STATE OF COLORADO

111 State Capitol Building ZQ <N
Denver, Colorado 80203 c v
(303) 866-3317

Bill Ritter, Jr.
Govemor

Todd Saliman
Director

January 15, 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 2008-09.
According to the Governor’s direction, we have given the highest priority to protecting life safety and
public health. In addition, the Governor has directed me to protect higher education funding to the extent
possible. As previously indicated, Governor Ritter will submit his plan for balancing FY 2009-10 on
January 23",

Governor Ritter’s top priority for this year is to prudently manage Colorado’s state budget and create jobs.
Like many other states, Colorado’s economic uncertainty and State revenue shortfalls present significant
challenges. OSPB believes there will be a significant General Fund revenue shortfall in FY 2008-09 and
FY 2009-10 and that the impact of the current recession will be felt well into the future.

In an effort to coordinate efforts with the JBC and the General Assembly who will likely use their own
forecast to balance the budget, Governor Ritter’s plan balances to the Legislature’s economic forecast.
This results in the Governor’s proposal balancing to a General Fund revenue shortfall of $631.9 million in
FY 2008-09 and a further shortfall of $385.5 million in FY 2009-10.

We are proposing contingencies should the shortfall be either greater or less than forecasted. Discussions
continue at the federal level regarding a proposed federal recovery package. It is possible Colorado could
receive funding through this package that could partially offset the need for some of the changes outlined
in this proposal. Should federal funding materialize we believe the top priority should be to avoid
reductions to the 4.0 percent General Fund statutory reserve in FY 2008-09. If there are federal funds
from the recovery package in excess of what is needed to fully fund the 4.0 percent reserve, we
recommend the cash fund transfers included in this proposal be avoided in the order that they are listed on
the attached cash fund transfer spreadsheet.
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The Governor’s plan contains General Fund shortfall proposals for FY 2008-09 totaling $631.9 million.
These FY 2008-09 proposals do the following: (1) reduce General Fund expenditures by $201.1 million;
(2) provide for transfers and diversions to the General Fund totaling $289.7 million; (3) lower the State’s
statutory 4.0 percent reserve by $134.1 million; and (4) adjust for $7.0 million not expended but
authorized under the 6.0 percent limit. The General Fund expenditures reduced includes $34.8 million
from General Fund obligations and $166.3 million from General Fund appropriations. The Governor is
also proposing stop-gap measures in the event the shortfall is greater than $631.9 million.

Highlights of Governor Ritter’s FY 2008-09 Balancing Plan

Each of the Govemor’s 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 2008-09 Balancing Plan, described in more detail in the factsheets.

General Fund Expenditure Reductions

B Reducing General Fund Expenditures. The Governor’s Proposal reduces $201.1 million General
Fund in FY 2008-09. The General Fund reduction is comprised of $34.8 million from FY 2008-
09 General Fund obligations and $166.3 million from FY 2008-09 General Fund appropriations.
The Governor proposes to eliminate Fire and Police Pension Association (FPPA) payments of
$34.8 million in FY 2008-09 (with no payments resumed until FY 2011-12). The $166.3 million
in General Fund reductions is comprised of the following: (1) combined $9.3 million General
Fund associated FY 2008-09 appropriations for the Judicial, Law, and Legislative budgets and (2)
other reductions to executive department FY 2008-09 appropriations totaling $157.0 million. The
$157.0 million is inclusive of the General Fund savings from the hiring freeze. Attached to this
letter is an updated hiring freeze summary.

W The current General Fund appropriation is $7,519.2 million; the allowable limit under Section 24-
75-201.1, C.R.S. is $7,546.9 million. The Governor’s proposal to balance to the FY 2008-09
$631.9 million General Fund revenue shortfall is calculated against this statutory spending limit of
$7,546.9 million. This authorized General Fund spending limit is reflected in both the legislative
and executive economic forecasts. The calculation of a shortfall assumes that General Fund is
spent up to that limit; thus reductions are taken against this estimated allowable for purposes of
comparison to this common benchmark. The $7,546.9 million includes $27,669,665 General Fund
that is higher than the FY 2008-09 appropriation made by the General Assembly last year.
Counting toward this $27.7 million General Fund are the supplementals OSPB has submitted;
these include $895,403 General Fund of “1331” emergency appropriations sought and approved
and $4,148,532 General Fund of supplemental increases requested on January 2, 2009. In addition,
OSPB has “placeholders” of $15,614,910 General Fund for February 16" submissions, primarily
for Medicaid and the Department of Human Services. In total, these increases calculate to
$20,658,845 General Fund toward this authorized growth of $27,669,665. The difference between
the authorized growth level and the General Fund increases that are sought is $7,010,820 which
will not be spent. This $7,010,820 figure is simply reflected as funds authorized under the limit
but not spent this year.
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Transfers and Diversions to the General Fund

Higher Education Maintenance and Reserve Fund. The Governor’s proposal 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. In September, the Governor took actions to
protect taxpayers and tighten the state’s spending belt. Among these actions was direction to delay
spending for capital projects. The delay in FY 2008-09 state building capital spending has saved
$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 Fund increases of $47.2 million in FY 2008-09, FY 2009-10, and FY 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. 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 into 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. 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 $10,432,860 that it wouid not
have received under the current forecast, the New Jobs Incentive Cash Fund will receive
$1,647,294 that it would not have received under the current forecast, the State Council on the
Arts Cash Fund will receive $823,647 that it would not have received under the current forecast,
and the Film Incentives Cash Fund will receive $329,459 that it would not have received under the
current forecast. While funding these important economic and job-producing programs, the
Governor’s proposal allows the General Fund to receive $11,897,263 in FY 2008-09.

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 $12,800,000 in FY 2008-09. 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 2008-09 savings is
prorated for the second half of the fiscal year. This proposal will affect approximately 1,700 of
the state’s 91,500 vendors.
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B Cash Fund Transfers to the General Fund. The Governor’s proposal transfers $207.1 million from
cash fund untapped balances to the General Fund in FY 2008-09. The majority of these transfers
are one-time in nature. A list of these cash fund transfers is attached.

B Other General Fund Revenue Infusions. The Governor’s proposal includes $10.7 million General
Fund increases associated with various initiatives. This includes $10,500,000 proposed to divert
from the UI Trust Fund and $152,217 General Fund impact associated with an expenditure
reduction to the Division of Insurance Cash Fund in the Department of Regulatory Agencies.

General Fund Reserve Change

B Reserve change. The Governor’s Proposal reduces the statutory General Fund reserve by $134.1
million for FY 2008-09. This one-time General Fund change is necessary due to the timeframe of
the General Fund shortfall as there is very little time to make up the difference in the current year.
The Governor’s proposal assumes that the reserve is replenished in FY 2010-11.

Other Budget Managemeni

B Authorization for End-of-Year Revenue Management. The Governor’s Proposal seeks statutory
authority to provide flexibility to the executive to reduce the State’s (4.0 percent) General Fund
reserve down to 0.0 percent of FY 2008-09 General Fund appropriations at the end of the fiscal
year if General Fund revenues further decline beyond the current Legislative Council Staff
economic forecast while the General Assembly is out of session.

I look forward to working with you as we together address this significant budget challenge for Colorado.
Should you have any questions about any of these requests, please do not hesitate to contact me or my
staff.

Singerely,

Director, Qffice of State Planning and Budgeting

cc:  The Honorable Representative Jack Pommer, Vice-Chairman
The Honorable Senator Abel Tapia, Member of the Joint Budget Committee
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 Committee
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
Tokal of CF to Transfer to GF

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

Gaming

Reserve Changes
Reserve Change - one-time

207,109,023

10,652,217

47,200,000

12,800,000

11,897,263

134,129,109

118,187,788

10,652,217

47,200,000

12,800,000

1]

134,129,109

70,000,000 Transfer to GF
Ul Trust Fund Biversion {$10,500,000) and
Division of Insurance CF Reduction
0 {5152,217)
0 GF Transfer

Revenue increase to GF

11,897,263 GF Diversion/Transfer

0 Lower GF reserve in FY 08-09

lib} GF EXPENDITURE CHANGES

GF Obligations;
FPPA

GF Appropriations:
Approved Department/QSPB Dept Reductions

Treasury Reductions

Other Elected Officials {except Treasury)

(34,777,172)

{156,992,364)

(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.

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

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

FY 2008-09 Anticipated Underage to 6% (excluding $631M actions)

Governor's Qffice of State Planning and Budgeting

{7,010,820)

0 Take $50,278,532 out of Cap Constr Fund
0 Transfer into Maint & Reserve Fund

0 Take 543,411,136 out of Cap Constr Fund
0 Transfer into Maint & Reserve Fund

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

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