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MINUTES OF STATE BUDGET AND CONTROL BOARD MEETING


September 3, 2009  --  1:30 P. M.
The Budget and Control Board (Board) met at 1:30 p.m. on Thursday, September 3, 2009, in the Governor's conference room in the Wade Hampton Office Building, with the following members in attendance:

Governor Mark Sanford, Chairman;

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.
Also attending were Budget and Control Board Executive Director Frank Fusco; Chief of Staff William E. Gunn and Division Directors Peggy Boykin, Dianne Poston, and Rich Roberson; General Counsel Edwin E. Evans; Governor’s Deputy Chief Counsel Brandon Gaskins; Deputy State Treasurer Frank Rainwater; Comptroller General’s Chief of Staff James M. Holly; 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. Cooper, seconded by Mr. Chellis, the Board adopted the agenda as proposed.
Budget and Control Board:  Fiscal Year 2009 Operating Deficit (Regular Session Item #1)

By letter dated August 19, 2009, Comptroller General Richard Eckstrom, reported to the members of the Board that after application of the General Reserve Fund the General Fund ended Fiscal Year 2009 with an operating deficit of $98,216,617.  Pursuant to Section 11-11-180 of the South Carolina Code of Laws the Board is required to “meet to address the deficit within sixty days of receiving the report” of deficit  from the Comptroller.

Mr. Eckstrom stated that his staff and Mr. Chellis’ staff have met and have identified excess cash accounts and other balances which can be used to cover the deficit.  He said the Board’s responsibility is to formalize the borrowing that took place and to mandate a payment schedule in accordance with the statute.  He said the last time this happened the Board entered into a borrowing agreement against balances that were available in the general depository account.  He noted that those funds were repaid during the next budget cycle.  He said it is as if the borrowing becomes like the capital reserve fund each year where the first dollars go in to restore the capital reserve fund.  Mr. Eckstrom said the $98 million would fall in a similar category.  


Upon a motion by Mr. Eckstrom, seconded by Senator Leatherman, the Board, received the Comptroller General’s report that the General Fund ended the Fiscal Year 2009 with an operating deficit of $98,216,617 and pursuant to Section 11-11-180 of the South Carolina Code of Laws approved the borrowing from any surplus funds that are held in the General Deposit Account within the custody of the State Treasurer the amount needed to balance the Budgetary General Fund.  The money borrowed shall be paid on or before June 30, 2011, from the 2010-2011 General Fund.


After voting on the matter, Governor Sanford commented that the Board’s action underscores the notion of sustainable spending.  He said that adding up the money from the different pots that have been borrowed from, adding in the annualized impact, and adding that at some point stimulus money is coming to an end some frightening scenarios can be created with regard to what policy makers will have to contend with in years going forward.  

Mr. Chellis added that the lending agencies are also concerned with the possibility of a GAAP deficit.  He said as soon as that is identified they need to be alerted so that they can get it under control for the next budget cycle.  He said if the State does not avoid a budget deficit there could be a problem with the State’s AAA credit rating.  Mr. Eckstrom said that the difference between the deficit he reported and the one Mr. Chellis referred to is what happens to the budgetary numbers once all the accounting standards have been applied that the State has to meet.  He said that there are certain standards that direct a state to identify expenditures and if the State has some obligation it is required to book that obligation as a liability.  He said that if a revenue account has been collected and is recognized as revenue the accounting standards have to be applied against all of those decisions.  He said that if any of the revenue needed to be deferred the accounting standards would require that the budgetary base accounts be adjusted to reflect that reality not just the cash flow.  

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

Office of State Budget:  Fiscal Year 2009-10 (Regular Session Item #2)
The Board at its August 13, 2009, meeting received as information the July 16, 2009, notification from the Board of Economic Advisors (BEA) of a downward revision in the FY 2009-10 general fund revenue forecast totaling $328,300,000.  The Board ratified the reduction of $120 million from the Capital Reserve Fund and instructed the Office of State Budget to notify state agencies that the Board would consider an appropriation reduction following the August 21, 2009, BEA meeting and the Comptroller General’s FY 2008-09 year-end general fund report.  Board staff was instructed to schedule a meeting no later than September 18, 2009, but no earlier than completion of the rescheduled BEA meeting and release of the Comptroller General’s FY 2008-09 General Fund report.

Following the Board’s August 13, 2009, meeting, the Capital Reserve Fund balance is $7,847,888.  Section 11-11-325 of the South Carolina Code of Laws directs the Board to first reduce the Capital Reserve Fund prior to mandating any cuts in operating appropriations.

Section 1-11-495 of the South Carolina Code of Laws authorizes the Board to take action to avoid a year-end deficit and states that any reduction in the rate of expenditure is to be “applied as uniformly as may be practicable.”  In order to limit statewide expenditures and avoid a year-end deficit, reduction of the remaining $7,847,888 Capital Reserve Fund and an across-the-board reduction of $200,452,112 (4.04%) would be needed to adjust FY 2009-10 expenditures to match the BEA revised revenue estimate.

Mr. Eckstrom asked Mr. Boles whether provision has been made in projecting spending activity for the rest of the year for shortfalls in the tax relief hold harmless amounts that the State has bumped into the last couple of years which has been the driver behind deficits.  Mr. Boles said that at this point in time the BEA revenue projections for the General Fund and the Homestead Exemption Fund are in balance.  He said the BEA will monitor those funds and that they have anticipated the shortfall in ’09-’10 and the General Assembly appropriated additional dollars to cover the shortfall.  Mr. Boles said that at the BEA’s July meeting no change was made with regard to the Homestead Exemption Fund.  Mr. Eckstrom asked whether the deficit had been anticipated in previous years in the budget process to which Mr. Boles said that it was.  Mr. Eckstrom asked what was the hold harmless amount that was taken from the General Fund above what was budgeted in ’09-’10.  Mr. Boles replied that the amount was around $50 million.  Mr. Eckstrom asked whether there is any provision in Mr. Boles’ recommendation to build any cushion to which Mr. Boles replied there was none.  


In further discussion, Mr. Eckstrom asked what provisions have been made for additional operating deficits at the two prisons (the Departments of Correction and Juvenile Justice).  He said that based on the action by the Board, the Office of State Budget will have to meet with those agencies to determine if there is going to be an operating deficit.  He said if that is the case they will have to bring that back to the Board because no additional deficits were factored into the recommendation and to do so the cut would have to be higher.  Mr. Boles said that his office has had conversations with the Department of Corrections and they have indicated that if the Board takes action on this matter they will probably be in trouble.  Mr. Eckstrom asked what trouble would be produced that the Board will have to address.  Mr. Boles said that for the Department of Corrections the 4.04% cut will mean a reduction of $13.3 million and for the Department of Juvenile Justice that would mean a reduction of $3.9 million.


Governor Sanford pointed out that in the last meeting Mr. Eckstrom and he tried to move forward with the cut and others were hopeful that the numbers might change.  He said this reinforces the larger notion that while they all may hope for the best it is incredibly important, as it relates to the budget, to be very fast moving so that additional costs are not stacked up for the agencies.  Mr. Eckstrom concurred with Governor Sanford’s comments.


Upon a motion by Senator Leatherman, seconded by Mr. Cooper, the Board reduced the remaining Capital Reserve Fund of $7,847,888 pursuant to Section 11-11-325 of the South Carolina Code of Laws; pursuant to Section 1-11-495 of the South Carolina Code of Laws, directed an across-the-board general fund reduction of 4.04% for all agencies totaling $200,452,112, except where prohibited by proviso or statute, to take effect September 18, 2009, unless the General Assembly takes action to the contrary; and, instructed staff to notify the presiding officers of the House and the Senate of the Board’s actions.

Information relating to this matter has been retained in these files and is identified as Exhibit 2.
Office of State Budget:  Department of Disabilities and Special Needs – Excess Debt Service Funds (Regular Session Item #3)

The Department of Disabilities and Special Needs (DDSN) sought approval to use $5,944,738 of excess debt service funds to meet various improvement needs of the agency.  Section 44-20-1170 of the South Carolina Code of Laws establishes a debt service fund for DDSN that is funded with revenue from the agency.  Monies from the special fund must be applied by the State Treasurer to the payment of principal and interest on outstanding state capital improvement bonds.  If the accumulated revenue in the subfund exceeds the payments due during the current fiscal year and an additional sum equal to the maximum annual debt service requirement of the obligations for a succeeding fiscal year, then the Board may permit the Department to withdraw the excess and use it for other improvements.  


The current cash balance in this debt service fund is approximately $7.8 million.  The State Treasurer’s Office has verified that the last repayment obligation matured in June, 2009 and there are no remaining obligations to this fund.  


The Department requested permission to use $5,944,738 of the excess funds to meet the agency’s obligations for SCEIS implementation of approximately $3.2 million; to improve its Medicaid billing capabilities at a cost of $100,000 and to improve facilities at three local Disability Boards at a cost of $2.6 million.  The Commission of the Department of Disabilities and Special Needs has approved this use of these funds in its 2010 spending plan.

Dr. Eugene A. Laurent appeared before the Board on this matter.  Senator Leatherman asked Dr. Laurent whether the DDSN board is fully supportive of what the agency is requesting.  Dr. Laurent replied that the DDSN board is supportive of the request and that there was a unanimous vote on this matter.  


Upon a motion by Mr. Eckstrom, seconded by Mr. Cooper, the Board approved the Department of Disabilities and Special Needs request to use excess revenue in the debt service subfund for proposed projects to meet the agency’s obligation for SCEIS implementation, to improve its Medicaid billing capabilities, and to improve facilities at three local Disability Boards.

Information relating to this matter has been retained in these files and is identified as Exhibit 3.
Adjournment

The meeting was adjourned at 1:55 p.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 8:30 a.m. on Wednesday, September 2, 2009.]

