of its counterparts, the economy is slowing as the national economy slows. The
next estimating conference will give more insight into how long the State will be able to expand
investments in programs like research and tourism before it is forced to cut such none-core

functions like many states across the nation.

The state has an open government portal that reports the revenue received and budget
expended according to the financial management system year to date“*". On November 5%,
2008, the State had received $2.071 billion, enough to cover 58% of budgeted expenditures for
the fiscal year, while it had only expended $1.210 billion dollars of its $3.567 budget, or
approximately 34%.

No official statements have been made by the budget office regarding a potential deficit for
fiscal years 2008-09 or 2009-10, but revenue receipts suggest the state is on good financial
footing to meet its obligations for the year. Specific programs may see difficulties as specific
revenue streams face challenges. The Transportation Secretary suggested that the
transportation building and maintenance program could see a $130 million shortfall as the price
of materials increase and specific taxes, such as motor oil, that are earmarked for
transportation have become stagnant.“*" Other programs that rely on specific revenue
streams are benefitting. South Dakota receives revenues from oil, gas and minerals that are
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earmarked for education and public lands, these funds help offset budget reductions from

CCXXXiX

general funds.
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Tennessee

cexd $11.68 General Fund
Pl % Budget FY2008-09 $27.88 billion Total

of Ao ;’2 Deficit FY2008-09 $574 million @
ot
NG Deficit 2009-10 +$575 million

“ime” ehel ) (unofficial)

The state of Tennessee has an annual budget that begins in July. Revenue estimates are not
released on a pre-determined schedule. The legislature and the governor and are required to
pass, sign and execute a balanced budget that carries over no deficit. Rainy day funds may be

I cexli

appropriated when there is a revenue shortfal

The Tennessee Funding Board met on May |, but only looked at the current FY2008-09
revenue estimates and budget deficits. The governor has made $574 million in cuts this fiscal
year.

Larger deficits are expected for next fiscal year, especially considering Tennessee has no
income tax and are more susceptible to fluctuations in spending. However, no revenue
estimates have been made to date.

General Cuts

cexlii

Governor has asked all agencies to make 3% cuts in requests for upcoming budget year.

The governor has stated he will try to avoid dipping into Tennessee’s rainy day funds that
currently total $750 million until the economy seems to be turning up.

The state is committed to avoiding the use of one-time funds to meet recurring needs.

The primary goal is for the state to live within its means, decreasing expenditures to meet

cexliii

revenue stream rather than raising taxes.

Specific Cuts

The following cuts have been made to the FY 2008-09 budget and can give some indication of
the types of cuts that can be expected in the coming budget.

e K-12 education maintained at prior year spending with increases for inflation. However,
the governor has frozen the progress toward the BEP 2.0 program.

e Higher education has been cut 4.1% for $56 million.

e TennCare expansion enrollment for the medically needy has been deferred but not
current beneficiaries or services have been cut.

cexliv

e State employee raises have been canceled and 2,000 positions have been cut.
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Texas

$39.92 General Fund
$82.05 billion Total

Surplus FY2008-09 $1-2 billion surplus

Budget FY2008-09<<"

Deficit 2009-10 No data available

The state has a biennial budget that begins in odd number years on September |*. Official
revenue estimates are made in January and May of odd numbered years. The state constitution
requires the legislature to pass and the governor to execute a balanced budget, and the state
cannot carry a deficit. The state has an Economic Stabilization Fund that is capped at 10% of
the general revenue fund deposits from the previous biennium and a 3/5 vote of the legislature
is required to access these funds after a budget has been adopted.“

The next revenue estimates for the state of Texas will not be released until January 2009.
There are rough estimates that suggest the state may experience a surplus at the end of the
2007-09 biennium in the $1-2 billion range. However this amount would not be enough to
cover basic inflation and enrollment increases in government service costs. The speaker of the
house and comptroller have suggested a surplus could be as much as $10-15 billion, however,
the majority of these funds are already committed to the Property Tax Relief Fund and a rainy

cexlvii

day fund reserved for emergencies.

The governor has instructed agencies to submit budget requests for the 2009-11 biennium at
the same general fund levels as granted in the 2007-09 biennium budget. Additional requests
can be made, but must be done so in a separate document. Also, agencies are instructed to
include analysis on how a 10% cut would affect services and operations.“ "

Texas has one of the strongest economies in the midst of difficult times in the national
economy. The oil and natural gas industry have allowed a continued growth in the state during
a time of general economic decline.“™ The governor highlighted some of Texas’ economic
strengths in an October 3 1%, 2008 press conference:

The diversity of Texas’ economy has prepared the state to withstand the current
instability in the national economy, and stronger guidelines for home equity borrowing
and lending have resulted in Texas retaining some of the lowest levels of mortgage
defaults among the nation’s top 10 most populous states.

The Financial Times recently ranked Texas the number one state economy in the nation
in light of the ongoing economic and financial slowdown. States’ positions were based on
a ranking of four separate economic indicators: employment growth rate, state product

growth rate, personal income growth rate and home foreclosure rate.
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Texas continues to be a leader in job creation, generating nearly half of all jobs created
in the nation from August 2007 to August 2008; has an unemployment rate of 5 percent,
a full percentage below the national average; and is home to more Fortune 500
headquarters than any other state in the nation. The governor attributed the relatively
strong Texas economy to the state’s disciplined, principled policies of limited growth in
spending, low taxes and reasonable regulatory climate that have fostered an
environment that encourages job creation.*

Texas is one of the few states without a personal income tax. Therefore it is
disproportionately dependent on sales tax, and has historically been reliant on property tax.
However, the Texas Supreme Court ruled that the property tax was by design essentially a
state property tax, which is constitutionally prohibited, and so it has been reconfigured
resulting in an approximately $5.2 billion shortfall in the 2007-09 biennium and a $5.8 billion
shortfall in the 2009-1 1 biennium from the previous funding structure.*
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Utah

$11 billion
Budget FY2008-09 $5.3 billion General
Revenue
Deficit FY2008-09 $354 million
Deficit 2009-10 No data available

The state of Utah has an annual budget that begins July 1*. There is no set schedule for
revenue estimates, rather they are informally reviewed with the Legislative Fiscal Analysts
Office and differences are researched and resolved. The legislature and governor are required
to pass and sign a balanced budget and cannot carry a deficit into the next fiscal year.“"

Utah has conservative budget practices. In 2008, the governor and legislature passed a budget
that was $291.6 million below projections for the fiscal year.“"" This leaves a smaller amount of
real deficit the state needs to close. The state experienced a $97 million shortfall at the end of
the 2007-08 fiscal year which was covered by previous year surpluses. The state has over $700

ccliv

million in rainy day funds.
General Cuts

In September, the governor called a special session to reduce the 2008-09 fiscal year budget by
$272.4 million in recurring expenditures and $81.6 million in onetime expenses. The following

cclv,

actions were taken®":

e Education was held harmless for the current fiscal year by using balances in other funds
to cover the gap.

e Agencies made 4% ongoing reductions to their operating budgets

e $30 million ongoing decrease in the capital development budget

e $15 million ongoing decrease in capital improvement budget including deferred
maintenance on some state buildings
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Vermont

Budget FY2008-09 $5.5 billion
Deficit FY2008-09 Even
Deficit 2009-10 Data not available

The state of Vermont has an annual budget that begins July 1. The state produces revenue
estimates each January and July using a consensus process with the governor and the legislature;
however, they are the only state that has no statutory or constitutional requirements regarding
balanced budgets. The state is permitted to carry a deficit from year to year, however it has
never been done and rainy day funds are automatically transferred over at the end of a fiscal
year if a deficit has occurred.®"

The most recent revenue estimates were released in July 2008 and would typically meet again
in January. However, due to the downturn in the national economy, an interim review of the
forecast has been scheduled for November 18, 2008.

The September Monthly Revenue Report shows that the adjusted general fund revenues year
to date are $7.4 million (2.63%) above forecasted revenues YTD. However, due to the
instability in the national economy, the Agency of Administration does not expect revenues to

cclvii

exceed forecasts for the remainder of the fiscal year.

General Reductions

Vermont is not yet experiencing revenue problems for fiscal year 2008-09, however the budget
agency, as well as individual agency heads have expressed concern regarding the national
economic turbulence and are spending with caution expecting to see downturn as the fiscal
year wears on“™". The states submit budget requests by December, and it will be critical at
that point that the leadership considers the potential for future deficit as they construct the

FY2009- 10 budget.
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Virginia

Budget FY2008-09 $17 billion

Deficit Biennium

2008-10 $2.5 billion (2 years)

The state of Virginia has, like many states, a biennial budget. However, it is one of the few that
begins in July of even numbered years. Revenue estimates are published annually in December,
and the governor’s office revises them as required through the fiscal year. The governor is
constitutionally required to execute a balanced budget, making adjustments through the year to
ensure a deficit is not incurred. However, it is not required that the budget passed by the
legislature or signed by the governor be balanced.“™

Virginia ended its biennium on June 30, 2008 with a $6.5 million surplus in its $17 billion general
fund budget.“™ However, the slowing economy caused the governor to call on moving the
revenue estimate dates sooner than December. October’s projections show a $2.5 billion
shortfall for the 2008- 10 biennium, a 7.4% budget gap.*™

As the state begins looking for areas to cut, they have a unique challenge. Though their average
per capita income ranks 5" in the nation, their spending per capita is 36™. This means a great
deal of efficiency has already been achieved and cutting additional spending will be difficult.“™"

General Cuts

In anticipation of reduced revenues, in September the governor directed agencies to submit
plans to decrease its budget by 5%, 10% and 15% for each year of the biennium. He has
discouraged across the board cuts and instead requested cuts be focused on program
efficiencies and activities that are either underperforming or not relevant to the agency’s core

cclxiii

mission.

Specific Cuts“™"

The below proposed cuts will be presented to the legislature in December with budget
amendments.

Reduce personnel costs $272 M
Improved business practices and efficiencies $100.0 M
Reduce discretionary expenses $134M
Reduce or eliminate current services $31.7M
Supplant GF with NGF Resources $182 M
Reduce aid to localities $16.3 M
Reduce or eliminate aid to nonstate agencies $I11OM
Reduce or eliminate aid to individuals $1.6 M
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New fees or change to existing fees $04 M

Transfer of NGF operating balances $483 M
Reversion of capital outlay balances $10.6 M
GF revenue producing items $0.2 M
TOTAL $279.0 M

The following shows the Governor’s overall proposed budget balancing actions to address the
revenue shortfall, including the reduction strategies described above:

Revenue Shortfall ($973.6 M)*
Corrective Actions:
Revenue Stabilization Fund withdrawal (from current Rainy Day balance of $1.014B) $400 M

Bond existing general fund capital projects $250 M
Agency reductions $279 M
Literary Fund balances $51.3 M
Capture FY 2008General Fund balances $40.7 M
Delay state and local employee 2% salary increases $44.7 M
Balance in current budget (Chapter 879) including August Reduction Plan $244 M
K-12 Sales Tax adjustment * $20.7 M
HB 599 payment adjustments ** $7.7M
Revert excess in Tuition Moderation Fund $6.2 M
Total Corrective Actions $1,1247M
Difference between Corrective Actions and Revenue Shortfall $I151.1 M

2 *Reflects the latest sales tax projections provided by the Department of Taxation for the sales and use tax dedicated to K-12 public education
and used to calculate state basic aid payments.

**HB 599 funding is provided to localities with police departments. By statute, the total amount available is required to change at the same rate
as the projected change in general fund revenue collections.
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Woashington

Budget FY2008-09 $17 billion
Deficit FY2008-09 $273.1 million
Deficit 2009-10 $3.2 billion (2 years)

The state of Washington has a biennial budget that begins in July of odd numbered years.
Revenue estimates are made in February or March, June, September and November. The
governor is required to submit and sign a balanced budget and only temporary cash deficits are
permitted. If a deficit persists, appropriations are reduced to balance the budget. The

cclxv

legislature may appropriate rainy day funds with a 2/3 vote.

The Revenue Forecast Council met in June and September and is expected to convene again in
November.

cclxvi

September projections increased the budget gap further by a $273.1 million shortfall for the
2007-09 biennium, and $256.2 million for the coming 2009-1 | biennium.“*" This brings the
new budget shortfall prediction to nearly $3.2 billion for both bienniums. The current two-year
general fund budget is $33.6 billion.“>""

The 2007-2009 budget will come to a close June 30, 2009. Washington’s governor is running
for reelection in November. As is the case in many other states with 2008 gubernatorial
elections, the incumbent is proposing few specific cuts to address forecasted deficiencies in
funds for the coming budget. It is expected that specific recommendations for program cuts
will be proposed after the election.

State legislators will consider partially filling the gap with rainy-day funds which require a 3/5
vote of each chamber. Washington expects to have a $728 million balance in its rainy day fund.

The race for the governor’s office has pointed many attacks from the Republicans at Governor
Gregoire and her lack of action with respect to the budget deficit. She has primarily placed
blame for the state of Washington’s revenues on the federal government and national economy.
They accuse her of over-spending and not recognizing the reality of the budget crisis. The polls
for the race show the candidates within the margin of error. A more conservative response
that avoids new taxes and cuts government spending can be expected if the Republican
candidate ousts the incumbent.

cclxix
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West Virginia

Budget FY2008-09 $16.3 billion
Surplus FY2008-09 $99 million surplus
Deficit 2009-10 No data available

The state of West Virginia has an annual budget that begins July 1*. Revenue estimates are
made in January, except in years following a gubernatorial election, when it is extended to
February. The constitution requires the legislature to pass a balanced budget and the governor
to execute it as such. The rainy day fund automatically receives half of the previous fiscal year’s

cclxx

general revenue surplus and can be appropriated by the legislature.

In the state of West Virginia revenue report, year to date, the state of West Virginia is seeing
revenues that exceed expectations by 8%, or $99 million. <™ |t currently has $568 million in its
rainy day fund, equaling 14.25% of the state’s budget and putting West Virginia far ahead of
most states in terms of reserves. Also positive for the state, unemployment rates have
remained at 4.1%, two points below the national average. The state has been committed in the
last few years to paying down its pension debt which has improved the state’s financial standing
and increased their bond rating.“™ In the last three years alone, nearly $1.7 billion in the
state’s unfunded liabilities has been paid down.“™" Despite, these positive indicators, the state
is still experiencing fall-out from the national financial crisis including an inability to sell bonds to
finance capital programs. The state has even considered filing lawsuits against Wall Street

cclxxiv

players.

The state also gets a fair amount of revenue from its coal industry, helping keep the state
afloat.”“™ The dependence on coal, however, could be a long term risk for the state unless its
economy becomes more diversified.

Specific Financial Steps

Governor Joe Manchin has taken several steps during his first term to build a more secure
financial future for the State of West Virginia and, he credits, as a result, was reelected with a
bigger share of the vote than any person has received in a gubernatorial election in West
Virginia History.

e The Governor played a key role in the successful privatization of the poorly run
workers’ compensation system.

e He used surplus revenues to pay down the state’s debt.

e He achieved tax decreases, including some business taxes that discouraged
investment in West Virginia companies.“™"
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Specific Cuts

Due to difficulty in attaining bonds, the governor has said the state will not issue short-term
bonds for highway projects in the near future and the state’s Community and Technical College
System won’t issue bonds to pay for facility projects as previously planned.«™""
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Wisconsin

Budget FY2008-09 $29.3 billion WISCONSIN
Deficit FY2008-09 $650 million : ::]
Deficit 2009-10 $3 billion (unofficial-2
years)

The state of Wisconsin has a biennial budget that begins in July of odd numbered years.
Revenue estimates are made in November of even numbered years and as needed. The
legislature and the governor and are required to pass, sign and execute a balanced budget that
carries over no deficit.“" Fifty percent of all surpluses are put into a rainy day fund that can
be appropriated by the legislature.

The last revenue estimate was done in Feb 2008 projecting a $650 million deficit for the
current 2007-09 biennium budget. Action was taken to amend the budget in May, but forecasts
have not yet been updated to determine if legislators will need to return again in January to

cclxxix

make further cuts to the current budget.

Unofficial estimates are suggesting the upcoming budget cycle could see as much as a $3 billion
gap. As a result, Governor Jim Doyle has instructed agencies submit their budget requests for

cclxxx

the new biennium budget at a level 10% below this budget’s amounts.

The cuts are expected to be severe. The governor has stated his priority is to protect
spending on education and schools. The state had planned to try and shore up some additional
spending dollars through bond issuance however with the recent freeze in the credit markets
this may not be a possible solution. Though the governor says he plans to submit a
recommended budget to the legislator that is free of tax increases, he added “You can’t say
anything is off-limits.”<

The unofficial estimates have been questioned, particularly by Republican members of the house
and senate who suggest the amounts may be ballooned in order to give the governor leverage

cclxxxii

to raise taxes as well as position Democrats in November’s election

Specific Cuts

In April 2008 the Department of Administration put the large ERP project, IBIS on hold due to
the revenue shortfall in the current year. Wisconsin has 30 other IT projects over $Imillion
and it is unclear how many, if any of these, may find their way to the chopping block as

I cclxxxiii

wel
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Wyoming

Budget FY2008-09 $4 billion
Surplus FY2008-09 $1.5 billion surplus ﬂ
Surplus 2009-10 $1.5 billion surplus (2
years)

ISt

The state of Wyoming has a biennial budget that begins July I** of odd numbered years.
Revenue estimates are done in October and January. The legislature and governor are
constitutionally required to pass, sign and execute a balanced budget. No deficit is permitted to
carry over into the next biennium. The legislature has authority to appropriate rainy day funds

cclxxxiv

as they see fit.

Wyoming is one of the handful of states benefiting from oil production revenues. The state’s
most recent revenue projections indicated higher than expected revenues of $910 million in the
general fund and $616 million in the School Foundation Program.“>>

General Plans

The governor has cautioned that state spending should be restrained despite positive revenue
estimates as the nation’s economy is facing turmoil. He would like to focus on putting more
savings into permanent reserves while some legislators would prefer setting additional funds
aside for rainy day access. The governor also emphasized the importance of one time

cclxxxvi

expenditures on capital construction and highways while the state has available funds.

The state will not use surplus funds from this biennium, but will carry them over into the next
biennium, giving them a surplus. Legislators have proposed using a third of the increase on
capital investment, a third to long term savings and a third for rainy day funds. The governor
will wait until January’s projections before making his recommendations.“ "
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