Attachment C

STATE OF COLGUivan

OFFICE OF STATE PLANNING AND BUDGETING -

111 State Capitol Building
Denver, Colorado 80203
(303) 866-3317

Bill Ritter, Ir.
Governor

Todd Saliman
Director

January 27, 2009

The Honorable Moe Keller
Chairman, Joint Budget Committee
Colorado General Assembly

200 E. 14™ Avenue, Third Floor
Legislative Services Building
Denver, CO 80203

Dear Senator Keller:

Thank you for the opportunity to submit Governor Ritter’s budget balancing plan for FY 2009-10 and
some adjustments to his FY 2008-09 budget balancing plan. This recommendation follows the Janunary
15™ submission of Governor Ritter’s plan for FY 2008-09 which provided $631.9 million of General
Fund reductions, transfers and diversions, and reserve changes.

As reflected 1 his FY 2008-09 balancing plan, the Governor’s highest priority of the budget is protecting
life-safety and public health. Additionally, the Governor continues to direct that higher education funding
be protected to the extent possible. However, this package of proposed budget reductions cuts deeply into
many vital state services. These cuts should increase our resolve to seek common ground on addressing
the constitutional constraints affecting our state budget. While TABOR reform will not solve today’s
immediate problem, it would make it possible for essential state services to recover as our economy
TECOVETS.

As the economic situation develops, OSPB may submit revisions to this balancing plan to ensure that it
continues to reflect the most current economic conditions and the Govemor’s priorities. The dynamic
discussions regarding the Federal Stimulus Plan may also result in revisions to this plan. We have chosen
to use very conservative estimates regarding potential federal stimulus revenue and have integrated it into
this submission.

Governor Ritter’s budget balancing plan for FY 2009-10 contains $1,026.7 million in proposals to address
next year’s General Fund shortfall. The budget balancing plan includes $823.1 million in General Fund
expenditure reductions and $264.1 million in General Fund transfers and diversions. These FY 2009-10
balancing proposals assume $57.0 million in General Fund spending for budget amendments that have
already been submitted, additional budget amendments that are being evaluated for submission on
February 16™, and includes $102,887 for S.B. 09-108. This plan also includes a $3.5 million increase to
the General Fund statutory reserve to maintain a 2.0 percent General Fund reserve,
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Highlights of Governor Ritter’s FY 2009-10 Balancing Plan

As with the FY 2008-09 budget balancing proposals, each of the Govemor’s FY 2009-10 balancing
proposals is described in an accompanying executive factsheet designed to provide information on each of
the proposals. The following information is a summary of the Governor’s FY 2009-10 budget balancing
plan.

General Fund Expenditure Changes

The Govemnor’s budget balancing plan reduces $823.1 million General Fund i FY 2009-10. This plan
includes (1) reductions of $696.2 million from the Governor’s November 1 proposed General Fund
appropriations request for FY 2009-10; and (2) reductions of $126.9 million General Fund General Fund
obligations.

B Reductions to General Fund FY 2009-10 Requested 6.0 Percent Appropriations. The Governor’s
budget balancing plan reduces $696.2 million in General Fund appropriations. This includes the
following: (1) a reduction of $589.6 million in individual executive department reductions; (2) a
reduction of an estimated $7.6 million statewide associated with the state employee furlough of
five days; (3) reductions of $1.2 million associated with statewide changes in life insurance
($1,001,004), Administrative Courts ($7,196); and Capitol Complex Leased Space ($171,373); (4)
a reduction of $20.8 million combined for the Judicial, Law, and Legislative budgets; (5) a
reduction of $135,074 in Treasury (excluding FPPA and Senior Homestead Exemption which are
classified in the budget as General Fund obligations not General Fund 6.0 percent appropriations);
and (6) eliminates the $77.0 million General Fund reserve fund proposed on November 1*.

Please note the following:

FMAP Enhancement. Included in the Department of Health Care Policy and Financing FY 2009-
10 reduction 1s a request to reduce General Fund expenditures by $151,269,677 General Fund
attributable to the FMAP stimulus package federal funds augmentation. This increase reduces the
need for additional General Fund reductions in the Colorado health care budget. Most reports
from the nation’s capitol indicate the payment may be substantially higher but the Governor has
chosen to use a conservative assessment for budget balancing purposes. This FMAP increase also
saved $19.3 million in cash funds and $1.8 miliion in re-appropriated funds. The FMAP will
lower to a General Fund savings of $75,634,838 in FY 2010-11,

Statewide Furloughs and Other Statewide Adjustments. Also note that while the Governor’s
budget balancing plan proposes to implement five (5) state employee furlough days in FY 2009-
10, the January 27" budget proposal reflects the single placeholder savings of $7.6 million
General Fund associated with this action, noted above. The individual department budget request
forms (Schedule 13s) budget changes for this initiative and for the statewide life insurance
adjustment, Capitol Complex Leased Space adjustment, and Administrative Courts will be
submitted subsequent to this January 27" submission.
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Reductions to FY 2009-10 General Fund Requested General Fund Obligations. The Governor’s
budget balancing plan reduces $126.9 million in FY 2009-10 General Fund obligations, funded
outside the 6.0 percent General Fund limit. These reductions are in the following areas: FPPA,
Sentor Homestead Exemption, and Capital Construction.

e Changes to General Fund Obligations - FPPA. The Governor’s budget balancing plan
proposes to lower Fire and Police Pension Association (FPPA) payments by $34.8 million
General Fund in FY 2009-10. The FPPA payments will not be resumed until FY 2011-12.

¢ Changes to General Fund Obligations — Senior Property Tax. The Governor’s budget
balancing plan proposes {o temporarily suspend the Semior Property Tax Exemption
Benefit, saving $86.2 million General Fund against the Governor’s November 1 request for
this area. The Homestead Exemption would be resumed in FY 2012-13. A threc-year
suspension was also part of the budget balancing plan from FY 2003-04 through FY 2005-
06.

¢ Changes to General Fund Obligations — Capital Construction. The Governor’s budget
balancing plan reduces capital construction obligations by $5.9 million in FY 2009-10.
This action reduces the General Fund transfer necessary and frees up available General
Fund.

Transfers and Diversions to the General Fund

The Governor’s FY 2009-10 Budget Balancing Plan contains $260.6 million in Transfers and Diversions
to the General Fund, including the adjustment to maintain a 2.0 percent reserve.

Higher Education Maintenance and Reserve Fund. The Governor’s budget balancing plan for FY
2009-10 contains a General Fund transfer of $47.2 million from the Higher Education
Maintenance and Reserve Fund.

As noted in my January 15" transmittal letter, the Governor’s balancing plan takes the existing FY
2008-09 Higher Education Maintenance and Reserve Fund balance and supplements it with
additional dollars. These funds are then transferred into the General Fund to smooth the General
Fund revenue shortfall over a three-year period. The delay in FY 2008-09 state building capital
spending will save $50,278,532 in the Capital Construction Fund. The Governor’s proposal
provides for this sum to be transferred from the CCF to the Higher Education Maintenance and
Reserve Fund created in Section 23-19.9-102, C.R.S. (2008). In addition, the Governor’s Plan
takes an additional $43,411,136 out of the Capital Construction Fund attributable to
implementation of newly recommended capital construction delays and transfers this sum to the
Higher Education Maintenance and Reserve Fund. These sums, combined in the Maintenance and
Reserve Fund, along with anticipated interest earnings and the Maintenance and Reserve Fund
Balance, will allow for transfers to the General Fund in FY 2008-09, FY 2009-10, and FY 2010-
11 to mitigate the impact of the General Fund revenue shortfall affecting Higher Education. This
strategy allows for General I'und increases of $47.2 million in FY 2008-09, FY 2009-10, and FY
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2010-11 ($141.6 million in total for all three years). The out-year impact from reduced capital
construction obligation also helps reduce expenditure pressure in out-years.

Gaming Revenue Diversion. The Governor’s FY 2009-10 Budget Balancing Plan diverts only
$12.2 million of Gaming revenue into the General Fund. Under current law, 100 percent of the
gaming revenue for Colorado Travel and Tourism Promotion, New Jobs Incentives, the State
Council on the Arts, and the Film Incentives Cash Fund would be transferred mnto the General
Fund due to the General Fund revenue shortfall and the inability of the State to meet its 6.0
percent General Fund appropriation. As in FY 2008-09, the Governor’s proposal reduces the
impact to these critical industries by proposing a change in law to ensure they continue to receive
50 percent of their current funding. Of this total distribution to programs, Colorado Travel and
Tourism Promotion will receive $10,658,210 that it would not have received under the current
forecast, the New Jobs Incentive Cash Fund will receive $1,682,875 that it would not have
received under the current forecast, the State Council on the Arts Cash Fund will receive $841,438
that it would not have received under the current forecast, and the Film Incentives Cash Fund will
receive $336,575 that it would not have received under the current forecast. While funding these
important economic and job-producing programs, the Governor’s proposal provides for
$12,154,279 to be diverted to the General Fund in FY 2009-10.

Vendor Fee Change. According to the Federation of Tax Administrators, 19 other states have a
sales tax but do not allow a vendor discount. Colorado’s current vendor discount is the most
generous among states. The Governor’s Proposal provides for a change in the vendor fee which
increases available General Fund revenues by $39.1 million in FY 2009-10. Vendors are
compensated for the administrative costs associated with their collection of state sales taxes.

Vendors are allowed to keep a portion of these revenues, equal to 3 1/3 percent of total sales tax

revenues. The Governor’s proposal caps the amount a vendor could retain, up to $5,000 annually,
effective February 1, 2009 and continuing through June 30, 2012. The FY 2009-10 savings
reflects a full fiscal year. This proposal will affect approximately 1,700 of the state’s 91,500
vendors. ‘

Cash Fund Transfers to the General Fund. The Governor’s budget balancing plan updates the FY
2009-10 cash fund transfer noted for this year in the January 15" FY 2008-09 submission. For
FY 2009-10, $155.5 million in untapped cash fund balanced are transferred to the General Fund
FY 2009-10.

Other General Fund Revenue Changes. The Governor’s FY 2009-10 balancing plan reflects an
increase of $10.2 million General Fund in other General Fund revenue changes. This increase
includes a one-time General Fund increase of $7.7 million attributable to a Department of
Corrections land sale and on-going change of $2.4 million General Fund revenue freed up which
is associated with an initiative to cash fund the Division of Insurance in the Department of
Regulatory Agencies.

Other General Fund Changes

The Governor’s FY 2009-10 Budget Balancing Plan takes into account necessary (General Fund increases
for FY 2009-10 which are separate and distinct from the General Fund budget reductions. The following
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section describes those General Fund increases which are factored in the Governor’s Budget Balancing
Plan.

B General Fund Increases and Placeholders. The Governor’s budget plan for FY 2009-10 assumes
the January 2 increase of $686,437 associated with FY 2008-09 supplemental requests, stand-
alone budget amendment increases of $1,399,061 requested separately in the budget submission
on January 27th, and a $28,625,505 General Fund allowance for February 16™ budget increases in
Corrections, Medicaid (HCPF), and Human Services. This totals $30,711,003 General Fund, a
sum which 1s reflected in the attachment as other changes. The Governor’s budget proposal
assumes the inclusion of these costs, which are netted out against the expenditure reductions.

B An increase in the executive legislative set-aside of $102,887 General Fund is requested for S.B.
09-108, Funding Advancement for Surface Transportation and Economic Recovery Act of 2009,

B Set-aside of General Fund for Transfer into State Education Fund. The Governor’s budget plan
for FY 2009-10 also assumes the need for $26,265,104 General Fund which is requested to be
transferred into the State Education Fund for FY 2009-10 via separate legislation. This transfer
will fund a regular FY 2009-10 budget amendment increase in the Total Program budget. This
action follows a FY 2008-09 supplemental request for this same purpose.

General Fund Reserve Change

B The Governor’s balancing plan for FY 2009-10 includes a $3.5 million General Fund increase to
maintain a 2.0 percent reserve,

Changes to FY 2008-09 Balancing Plan Submitted on January 15"

B Updates to FY 2008-09 Expenditures Proposed. The Governor’s FY 2008-09 budget balancing
plan submuitted on January 15M is updated and amended to reflect a change in the FY 2008-09
federal match (FMAP) for Medicaid. This increase in the Federal Medical Assistance Percentage
(FMAP) from 50.0 percent to 54.9 percent FMAP change saves $107,924,623 General Fund in FY
2008-09 (as well as saving cash and re-appropriated funds) with a commensurate federal funds
increase of $123,052,889.

B Updates to FY 2008-09 General Fund Transfers Proposed. The Governor’s FY 2008-09 budget
balancing plan contained cash fund transfers to the General Fund of $207.1 million. The revised
FY 2008-09 plan is to instead transfer $125.3 million from cash funds into the General Fund for
FY 2008-09. Please see the attached summary of transfers.

B Updates to “Other Changes”. The Governor’s FY 2008-09 budget balancing plan submitted on
January 15" is further updated and amended to reflect the need for an additional General Fund
transfer of $26,265,104. This sum is requested to be transferred into the State Education Fund for
FY 2008-09. This transfer will fund a regular FY 2008-09 supplemental increase in the Total
Program budget. As noted above, there is also a FY 2009-10 budget amendment for this same

purpose.
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I look forward to continuing to work with you as we address Colorado’s state budget challenges. Should
you have any questions about any of these requests, please do not hesitate to contact me or my staff.

*Director, Office of State Planning and Budgeting

cc: . The Honorable Representative Jack Pommer, Vice-Chairman
The Honorable Senator Abel Tapia, Member of the Joint Budget Commiitee
The Honorable Senator Al White, Member of the Joint Budget Committee
The Honorable Representative Mark Ferrandino, Member of the Joint Budget Committee
The Honorable Representative Don Marostica, Member of the Joint Budget Commuittee
Mr. John Ziegler, Staff Director of the Joint Budget Committee
Mr. Jim Carpenter, Chief of Staff, Governor Bill Ritter, Jr.




{a) GF REVENUE CHANGES

Transfers and Diversions
Total of CF to Transfer to GF - Revised 1/27/09

(Gther GF Revenue Changes

Higher Education Maintenance and Reserve Fund Transfer to GF
Reduce Vendor Fee

Gaming

Reserve Changes
Reserve Change - one-time 1/15/09 Submission

125,271,602

10,652,217

47,200,000

12,800,000

11,897,263

134,129,109

102,931,128

10,652,217

47,200,000

12,800,000

0

134,129,108

T T S

10,796,537 Transfer to GF
Ut Trust Fund Diversion (510,500,000} and
Division of Insurance CF Reduction
0 ($152,217)
0 GF Transfer

Revenue increase tc GF

11,897,263 GF Diversion/Transfer

0 Lower GF reserve in FY 08-09

{(b) GF EXPENDITURE CHANGES

GF Oblipations:
FPPA

GF Appropriations:
Approved Department/OSP8 Dept Reductions - Revised 1/27/09

Treasury Reductions

Other Flected Officials {except Treasury)

(34,777,172}

{265,094,889)
{25,792)

(9,306,240}

(34,777,172}

(144,732,033)

(25,792)

0 GF Obligations

{10,284,719) Recommended reductions
0 Treasury reduction request

{9,306,240) 2.5% Calculation of FY 08-09 approp.

(¢} OTHER CHANGES
Delay Capital Construction (Sept 08 Actions)
Transfer Capital Construction to Maint & Reserve Fund

Additional Projects Funded but Not Under Construction
Transfer of Additional CCF Delay to Maint & Reserve Fund

FY 2008-09 Anticipeted Underage to 6% (excluding $631M actions}

Additional Transfer of GF into SEF for separate request 1/27/09

0
0

(7,010,820}

26,265,104

0 Take $50,278,532 out of Czp Coastr Fund
0 Transfer into Maint & Reserve Fund

O Take $43,411,136 out of Cap Constr Fund
¢ Transferinto Maint & Reserve Fund

(7,010,820) See letter's explanation

26,265,104 Separate legislation

Governor's Office of State Planning and Budgeting

Governor's FY 2008-09 Balancing Plan - Attachment 1




{a)GFREVENﬁEéHAﬁGES

Transfers and Diversions
Total of CF to Transfer to GF

Other GF Revenue Increases

HED Maint and Reserve Fund

Reduce Vendor Fee

Gaming

Reserve Changes
Reserve Change

155,508,929 73,598,984 81,909,945 Transfer to GF
$7.7M from DOC fand sales and $2.4M from
10,186,000 7,736,000 2,450,000 fully fund the Div. of tnsurance H
47,200,000 47,200,000 0 Transfer to GF from Maint & Reserve
39,100,000 39,100,000 0 Revenue increase to GF
12,154,279 Q 12,154,279 Revenue diversion to GF
(3,500,000) {3,500,000) 0 Adjustment to maintain 2.0% ]

(b} GF EXPENDITURE CHANGES

GF Obligations:
FPPA

Senior Property Tax - Homestead Exemption
Capital Construction .

GF Appropriations:
Approved Department/fOSPB Dept Reductions

Statewide Furloughs

Other Statewide Reductions
Treasury Reductions

Other Elected Cfficials

Reserve Fund {requested in Nov. 08 under 6% limit)

(34,777,172} (34,777,172) 0 GF Obligations

(86,200,000} (86,200,000) GF Obligations

{5,883,325) (5,883,325} o]

(589,615,947) {29,276,317) {303,038,817) Includes salary survey & fleet

(7,588,356) (7,588,3506) 0 GF impact of 5 furlough days
Statewide impact of life insurance
(51,001,004}, €C Leased Space ($171,373);
(1,179,573} ] {1,179,573} and Admin. Courts ($7,196).
{135,074} 0 (107,059) Per Treasury Request file
(20,750,339) Q (20,750,339) Reduction of 5.3% for elected officials
{77,000,000) o] {77,000,000) Eliminate November rainy day reserve

Jic} OTHER CHANGES
Anticipated Budget Amendments {incl. Jan 2, 23 and 2/16}

Funding for 5.B. 09-108 Surface Transportation and Economic
Recovery Act of 2008

Additional Transfer of GF into SEF for separate request 01/27/09

Governor's Office of State Planning and Budgeting

30,711,003 o 30,711,003
102,887 102,395 492
26,265,104 0 26,265,104 Separzste legislation

o

"Governor's FY 2009-10 Balancing Plan - Attachment 1
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