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MINUTES OF STATE BUDGET AND CONTROL BOARD MEETING


March 18, 2009  --  11:00 A. M.
The Budget and Control Board (Board) met at 11:00 a.m. on Wednesday, March 18, 2009, in the Governor's conference room in the Wade Hampton Office Building, with the following members in attendance:

Mr. Converse A. Chellis, III, State Treasurer;

Mr. Richard Eckstrom, Comptroller General; 

Senator Hugh K. Leatherman, Sr., Chairman, Senate Finance Committee; and

Representative Daniel T. Cooper, Chairman, Ways and Means Committee.

Governor Mark Sanford, Chairman, was not in attendance at the meeting.
Also attending were Budget and Control Board Executive Director Frank Fusco and Chief of Staff William E. Gunn; General Counsel Edwin E. Evans; Governor’s Deputy Chief Counsel Brandon Gaskins; Deputy State Treasurer Frank Rainwater; Comptroller General’s Chief of Staff Nathan Kaminski, Jr.; Senate Finance Committee Budget Director Mike Shealy; Ways and Means Committee Chief of Staff Beverly Smith; Board Secretary Delbert H. Singleton, Jr., and other Budget and Control Board staff.  

Adoption of Agenda for Budget and Control Board
Upon a motion by Mr. Eckstrom, seconded by Senator Leatherman, the Board adopted the agenda as proposed.

Office of State Budget:  Fiscal Year 2008-09 Budget (Regular Session Item #1)
On March 11, 2008, The Board of Economic Advisors (BEA) met to review the current year’s general fund revenue forecast.  After considering the most current state and national economic factors the BEA reduced the FY 2008-09 general fund revenue estimate downward to $6,263,251,608, a reduction of $64,000,000 below the revised projection made on February 9, 2009.  In addition the BEA projected the shortfall in the Homestead Exemption Fund for FY 2008-09 would increase by $8 million to $54,917,763 from the original projection of $46.9 million on December 7, 2008.  This fund is considered an “open-ended” account and a general fund obligation pursuant to Section 11-11-156 (A)(6) of the South Carolina Code of Laws.

Taking into consideration the BEA forecast reduction, the increase in the Homestead Exemption Fund shortfall and the Board’s February 24, 2009, recognition of deficits at the Department of Corrections and the Department of Juvenile Justice, an across-the-board reduction was recommended.  In order to limit statewide expenditures and avoid a year-end general fund deficit an across-the-board reduction of $86,613,188 (1.7%) would be needed to adjust FY 2008-09 expenditures.

Proviso 80A.11 of the FY 2008-09 Appropriation Act directs the Budget and Control Board “to survey the progress of the collection of revenue and the expenditure of funds”….and if the “Board determines that a year-end aggregate deficit may occur….take such action necessary to restrict the rate of expenditure of all agencies.”  Any reduction in the rate of expenditure by the Board is to be “applied as uniformly as may be practicable.”  If the Board makes the decision that a statewide reduction is necessary, the General Assembly is notified and has five statewide session days to take action to prevent the implementation of the reduction.
[Secretary’s Note:  Before the start of the meeting Mr. Chellis recognized Senators Yancy McGill and Michael Rose who were in attendance at the meeting.]


State Budget Director Les Boles appeared before the Board on this matter.  Senator Leatherman asked Mr. Boles whether an across the board cut would result in another $6.6 million reduction for the Department of Corrections and the Department of Juvenile Justice.  Mr. Boles stated that is correct.  Senator Leatherman stated if agencies are running a deficit or more deficits that would first be covered by any cushion that is put in above the $86.6 million reduction.  He said the general reserve fund would be used after that to cover any deficits.  Senator Leatherman asked how much money was left in the general reserve fund to which Mr. Boles said that there was approximately $102 million left in the general reserve fund.  


Senator Leatherman noted that the budget has already been cut over one billion dollars.  He said that he does not know what to do because the revenue is not available.  He said that the sad part about the situation is that given how the revenue estimate has fallen there may be more reductions.  He stated that he hopes the Board does not have to do further reductions in May.  He said that taking an action now is detrimental to the agencies with three months left in the fiscal year.  He said that he is going to propose a 2% reduction which correlates to an 8% reduction on an annual basis.  He said that they have no choice but to reduce the budget as the law requires.  


Senator Leatherman moved to reduce the budget.  Mr. Cooper seconded the motion.  In discussion on the motion, Mr. Eckstrom stated that the budget situation is fairly unprecedented with regard to the number of cuts the Board has had to make and the level of cuts that had to be made.  He acknowledged that this is a tough action the Board has to take.  He commended the budget process that is in place in South Carolina where the responsibility for budgeting rests with the legislative branch of government.  He said the budget document represents months of contemplation, deliberation, and debate with members of the legislature having their own responsibilities and developing expertise in coming together on the budget document.  He noted that the Appropriation Act emerges from the budget document and that agencies have to stay in line with the document.  Mr. Eckstrom said that when cuts have to be made and it falls upon the Board to make those cuts, the Board in effect undoes that careful consideration when across the board cuts are mandated.  He stated that the use of across the board cuts is a privilege that is given to the Board that provides a good control for the State in overspending.  He said that when the General Assembly is not in session the Board stands as the firewall to prevent agencies from overspending.  He noted that he voted against Governor Sanford at a recent meeting as he argued for more deliberative cuts to be made by the Legislature rather than the Board.  Mr. Eckstrom said that at that time he argued for across the board cuts and he noted that at that time the Legislature was not in session.  He said it was his view that the Board should take action on behalf of the state because not taking action would have delayed action being taken by six to eight weeks.  Mr. Eckstrom further stated that he feels differently now because the Legislature is in session.  He said the only instrument the Board has available to it to make cuts is a blunt instrument, a dull ax where the Board would chop at the root of the budget tree.  He said that doing so would mean taking a document that has been put together with the precision of surgeon and a scalpel.  He stated that the scalpel is not available to the Board, but is available to the General Assembly.  He said that for that reason he did not want the Board to make across the board cuts.  He said that under the proviso the Board can do what it is being asked to do, but that there are other, better options available.  Mr. Eckstrom said that he likes the idea of the 2% cut, but not doing so as an across the board cut.  He said that targeted cuts would be better for the State.


Senator Leatherman responded that he has talked to his colleagues in the House and the Senate and their opinion is that they cannot do what was done in October because they are working on next year’s budget.  He said for this matter to back to the General Assembly means taking it back through the budget process.  He said that could not be done in less than four to six months and that he does not believe that the agencies could survive having the equivalent of a 2% budget cut placed upon them with a month and a half or two months left in the fiscal year.  Mr. Eckstrom responded that he would agree with that except that he knows there is a strong engine in the Senate called Senator Leatherman and two strong engines in the House called Speaker Harrell and Chairman Cooper who amaze him at what they are able to get done.  He said that he has an inordinate amount of respect for what they can accomplish in the General Assembly.  He said that under normal conditions he is with Senator Leatherman, but he believes that there is abnormally strong leadership to cut all the extra time out of the process and deliver a product of which they can all be proud.  He said that this would be the best of the worst choices.  Senator Leatherman said that he would respectfully disagree with Mr. Eckstrom because he knows the time constraints they are facing in the Finance Committee and the Senate.  Mr. Cooper said that he agrees with the comments that Senator Leatherman made.


Mr. Fusco noted that the motion anticipates the adjustment to the previously recognized deficits as presented.  He stated that the five day clock in consultation with the clerks of the House and Senate would expire at the adjournment of the session on Wednesday, April 1, 2009.  Mr. Chellis asked whether that would bring the Board back for a meeting on that date.  Mr. Fusco stated that under the motion the Board would need to address the matter at some point in the future.  Senator Leatherman stated that the Board may want to convene on the Thursday following that Wednesday.  Senator Leatherman said that the session schedules of the House and Senate would push the five consecutive legislative days out that far.  


Upon a motion by Senator Leatherman, seconded by Mr. Cooper, the Board, pursuant to Proviso 80A.11 of the FY 2008-09 Appropriation Act, directed that the presiding officer of the House and Senate be notified that in order to avoid a year end deficit, the rate of expenditure must be reduced by 2%; and advised that after the passage of five statewide legislative days, the Board will meet and order a reduction in the rate of expenditure by 2% for the current fiscal year unless the General Assembly takes other action to prevent this reduction; and the Board revised the operating deficits recognized by the Board on February, 24, 2009, for the Department of Corrections and the Department of Juvenile Justice to $45,504,056 and $9,178,488 respectively.  Senator Leatherman, Mr. Cooper, and Mr. Chellis voted for the motion.  Mr. Eckstrom voted against the motion.

Information relating to this matter has been retained in these files and is identified as Exhibit 1.

Adjournment

The meeting was adjourned at 11:25 a.m.


[Secretary's Note:  In compliance with Code Section 30-4-80, public notice of and the agenda for this meeting were posted on bulletin boards in the office of the Governor's Press Secretary and in the Press Room, near the Board Secretary's office in the Wade Hampton Building, and in the lobby of the Wade Hampton Office Building at 10:50 a.m. on Tuesday, March 17, 2009.]

