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1. STATEMEN'I' OF AMICUS INTEREST

This amicus curiae brief is submitted in support of the Defendant-Appellee Richard

Levin, Tax Comrnissioner of Ohio. The National Governors Association ("NGA") is the

bipartisan organization of the nation's governors. Its members include the goveniors of all fifty

states and five territories. The NGA represents governoi-s in Congress, before federal agencies,

and in state and federal appellate courts. The NGA presents the governors' collective voice on

issues critical to the successful functioning of the independent executive branches of state

governments.

NGA has an interest in this matter because Appellants' position calls into qucstion the

ability of all fifty states to raise revenue and promote the general welfare of their citizens. The

Connnerce Clause proteets interstate markets, not individual products within those inarkets.

Rather than a Commerce Clause issue affecting interstate markets, Appellants have brought forth

a veiled Equal Protection claim and have asked this Court to invalidate a state taxing provision

that does not mpede interstate commerce.

As the collective voice of the nation's governors, NGA urges the CoLut to uphold the

decision of the Ohio Court of Appeals and to reject Appellants' theory because it would expand

the Commerce Clause far beyond anything imagined by the framers of our United States

Constitution, and as a consequence, invade the sovereignty and impair the capability of the States

to collect revenue from interstate businesses operating within their borders.

11. THE 01110 SALES TAX ACCORDS WITH FEDERAL AUTHORITY GRANTED
UNDER THE TELECON4MUNICATIONS ACT OF 1996

A. The 2003 Ohio Sales Tax Amendment Was Intended to Balance the Financial
Obligations Imposed Upon Customers of Subscription Television Service.

Residents in Ohio have two choices for subscription television service ("multichannel

video programming distribution" or "MVPD"). They can purchase television service from either



satellite television providers ("satellite," "direct broadcast satellite," or "DBS") or from cable

television providers. Cable television subscribei-s must pay franchise fees of approximately five

perocnt (5%) of their montltly subscription charge and additional amounts related to in-kind

services pi-ovided by cable companies under tenns of local franchise agreements. See The Cable

Communications Act of 1984, Pub. L. No. 98-549, 'f itle VI, § 622(b), 98 Stat. 2779 (1984),

reprinted in 47 U.S.C. § 542(b). However, Ohio customers of satellite television seivice

historically paid no state or local taxes or fees. DBS providers in Ohio (and many othei- statcs

including, but not limited to, Arizona, California, Delaware, Flori(la, Indiana, Kentucky, Maine,

Massacliusetts, Nevada, New York, Nortli Carolina, Tennessee, Texas, Utah and Wisconsin) arc

not subject to cable franchise fees (or other taxes impose on cable only) and can pass along this

savings to DBS customers through lower monthly prices.

In June oC2003, the Ohio General Assembly amended R.C. 5739.01 et seq. to iinpose a

state level sales tax on video programming provided by satellite companies. The 2003

amenclments expanded the Ohio state sales tax to include "satellite broadcasting service,"

de[ined to mean "the distribution or broadcasting of programming or saiviees by satellite directly

to the subscriber's receiving equipment without the use oCground receiving or distribution

equipment, except the subscriber's receiving equipment or equipnient used in the uplink process

to the satellite." R.C. 5739.01(B)(3)(p); R.C. 5739.01 (XX). While cable television subsciibers
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continued to pay local franchise fees at rates up to five percent (5%)i, satellite customcrs became

subject to a 5.5 percent (5.5%)2 sales tax upon the same tax base.

This Court should ignore any formalistic distinction between a tax and a fee for

Coimnerce Clause ptiuposes in the same mamie- as sucli distinction was ignored in Section

602(a) of the Telecomrnunication Act of 1996. The language of the Act applies the federal

pi-eemption to exactions described as either taxes or fees. Subscription television subseribers

generally make no difierentiation between whether charges on their bill are characterized as

"taxes" or "fees" because it does not alter the obligation to pay.

B. The Telecommunicatious Act of 1996 Preserved State Authority to Tax
Direct-to-Home Satellite Service.

The tax treatment enjoyed by satellite providers prior to the 2003 aniendments did not

occur by happenstance. The satellite industry snecessfully lobbied Congress in the

Teiecommunications Act of 1996 (hereinafter the "Act") to preeinpt local taxes and fees imposed

on direct broadcast satellite providers. Telecommunications Act of 1996, Pub. L. No. 104-104,

Title VI, § 602, 110 Stat. 56, at ** 144-45 (1996), reprinted in 47 U.S.C. § 152. Specifically, the

Act preenlpts local taxing authorities from imposing any taxes or fees upon satcllite television

providers.3 '1'he late Representative Henry Hyde (R-11.), who chaired the House Judic _y

1 The Pranchise fee may actually be in excess of five percent (5%) because the franchise fee is
imposed upon the amount of the fi-anchise fee charged to the customer, a net amount of up to
5.25 percent ((5%) +(5%)(.05)) plus an additional amount for in-kind sewices fequired under
the fi-anchise agreements.

2 As originally enacted in 2003, the Ohio sales tax rate was six percent (6%). R.C.

5739.02(A)(1) (2003). On or after July 1, 2005, the state sales tax rate was lowered to 5.5

percent (5.5%). Id.

x Pub. L. No. 104-104, § 602(a) ("A provider of direct-to-home satellite service shall be exenipt
from the collection or remittanee, or both, of any tax or fee impose(I by any local taxing
jiu-isdiction on direct-to-home satellite seivice."). The term "direct-to-home satellite service" is

3



Committee during consideration of the Act, explained that this preemption was necessary

because "[t]o per-mit thousands of local taxing jurisdictions to tax such a national service would

create an unnecessary and undue burden on the providers of such [DBS] sctvices." 142 Cong.

Ree. H 1145-06, *H1158 (Feb. 1, 1996), 1996 WL 39800. Congress feared that requiring the

thcn-fledgling satellite industry to pay taxes directly to thousands of local goveniments could

stifle growth of an industry in its infancy.

Congress, however, left undiininislied the inherent authority of the States to impose

statewide taxes or fees, such as the Ohio sales tax, upon satellite providers. Section 602(c) of the

Act specifically preservcd taxing authority over satellite coinpaiiies to the states -

(c) PRESERVATION OF STATE AUTHORTTY.-This section shall not be
construed to prevent taxation of a provider of direct-to-home satellite service by a
State or to prevent a local taxing jurisdiction from receiving revenue derived from
a tax or fee imposed and collected by a state.

Pub. L. No. 104-104, § 602(c). Chairman Hyde explained that "[t]he power of the States to tax

this service is not affected by Section 602. Again, States may, if they wish, share the revenue

lhus collected with their local municipalities." 142 Cong. Rec. at *H11 58. In exempting

satellite providers fronl making direct payment of taxes to local communities nationwide,

Congress did not intend to interfere with the States' ability to tax the satellite companies or to

distribute the proceeds of such taxes to local govermnents.

The Ohio sales tax at issue is exactly the type of state tax expressly authorized by

Cougress within Section 602(c) of the Act. The Pederal preeniption was enacted only to protect

the satellite pi-oviders from the administrative burden of collecting and remitting local taxes in

defined to mean "programming transmitted or broadcast by satellite directly to the subscribers'
premises without the use of gronnd receiving or distribution equipment, except at the
subscribers' premises or in the uplink process to the satellite." Pub. L. No. 104-104, § 602(b)(1).

4



thousands of local jurisdictions across the United States. 142 Cong. Rec. at *H 1158. Congress

could not have anticipated that the very same satellite companies inight use the preemption as a

shield from paying a state tax levied in the very manner deseribed and pursuant to the States'

sovereign authority preserved in Section 602(c) of the Act.

lii. THE OHIO SALES TAX DOES NOT DISCRIMINATE AGAINST INTERSTATE
COMMERCE

The Ohio sales tax does not discriminate against or burden interstate commerce in

violation of the "dormant" or "negative" Commerce Clause. The Constitution expressly

authorizes Conb css to "ragulate Commerce with foreign nalions and aniong the several states."

Clause 3, Section 8, Article I, United States Constitution. The negative aspects of the Coimnerce

Clause implicitly limit states' rights to establish econornic barriers witliin the United States in

favor of "an area of trade free from interference by the States." Boston Stock Exch. v. State Tax

Commn. (1977), 429 U.S. 318, 328, 97 S.Ct. 599, 50 L.Ed.2d 514. While the Commerce Clause

is a limit on state power, when asked to judge between the national interest in f cee trade and the

interests of states to exercise their legitimate taxing power, the United States Suprenie Court's

Comrnerce Clause jurisprudence n.ivokes a"sensitive, case-by-case analysis of purposes and

effects." West Lynn Creanaery, Inc. v. Healy (1994), 512 U.S. 186, 201, 114 S.Ct. 2205, 129

L.Ed.2d 157. "The Commerce Clause does not prohibit all state action designed to give its

residents an advantage in the marketplace, but only [discriminatory ] action of that description in

connection with * * * interstate commerce." Neiv Energy Co, v, Limbach (1988), 486 U.S. 269,

278, 108 S.Ct. 1803, 100 L.Ed.2d 302 (emphasis sic).

In the context of tax policy, a state tax provision satisfies the requirements of the

Coinmerce Clause if: (i) the activity taxed has a substantial nexus with the taxing State; (ii) the

tax is fairly apportioned to reflect the degree of activity that occurs within the State; (iii) the tax



does not discriminate against interstate connnerce; and (iv) the tax is fairly related to the services

provided by the State. Conaplete Auto Ti-ansit, Inc. v. Brady (1977), 430 U.S. 274, 279, 97 S.Ct.

1076, 51 L.Ed.2d 326. Judicial application of this four-prong test, of which non-discrimination

is but one element, rests not on the fortnal language of a particular tax statute but rather its

practical effect, signaling judicial deference to legislative autbority in economic matters. Id., 430

U.S. at 279.

The independent ability and itiherent autlloiity of States to raise revenue is a basic tenet

of our systetn of govemment. Our system of federalism provides the States wide latitude in

detennining and developing their owti tax systetns. Luther v. Mrnn. Conunr. ofRevenue (Mnm.

1999), 588 N.W.2d 502, 508 (citing State Ttix Connnn. v. Aldrich (1942), 316 U.S. 174, 178-79,

62 S.Ct.1008, 86 L.Ed.2d 1358), certiorari denied (1999), 528 U.S. 821, 120 S.Ct. 66, 145

L.Ed.2d 57. Courts exercise their power to declare a statute unconstitutional witli extreme

caution and only when absohttely necessary. Lztther, 588 N.W.2d at 508. The use of the

dormant Commercc Clause as a sword to cut from the States their power to ensure and enliance

tax parity is incompatible with our system of govermnent.

In the absence of congressional action, a State retains the ability to structrue its taxing

system in any manner that it deems appropriate, so long as its structure does not discriminate

against ot- favor taxpayers based solely on their geographical location. Any different

interpretation would be an improper expansion of the Commerce Clause.

Wltile the "fairly apportioned" and "fairly related" prongs from Conip2ete Auto do not

factor into Appellants' argument, Ohio's iniposition of a state sales tax upon satellite providers

presents no restriction on interstate commerce and thus uo violation of the Commerce Clause for

the following two reasons: (1) the Ohio sales tax contains no geograpliical component; and (2)

6



the imposition of the tax upon the DBS providers imposes no additional burden on niterstate

commerce than is imposed on in-state commerce.

A. R.C. 5739.01(XX) Contains No Geographical Component and Thus There
Can Be No Discrimination Under the Commerce Clause

Appellants allege that the purpose and effect of the imposition of the Ohio sales tax upon

satellite pi-oviders is protectionist because it confers an unfair competitivc advaiitage to cable

operators that provide their service pursuant to franchises 1i-om Ohio local govenmrents and a

coinpetitive disadvantage to satellite providers that have no snch fianchises but provide service

from out-of-state facilities. (Appellants' brief at 12; Complaint 112.) Appellants claim

incorrectly that the imposition of the sales tax depends on whetller an MVPD provider makes a

significant infrastrneture investment in the State of Ohio. However, what Appellants fail to

recognize and what the Ohio Court of Appeals ash.itely identified is that the inrposition of the

Ohio sales tax upon MVPD providers is based solely on how television prograimning is

distributed and contains absolutely no component of where MVPD providers locate their

property used to disti-ibute television progrannning. (Ohio Court of Appeals Opinion at 15-16.)

When Congress enacted the federal preemption for DBS providers in the Act, it defined

"direct-to-home satellite service" to mean "programming transmitted or broadcast by satellite

directly to the subscribers' premises without the use of ground receiving or distribution

equipment, except at the subscribers' premises or in the uplink process to the satellite." Pub. L.

No. 104-104, § 602(b)(1). After several years, states such as Ohio began to amend their tax laws

as permitted by the Act, which specifically allows states to impose sales or gross receipts taxes

and fees upon satellite providers at the state level with the opportunity to distribute this revenue

to localities within the states. In 2003, when the Ohio legislature amended its sales tax

provisions to include "satellite broadcasting sei-vice," it simply adopted the federal definition of

7



such service, deftning it as "the distribution or broadcasting of programming or services by

satelIlte directly to the subsciiber's receiving equipment without the use of ground receiving or

distribution equipment, except the subscriber's receiving equipmerrt or equipment used in the

uplink process to the satellite." R.C. 5739.01(XX).

Appellants mischaracterize the Ohio sales tax by incorrectly arguing that "[w]hether or

not a pay TV service is taxed depends on one fact - whether the service `use[s] ground receiving

or distribution equipment' in Ohio."' (Appellants' Brief at 1, 15 (emphasis added)) Seeking to

maintaui the status quo, the satellite companies misread into the definition of "satellite

broadcasting service" a geographical component that simply does not exist. In fact, Appellatrts

have brought siinilar litigation challenging similar legislation in four other states (Florida,

Kentucky, North Carolina and 'Tennessee) and liave currently becn rebuffed by every federal and

state court outside Ohio that has n.qed upon the rnatter. Not only did the Ohio Court of Appeals

find that there was no in-statc component withui the Ohio sales tax statute at issue, the Court of

Appeals of North Carolina and the United States Court of Appeals for the Sixth Circuit also

failed to find any geographical or "in-state" cotnponent within similar legislation. (See Ohio

Court of Appeals Ruling at 14); DIRECTV, Inc. v. North Carolina (2006), 178 N.C.App. 659,

632 S.E.2d 543; DIRECTV Inc_ v. Treesh (C.A. 6, 2007), 487 F.3d 471, 480, certiorari denied

(2008), 128 S.Ct. 1876, 107 L.Ed.2d 746.

The Ohio Court of Appeals correctly dismantled the faulty analogy Appellants

eonstructed between the Ol1io statute, which does not include a locatioti-based requirement, and

the United States Supremc Court's donnant Commeree Clause jurisprudence lhat overturned

certain discriniinatoi-y state tax policies that benefited in-state economic activity while imposing

an unequal burden on out-of-state activity.

8



In Boston. StockExchcange v. Stccte Tav Commission (1977), 429 U.S. 318, 97 S.Ct.599,

50 L.Ed.2d 514, New York revised its taxing scheme to lower the tax imposed upon

nonresidents who made trades through an excliange within the State ofNew Yor1c. In

Westinghouse Electric Corp, v. T-ully (1984), 466 U.S. 388, 104 S.Ct. 1856, 80 L.Ed.2d 388, a

New York tax credit only applied to the portion oCthe company's exports 11-ia.t were shipped from

New York. Tinally, in Arnzco Inc. v. Hardesty (1984), 467 U.S. 638, 104 S.Ct. 2620, 81 L.Ed.2d

540, a tax scheme exempted from tax only property that was manufactured in West Virgiraia.

In all of these cases, the presence of a geographical component within a taxing schenie is

clear and, based on such geographical eomponent of the taxing scheme, the United States

Supreme Court found that such geographical distinction in the taxing law was economic

protectionism and placed a burden upon interstate commerce in that local interests were favored

to the detriment of out-of-state competitors. Witliout any geographical component to the taxing

statute at issue here, thcre simply can be no discrimination under the Commerce Clause, and any

ruling to the contrary would be an improper expansion of the Commerce Clause.

B. The Imposition of the Tax Upon the DBS Providers Imposes No Additional
Burden on Interstate Commerce.

The Ohio sales tax "does not prohibit the flow of interstate goods, place added costs upon

them, or cGstiiiguish between in-state and out-of-state companies in the retail market. 'Ihe

absence of any of these factors fuliy distinguishes this case from those in which a State has been

found to have discriminated against interstate commerce." Exxon Corp. v. Governor of Md.

(1978), 437 U.S. 117, 126, 98 S.Ct. 2207, 57 L.Ed.2d 91; see, e.g., Ilunt v. Washington Apple

Aclvertis•ing Commn. (1977), 432 U.S. 333, 97 S.Ct. 2434, 53 L.Ed.2d 383; Dean Milk Co. v. City

of'Madison (1951), 340 U.S. 349, 71 S.Ct. 295, 95 L.Ed.2d 329.
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Commerce Clause,jurisprudence provides that a State may not structure its taxing system

in a tnamrer that discriminales against interstate transactions in order to favor local commercial

interests over out-of-state businesses. Bacchus Imports, Inc. v. Dias (1984), 468 U.S. 263, 272,

104 S.Ct. 3049, 82 L.Ed.2d 200; Northwestern States Portland Cement Co. v. Minnesota (1959),

358 U.S. 450, 458, 79 S.Ct. 357, 3 L.Ed.2d 421. Further, a state tax is discriminatory if it taxes

"`a transaction or incident more heavily when it crosses state lines than when it occurs entirely

within the State."' Chern. Waste Mgt., Inc. v. Ilunt (1992), 504 U.S. 334, 342, 112 S.Ct. 2009,

119 L.Ed.2d 121 (quoting Armco, 467 U.S. at 642). However, it is also clear that as a

prerequisite to any Commerce Clause discrimination, the state tax or regulation must benefit a

local business to the disadvantage of an out-of-state business. "It has long been the law that

States may not `build up [flieir] domestic commerce by means of unequal and oppressive burdens

upon the industry and business of other States."' Bacchus, 468 U.S. at 272 (quoting Guy v. City

ofBaltimore (1880), 100 U.S. 434, 443, 25 L.Ed. 743).

Because the Ohio sales tax at issue is based on how the MVPD providers distribute their

product ratlier than where equipment is located to distribute the satellite programming, thei-e is

no disproportionateburdenupon interstate commeree, and the tax cannot violate the Coimnerce

Clause. As the Ohio Court of Appeals held, "[t]he tax distinction between satellite and cable

providers does not discriminate against interstate comnierce as a whole, but places a burden

against one form of delivering pay television to consumers, and the burden would fall equally on

a satellite provider headquartered in Ohio, having all program, content satellite uplink, account

sei-vices, and customers in-state." (Ohio Coru-t of Appeals Opinion at 16.) Any distinction

between the manner in which satellite providers and cable providers are taxed is simply based on

differences in certain aspects of their respective delivery mechanisms and federal preemption of

10



locally iniposed or administered taxes and fees under § 602(b) of the Act. Any differential

freatment simply does not impose an undue burden upon interstate comtnerce.

Appellants have positioned tliemselves as out-of-state businesses with little-to-no

physical presence or investment within the State of Ohio. Appellants claim that the sales tax

imposed upon them, but not on their cable eompetitors, is discriminatory because the cable

providers have made a more sigiiificant investment within the state. Thus, Appellants claim the

Ohio sales tax has burdened the ahnost exclusive "out-of-state" satellite companies without the

same burden imposed upon "in-state" cable companies. Such charaoterization is factually

incorrect, ignoring both Appellants' substantial Ohio presence and the interstate nature of the

cable industry. For exaniple, Time Warner Cable is headquartered in New York, New York, and

operates in 28 states. (Time Warner Cable, Inc., Annual Report (Fonn 10-K), at I(Feb. 20,

2009).) Comcast is headquartered in Philadelphia, Pemisylvania, and operates in 39 states and

the District of Colnmbia. (Comcast Corporation, Annual Report (Forni 10-K), at 3, 24 (Feb. 20,

2009).) Cox Communications is headquartered in Atlanta, Georgia, and operates in 15 states.

(See hitp:!/ww2.cox.com/aboutus/our- storylheadquarters.com (last visited Dec. 10, 2009).)

It is in-efirtable that the Appellants have a signi^frcant presence in Ohio. The satellite

companies operating in Ohio, DIRECTV and EchoStar, have extensive presence within the state

such as fiber-optic cable used to transmit local broadcast signals to their local digital broadcast

operations centers for satellite upliiiking. (June 14, 2004 Affidavit of Virgil Reed. ¶14; Compl.

¶17.) Further, Dll2ECTV and EchoStar own and use equipment, including antennas, receivers,

and related equipment, which is used to receive local programming provided to their customers.

(Stip. of Facts 113, 4.) Additionally, the satellite companies use a network of locally authorized

retailers, einployees, and independent contractors to install, repair, and sell satellite television

11



services and equipment. (The DIRECTV Group, Inc., Fonn 10-K at 9 (Feb. 27, 2009).) Finally,

the satellite companies own equipment in Ohio, such as many of the satellite dislres affixed to

subscribers' preniises and the set-top boxes connected to subscribers' televisions. (Compl. 1114.)

Under existing Commerce Clause jmispnidencc, there is no support or precedent for a relative

weighing of each actor's respective in-state prescnce. tJnder such a flawed analysis, Appellants

would have the Court believe that national cable providers are the "local" business while satellite

providers are the "out-oC state" business, even in their state of incorporation, commercial

domicile, and coiporate headquarters. Such an approach is unfornrded in Commerce Clause

j ui-ispi-udence and would represent a significant expansion of the Commerce Clause.

IV. A RULING REVERSING THE 01110 COURT OF APPEAL'S DECISION
WOULD IIAVE FAR REACHING RAMIFICATIONS FOR ALL STATES

A finding by this Court that the imposition of the Ohio sales tax upon satellite providers

unduly burdens interstate commerce would be an improper and uimecessary expansion of the

Commerce Clause that could severely jeopardize the ability of State governments to raise

revenue and promote the general welfare of their citizcns.

Federalism assigns to this Court the responsibility for setting the appropriate boimds of

authority, which includes preventing encroaclunent on the sovereignty of states to control their

economic developnlent and tax policies. The Framers placed responsibility for economic and tax

matters under the Comnrerce Clause with the elected legislature, not the appointed judiciary.

Clause 3, Section 8, Article I, United States Constitution. Preserving state authority to develop

and execute tax policy within the bounds of the Constitution helps revitalize local economies,

creates much-needed jobs, and generates i-evenue that enables states and local goverrmients to

provide essential services that support the public health and welfare.

12



The fiscal eonditiwi of states deteriorated dramatically over the last two years because of

the depth and length of the recent economic downturn, which many econoinists argue is the

decpest and longest since the Great Depression. (NatI. Governors Assn., 77ie State Fiscal

Situation: The LostDecatle, Dee. 2009, available at

http://www.nga.org/files/pdf10911 f i scallostdecade.pdf (last visited Dec. 10, 2009). States closed

budget gaps of $73.1 billion in fiscal year 2009 and $111.8 billion in fiscal year 2010 with a

combination of budget cuts and, in this fiscal year alone, nearly $24 billion in tax and fee

increases. (Natl. Governors Assn., Natl. Assn, of State Budget Officers, The Fiscal Survey ofthe

States, Dec. 2009, at viii, 1(attached as Appen(tix A). Even with cuts and tax increases, states

are experiencing additional budget shortfalls totaling S14.8 billion for 2010 and at least $21.9

billion for 2011. Id. Given projected revenue shor-tfalls, however, these shortfalls will increase

drainatically over the next several montlzs. Even when recovery for states begins in the 2014-

2015 period, states will be faced with a huge "over hang" in needs and will have to accelerate

payments into their retiree pension aind heallh care trust fitnds, as weli as fand defeired

maintenance and tecluiology and infrastructure investments. (Promises With A Price - Publie

Sector Retirement BenePits, The Pew Center on the States, §1, at 3(Dec. 2007) (attached as

Appendix B) (States have an outstanding liability of about $2.73 trillion in employee retirement,

health, and other benelits coming due over the next several decades, of'which morc than $731

billion is unfunded.)). States will also have to rebuild contingency or rainy day funds. All of

thcsc needs were postponed or deferred during the 2009-2011 periods and will have to be made

up toward the end of the next decade.

Tlie Commerce Clause was intended only to protect the interstate markets and allow for

the free-flow of goods and sei-vices between states, not particular fimis. Fxxon, 437 U.S. at 127-
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28. The Cormnerce Clause neither shields particular Grms or products froin all taxation or

regulation, nor mandates equivalency among competing goods, conipanies, or industries, so long

as such taxation and regulation does not impose a disproportionate burden upon interstate

commerce. Under the Commerce Clause, the Ohio legislature is free to impose a different tax

burden upon the two industiies so long as auy distinction between like products has no

geographical component nor causes any restraint on interstate conunerce.' Appellants, however,

ask this Conrt to expand the Commerce Clause to protect certain interstate products and tirms.

This Court nnist refuse to do so because it would contradict existing Comnierce Clause

jurisprudence and § 602(c) of the Act. A tax upon satellite providers is not a burden upon

interstate connnerce that violates the Constitution. This Court should not use this opportunity to

expand the Commerce Clause to restrict the states from taxing and regulating differing

teclmologies and delivery mecbanisms employed by interstate companies witli significant in-

state presence.

V. CONCLUSION

For the Poregoing reasons, NGA urges the Court to uphold the decision of the Ohio Court

of Appeals.

4 For instance, a state is frce to impose di fferential taxation on national wireless and wireline
telecommunications providers without running afoul of the Commerce Clause.
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Preface

The Fiscal Survey of States is published twice

annually by the National Association of State Budget

Officers (NASBO) and the National Governors

Association (NGA). The series was started in 1979.

The survey presents aggregate and individual data

on the states' general fund receipts, expenditures,

and balances. Although not the totality of state

spending, these funds are used to finance most

broad-based state services and are the most

important elements in determining the fiscal health

of the states. A separate survey that includes total

state spending, NASBO's State Expenditzu'e Report,

also is conducted annually.

The field survey on which this report is based was

conducted by NASBO from August through

November 2009. The surveys were completed by

Governors' state budget officers in all 50 states. This

survey also includes Puerto Rico; however, their

data is not included in the 50 state totals.

Fiscal 2008 data represent actual figures, fiscal 2009

figures are preliminary actuals, and fiscal 2010 data

reflect enacted budgets.

Forty-six states begin their fiscal years in July and

end them in June. 'I"he exceptions are Alabama and

Michigan, with October to September fiscal years;

New York, with an April to March fiscal year; and

Texas, with a September to Augiist fiscal year.

Additionally, 20 states operate on a biennial budget

cycle.

NASBO staff member Ben Husch compiled the data

and prepared the text for the report. Nelle Sandridge

provided typesetting services.
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Executive Summary

States are currently facing one of the worst, if not

the worst, fiscal periods since the Great Depression.

Fiscal conditions significantly deteriorated for states

during fiscal 2009, with the trend expected to

continue through fiscal 2010 and even into 2011 and

2012. The severe national recession drastically

reduced tax revenues from every revenue source

during fiscal 2009 and revenue collections are

expected to continue their decline in fiscal 2010. As

state revenue collections historically lag behind any

national economic recovery, state revenues will

remain depressed throughout fiscal 2010 and likely

be sluggish into fiscal years 2011 and 2012. The

"official" economic recession, which began in

December 2007 and may have recently ended, has

significantly affected state spending, as more than

half the states decreased their general fund

expenditures in fiscal 2009, and over two-thirds of

states enacted fiscal 2010 budgets with general fund

spending lower than the previous year.

Fiscal 2009 general fund expenditures declined

3.4 percent compared to fiscal 2008 levels. Likewise,

enacted budgets for fiscal 2010 show a 5.4 percent

decrease in general fund expenditures. These de-

creases in general fund expenditures would be the

largest declines in the history of the Fiscal Survey of

States. Prior to 2009, actual state general fund

spending had only declined one other time, in 1983,

by 0.7 percent.

'I'he weakening of state fiscal conditions is also re-

flected in the f'act that states will have faced $256

billion in budget gaps between fiscal year 2009 and

fiscal year 2011. Of this $256 billion, states solved

$73.1 billion in budget gaps during fiscal 2009 and

$111.8 billion prior to the enactment of their fiscal

2010 budgets in order to bring them into balance

with drastically declining revenues. However, even

after solving these gaps, an additional $14.8 billion

in budget gaps currently remain in fiscal 2010 and

states face at least $21.9 billion in budget gaps for

fiscal 2011. In order to help close these gaps, 43

states cut their enacted fiscal 2009 budgets by

$31.3 billion and 36 states cut their fiscal 2010 ex-

penditures by $55.7 billion. Additionally, states

enacted tax and fee increases of $23.9 billion along

with additional increases in other revenue measures

of $7.7 billion for fiscal 2010. In contrast, tax and fee

increases in fiscal 2009 were $1.5 billion along with

$6.6 billion in additional revenue increases.

By providing nearly $135 billion in flexible

emergency funding through the Amencan Recovezy

and Reinvestment Act of 2009 (ARRA), the federal

government has helped states avoid draconian cuts

to state services. Through $87 billion in additional

Medicaid funding via increased Federal Medical

Assistance Percentage (FMAP) rates and $48 billion

as pan of the State Fiscal Stabilization Fund, states

were able to maintain critical funding for education

and health and human services. 'I'hrough fiscal 2010

states will have spent approximately $150 billion in

Recovery Act funds. Of this $150 billion, $31.1

billion were funds received as part of the State Fiscal

Stabilization Fund. Even with this assistance, states

were still forced to cut programs while raising taxes

and fees.

This edition of The Hiscal Survey of States reflects

actual fiscal 2008, preliminary actual fiscal 2009, and

enacted fiscal 2010 figures. The data were collected

during fall 2009.

State Spending

Findings of this edition of the Fiscal.Survey of'States

include the following:

n Forty-three states reduced their enacted budgets

in fiscal 2009 by $31.3 billion while 36 states cut

their fiscal 2010 expenditures by $55.7 billion.

These cuts are in stark contrast to the thirteen
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states that had to reduce their enacted budgets

in fiscal 2008 and the three states that reduced

their enacted budgets during 2007. During the

last fiscal downturn, the peak years of reductions

to enacted budgets occurred in fiscal 2002 and

fiscal 2003, well after the national recession had

ended and only totaled $14 billion and $12 bil-

lion, respectively.

e'Pwenty-eight states had declines in general fund

expenditures in fiscal 2009, while 37 states

enacted fiscal 2010 budgets with general fund

expenditures below fiscal 2009 levels.

n Six states enacted an increase to their fiscal 2010

cash assistance levels under the Temporary As-

sistance for Needy Families (TANF) program,

while four states enacted a decrease.

State Revenue Actions

Enacted tax and fee changes are expected to result in

$23.9 billion in additional revenue for fiscal 2010

budgets. For fiscal 2010, 29 states enacted net

increases while nine states enacted net decreases.

This amount well exceeds fiscal 2009, when states

enacted $1 .5 billion in tax and fee increases, as 20

states enacted net decreases while 14 states enacted

net increases. The largest enacted increase for fiscal

2010 was in personal income taxes ($10.7 billion),

while the largest enacted decrease was in corporate

income taxes ($202.2 million).

In fiscal 2009, revenues from all sources which

include sales, personal income, corporate income

and all other taxes and fees exceeded expectations in

three states, were on target in four, and were below

expectations in 42 states. In fiscal 2010, five states

are exceeding revenue collection estimates, 11 states

are on target, while 31 states are below expectations.

This is in contrast to fiscal 2008 when 25 states

reported that revenue collections exceeded

estimates.

Other findings include:

n Fiscal 2009 estimated tax collections of sales,

personal income, and corporate income are

7.4 percent lower than actual fiscal 2008 collec-

tions. Sales tax collections were 4.7 percent low-

er and personal income tax collections were

8.2 percent lower. Corporate income tax collec-

tions were 16.1 percent lower relative to actual

fiscal 2008 collections. Within state budgets,

about 40 percent of general fund revenue is from

personal income tax, 33 percent is from sales tax,

and eight percent is from corporate tax, with the

rest from various other sources.

n States are projecting a further decline of 1.4 per-

cent in tax collections for fiscal 2010 relative to

fiscal 2009 current year estimates. Compared to

fiscal 2009 collections, enacted fiscal 2010 budg-

ets reflect a 0.7 percent increase in sales tax rev-

enue, 2.5 percent decrease in personal income

tax revenue, and a 6.3 percent decrease in corpo-

rate income tax revenue. However, with 31

states reporting collections below forecasts, the

decline in revenues will likely be even greater.

Year-End Balances

Total balances-ending balances and the amounts in

budget stabilization "rainy day" funds-are a crucial

tool that states heavily rely on during fiscal down-

turns and budget shortfalls.

n After reaching a peak in fiscal 2006 at

$69 billion or 11.5 percent of general fund ex-

penditures, total balances declined in fiscal 2008

to 8.6 percent. 'I'he severe deterioration in state

fiscal conditions resulted in balance levels falling

significantly during fiscal 2009, representing

4.8 percent of expenditures. However, removing

Alaska and Texas from these totals reveals that

total balance levels for the remaining 48 states

equal only 2.7 percent of general fund expendi-

tures in fiscal 2009. Because states recognize that

this economic downturn may last into 2012 they

are reluctant to deplete balances.
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State Expenditure Developments
CHAPTER ONE

Overview

State finances worsened in 2009 and are forecast to

decline further during fiscal 2010 and likely into

2011 and possibly 2012. Nearly every state faced

tightening fiscal conditions compared to fiscal 2008,
when such fiscal difficulties were seen in about half

the states. In fiscal 2009, 43 states reduced enacted
budgets by $31.3 billion, while 36 states have

reduced fiscal 2010 expenditures by $55.7 billion. In

comparison, three states cut enacted budgets in fiscal

2007 and 13 states imposed cuts to enacted budgets

during fiscal 2008.

At the depth of the previous state fiscal crisis, 37

states in both fiscal 2002 and fiscal 2003 made mid-
year budget cuts totaling nearly $14 billion and $12

billion, respectively, more than a year after the end

of the national recession. The 2009 and 2010 cuts are
further indication of the extent and speed of the

fiscal deterioration.. I'he downward trend during
2009 resulted predominantly from a significant
slowdown in revenue collections. Based on state

fiscal data from previous downturns, the impact on
state budgets may lag the downturn in the economy.
States are expected to take up to several years after
the recession has ended to fully recover and begin

expansion.

Due to the drastic decline in revenue collections, 42

states and Puerto Rico reported closing budget gaps

during fiscal 2009 totaling $73.1 billion. Thirty-four
states reported that they have already closed $111.8
billion in budget gaps for fiscal 2010. However, even
after solving these gaps, an additional $14.8 billion
in budget gaps currently remains in fiscal 2010 and

states face at least $21.9 billion in budget gaps for

fiscal 2011.

As a result of declining state fiscal conditions, states

were considerably active in addressing budget gaps

in fiscal 2009. Two thirds of states relied on targeted

cuts, while more than half enacted across-the-board

cuts, and half the states used rainy day funds to

reduce or eliminate these gaps. Other common

strategies included furloughs, layoffs, and reductions

in local aid. To eliminate fiscal 2010 budget gaps,

nearly two thirds of states have again employed

targeted cuts, while nearly half of the states

undertook layoffs and 16 states have implemented

furloughs. (See Table 1 and Appendix Tables A-5a

and A-5b.)

State Spending from All Sources

This report captures only state general fund

spending. General fund spending represents the

primary component of discretionary expenditures of

revenue derived from general sources which has not

been earmarked for specific items. According to the

most recent edition of NASBO's State Experiditure

Report, estimated fiscal 2009 spending from all

sources (general funds, federal funds, other state

funds and bonds) is approximately $1.59 trillion

with the general fund representing 41.7 percent of

the total. The components of total state spending for

estimated fiscal 2009 are: elementary and secondary

education, 21.1 percent; Medicaid, 21.0 percent;

higher education, 9.8 percent; transportation,

8.2 percent; corrections, 3.3 percent; public

assistance, 1.6 percent; and all other expenditures,

35.1 percent.

For estimated fiscal 2009, components of state

spending within the general fund are elementary

and secondary education, 35.1 percent; Medicaid,

16.2 percent; higher education, 11.1 percent;

corrections, 7.2 percent; transportation, 0.7 percent;

public assistance, 1.9 percent; and all other

expenditures, 27.8 percent.
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TABLE1

Budget Cuts Made During Fiscal 2009 and for Fiscal 2010 Budgets**

State

FY 2009
Size of Cuts
($ in Millions)

Programs or Expenditures Exempted
from Cuts

FY 2010
Size of Cuts
($ in Millions)

Programs or Expenditures Exempted
from Cuts

Alabama $ 697.4 Debt Service and Federal Court
Decrees

Yes (Unknown)

Alaska 11.7 24 hour institutions and the University $1,053.4

Arizona' 554.0 111.0

Arkansas 64.9 K-12 Education

California 10,654.5 20,363.5

Colorado` 144.0 926.5

Connecticut 341.4 Municipal Aid 52.8 Municipal Aid and Debt Service

Delaware 247.0 Debt Services 751.0 Debt Services

Florida 887.4

Georgia

iiH

2,262.2

286 Debt service; employees retirement

2,596.0

315.4 Debt service; employees retirement
awa .

system and health insurance; children
and adult mental health; emergency
medical services; and correctional
facilities

system and health insurance

Idaho 241.0 99.7

Illinois 600.0 K-12 Education 500.0 K-12 Education

Indiana" 529.7 K-12 Education, Student Financial Aid, 672.2 K-12 Education, Student Financial Aid,
Medicaid, Corrections, Transportation,
Legislative and Judicial Branches

Corrections, Transportation

Iowa 108.8 564.4

Kansas 155.3 HHS caseloads 733.4 Debt Service

Kentucky 163.2 K-12 Primary Funding Formula, 273.8 K-12 Primary Funding Formula,
Medicaid, Mental Health, Corrections, Medicaid, Mental Health, Corrections,
Student Financial Aid, Parks Student Financial Aid, Parks,

Prosecutors, Revenue Department

Louisiana 341.0 Constitutional requirements

Maine 74.1 232.3

Maryland 470.9 Mandated K-12 expenditures & debt 448.0 Mandated K-12 expenditures & debt

service service

Massachusetts 1,271.0 Non-Executive Branch, Local Aid, Debt 2,424.0 Non-Executive Branch, Local Aid, Debt

Service Service
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TABLE 1 (continued)

Budget Cuts Made During Fiscal 2009 and for Fiscal 2010 Budgets*'

State

FY 2009
Size of Cuts
($ in Millions)

Michigan* 438.0

Minnesota 426.3

Mississippi 199.9

Missouri 430.0

Nebraska*

Nevada 136.0

New Hampshire 81.1

New Jersey 2,000.0

New Mexico 282.1

New York 413.0

North Carolina 1,221.0

Ohio

Oklahoma

1,093.0

Oregon 764.0

Pennsylvania $470.4

Rhode Island 214.0

FY 2010
Programs or Expenditures Exempted Size of Cuts Programs or Expenditures Exernpted

from Cuts ($ in Millions) from Cuts

Higher Education funding and 1,832.0
scholarships, Medicaid eligibility,
children's' services, staff needed to
process unemployment benefits and
public assistance claims, and veterans'
homes

K-12 Chickasaw Interest, IHL Ayers
Settlement, Medicaid services, Family
& Children Services, Youth Services,
Rehab Services Billy A Settlement,
Homestead Exemption, and Debt
Service

2,280.3 Military Affairs

TBD

K-12 Education, Medicaid

Debt Service

480.0 K-12 Education, Medicaid

182.4

3,284.0

539.1 Public Education/Jobs

6,047.0

Debt Service Yes Debt Service

471.7 Finance, Transportation, Rehabilitation
Services, Veterans Affairs, and
Corrections were exempt from cuts.

Non-general fund programs 988.0 Non-general fund programs

After budget enactment, the Governor $1,172.8
does not have the authority to reduce
appropriations to theAttorney General,
Auditor General and Treasurer (which
are independently elected), the
legislature and judiciary

415.6
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TABLE I (continued)

Budget Cuts Made During Fiscal 2009 and for Fiscal 2010 Budgets"

state

FY 2009
Size of Cuts

($ in Millions)
Programs or Expenditures Exempted

from Cuts

Y 2010
Size of Cuts
($ in Millions)

Prograins or Expenditures Exempted
from Cuts

South Carolina 1,106.4 Higher Education Scholarships and
Tuition Grants; Southern Regional
Education Board Professional
Scholarship Programs and Fees; Debt
Service; Aid to Fire Districts; First
Responder Interoperability; National
Guard Pension Fund; Compensation of
County Registration Board Members &
County Election Commissioners

328.3 Higher Education Scholarships and
Tuition Grants; Southern Regional
Education BoardProfessional
Scholarship Programs and Fees; Debt
Service; Aid to Fire ; Districts; First
Responder Interoperability; National
Guard Pension Fund; Compensation of
County Registration Board Members &
County Election Commissioners;
Commission on Indigent Defense
Legal Services Corporation; Clemson
University Public Service Activities Boll
Weevil Eradication Program;
Department of Revenue; Homestead
Exemption Fund

South Dakota 0.4

Tennessee 127.2 K-12 Education - Local school sys-
tems support and higher education

808.3 K-12 Education - Local school
systems support and higher education

Utah 571.3 318.6

Vermont

Virginia

68.0

480.3 -12 Standards of Quality

98.0

854.6

Judiciary, higher education, juvenile
rehabilitation center, state police, state
veterans' home, correction offcers,
and state hospitals

Washington 255.0 K-12 basic education, debt service,
retirement contributions

1,335.0 K-12 basic education, debt service,
retirement contributions

West Virginia
$184.0 Debt service/ programs closely related

to children/classrooms

Wisconsin* 635.0 1,917.7

Total $31,318.1 $55,655.0

NOTE:'See Notes to Table 1. **Budget cuts for Fiscal 2010 are currently ongoing.

SOURCE: National Association of State Budget Officers.
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TABLE 1-A

Fiscal 2009 Program Area Cuts

Region/State
K-12

Education
Higher

Education
Public

Assistance Medicaid Corrections Transpottation Personnel Other

NEW ENGLAND
Connecticut x x x x x x x x

Maine x x x x x x

Massachusetts x x x x x x

New Hampshire x

Rhode Island x x x x
Vermont x x x x

MID-ATLANTIC
Delaware
Ma ry land x x x x x x x

New Jersey x x x x x x x x

NewYork x x x x x x x x

Pennsylvania x x x x x x

GREAT LAKES
Illinois
Indlana* x

x

Michigan x x x x x x

Ohio x x x x x x x

Wisconsin* x x x x x x

PLAINS
Iowa x x x x x x x

Kansas x x x x x x

Minnesota x x x x

Missouri
x x

Nebraska
North Dakota
South Dakota x

SOUTHEAST
Alabama x x

Arkansas x z x

Florida x x x x x x x x

Georg ia x x x x x x x x

Kentucky x x x x

Louisiana' x x x x x x x x

Mississipp i x x x x x x

North Carolina x x x x x x x

South Carolina x x z x x x x

Tennessee'
x

Virginia x x x x x x x

WestVirqinia
SOUTHWEST
Arizona x x x x x x x x

New Mexioo x x x x x

Oklahoma
Texas

ROCKY MOUNTAIN
Colorado* x x x x x

Idaho
x

Montana
Utah
Wyomin

FAR WEST
Alaska

x

California x x x x x x x x

Hawaii x x x x x x

Nevada x x x x x x x x

Oregon x x x x x x x

Washington x x x x x x x x

TERRITORIES
Puerto Rico

Total 29 33 22 27 28 21 29 30

NOTE: *See notes to Table 1-A.
SOURCE: National Association of State Budget Officers.
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TABLE 1-B

Fiscal 2010 Program Area Cuts

Region/State
K-12

Education
Higher

Education
Public

Assistance Medicaid Corrections Transportation Personnel Other

NEW ENGLAND
Connecticut x x x x x x x x

Maine x x x x x x

Massachusetts* x - x x x x x

New Hampshire
Rhode Island x x x x

Vermont x x x
MID-ATLANTIC

Delaware x x x x x x

Maryland x x x x x x

New Jerse x x x x x x x x

New York x x x x x x x x

Penns Ivania x x x x x x

GREAT LAKES
Illinois

x x x x

Indiana x x x
Michigan x x x x x x x x

Ohio
Wisconsin* x x x x x x x x

PLAINS
Iowa x x x x x x x

aK x x x x x xans s
Minnesota x x x x x x

M
-

x x
ssoun
braskaN

x x x
e

th DakotaNor
South Dakota

SOUTHEAST
Alabama

k nsasA r a
Florida

iaG x x x x x x x x
eor

Kentucky x x x x

isiana*L x x x x x x x x
ou

Mississippi
rolinaN th C x x x x x x x

aor
South Carolina x x x x x x x

x
e see*T

x x x
enn s

Virginia x x x x x x x x

iiW t Vi x x x x x x x x
n aes r

SOUTHWEST
Arizona x x x x x x x x

New Mexico' x x x x x x

Okl h * x xa oma
Texas

ROCKY MOUNTAIN
Colorado" x x x x x x

Idaho
x

ta aMon n
Utah x x x x x x x x

iW om n
FAR WEST

Alaska
x

California x x x x x x x x

iiH x x x x x x x x
awa

Nevada
Or on x x x x x x x

e
Washington x x x x x x x x

TERRITORIES
Puerto Rico x x x x

Total 30 30 22 28 29 25 31 30

NOTE: *See Notes to Table 1-A.
SOURCE: National Association of State Budget Officers.
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NOTES TO TABLE I

Arizona These are permanent cuts to agencies and do not include other cuts, such as FMAP reductions and K-12 rollover.

Colorado Reflects $668 million reduced in FY 2009-2010 during the 2009 Session and the remainder was executed by the Governor
on August 25, 2009 to bring FY 2009-2010 into balance again, after the 2009 Legislative Session ended. Cuts to K-12 are
limited in some years due to ArticlelX, Section 17 of the Colorado Constitution (Amendment 23).

Indiana Cuts do not include general fund reductions made possible by the American Recovery and Reinvestment Act (e.g., Medi-

caid).

Michigan The Governor proposed a balanced fiscal 2010 budget, including $670 million in spending reductions. Additional spending
reductions of $750 million are included in the budgets passed by the legislature and pending the Governor's signature.
Once the fiscal 2010 budget is enacted, subsequent spending reductions may be required to meet revenue projections and
spending increases for core government functions.

Nebraska The final appropriations for FY 2010 included a reduction of $137 million in state general fund appropriations for Medicaid.
The final appropriations for FY 2010 included a reduction of $4.5 million in state general fund appropriations for Public
Assistance. These base adjustments were the result of an analysis of the projected needs of the programs relative to the
available baseline appropriation as well as due to the availability of enhanced federal FMAP. These base appropriation
reductions should not be viewed as a reduction in eligibility, services or provider reimbursements. The final appropriations
for FY 2010 included a reduction of $13.8 million in state general fund appropriations for the state's Homestead Exemption
program. This was the result of an analysis of the projected needs of the program relative to the baseline appropriation and
was not a reduction in eligibility or level of exemption. The final appropriations for FY 2010 included a reduction of $27.6
million in state general fund appropriations for the Department of Correctional Services. This was the result of the availabili-
ty of federal ARRA State Fiscal Stabilization Funds.

Wrsconsin The cuts were based on federal fiscal relief, unspecl(ed reductions, and agency-specific cuts, and an across-the-board
1 percent cut. $597 million was filled with federal fiscal relief dollars.

NOTES TO TABLE 1-A

Colorado Refinancing of K-12 Education general fund with State Education Cash Funds, including $15.7 million for CSAP (testing)

and $27.8 million for public school finance in FY 2009-2010 during 2009 Session. No K-12 reductions were proposed by
the Governor for the August 25th FY 2009-2010 balancing. Higher education cuts were offset with federal ARRA funds.
Transportation does not receive general fund appropriation/expenditure directly.

Indiana Most state agencies

Louisiana Exceptions include the Minimum Foundation Program. Medicaid implemented rate reductions effective February 1, 2009 as

a result of Executive Order BJ 2008-114.

Tennessee Budget cuts in FY 2009 include "Forced" lapses (additional reversion).

Wisconsin $597 million Federal Fiscal Relief - Budget in Brief, Table 2+$38 million in lapses, Act 2.

NOTES TO TABLE 1-B

Colorado Higher education cuts were offset with federal ARRA funds. Transportation does not receive general fund appropria-

tionlexpenditure directly.

Louisiana Exceptions include the Minimum Foundation Program. Medicaid implemented rate reduction effective August 1, 2009 due
to reduced appropriation levels in Act 10 of 2009 regular legislative session.

Massachusetts K-12 cannot be unilaterally cut during the fiscal year but can reduce them as we prepare the budget for the next fiscal year.

New Mexico FY 2010 reductions in K-12 and higher education were restored by Education Stabilization funds.

Oklahoma Although FY 2010 base cuts were administered to both K-12 and Higher Education, stimulus funding and additional appro-

priations were provided to restore the cuts.

Tennessee Budget cuts in FY 2010 apply to nearly every department and agency.

Wisconsin For FY 2010, it includes 1 percent across-the-board, 5.135 percent across-the-board, Furlough, 2 percent general welfare
assistance rollbaok, agency-specific cuts, lapses, and $206 million in general cuts ($363.2 million + $190.6 million + misc.
portion) as well as gaps filled with federal fiscal relief ($981 million).
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State General Fund Spending

State general fund spending in enacted fiscal 2010

budgets totals $627.9 billion, or 5.4 percent below

fiscal 2009 spending. This spending decrease of

5.4 percent is the worst percentage change in the

past 32 years. For fiscal 2009, general fund spending

decreased by 3.4 percent, the second worst decline

in state spending in the past 32 years. (See Table 2,

Figure 1, and Appendix Table A-4.)

Contributing to the significant slowdown in state

general fund spending is the decline in tax revenue

collections due to the ongoing national recession.

State revenues were down 4.0 percent in the last

quarter of calendar year 2008, and 11.7 and

16.6 percent in the first two quarters of 2009, re-

spectively, according to the Rockefeller Institute of

Government.` 'fhe current recession, which started

in December 2007, has been described as the longest

and most severe recession since the Great Depres-

sion in the 1930s, Gross Domestic Product (GDP)

growth declined significantly during the first two

quarters of 2009 and the unemployment level is cur-

rently above 10 percent. Additionally, capital gains

and investment income has significantly declined as

a result of the financial crisis. This lack of economic

expansion along with significant job losses have re-

sulted in decreasing sales, personal income, and cor-

porate income tax collections during fiscal 2009.

In response, 37 states had general fund spending in

their ftscal 2010 enacted budgets below fiscal 2009

levels, 11 states enacted general fund expenditure

growth between 0 and 4.9 percent, and two states

enacted general fund spending growth greater than

10 percent. For fiscal 2009, 28 states had general

fund spending below fiscal 2008 levels, while 19

states had general fund spending growth between

0 and 4.9 percent, two states had general fund

expenditure growth between five and ten percent,

and one state had general fund spending growth

greater than 10 percent. Highlighting the rapid

decline in state fiscal conditions, six states had

general fund expenditure declines in 2008, while

17 states had general fund spending growth below 5
percent, 18 states increased spending between 5 and
10 percent, and 9 states increased general fund

expenditures greater than 10 percent, Tn fiscal 2007,
only one state had a general fund expenditure

decline. (See Table 3 and Appendix Table A-4.)

TABLE 2

State Nominal and Real Annual Budget
Increases, Fiscal 1979 to Fiscal 2010

General Fund Expenditure Change

Fiscal Year Nominal lncrease Reailncrease

2010* -5.4%
2009* -3.4 -2.6

2008* 4.9 -0.6
2007 9.4 4.3
2006 8.7 3.4
2005 6.5 0.2
2004 3.0 -1.0

2003 0.6 -3.6

2002 1.3 -1.4

2001 8.3 4.0
2000 7.2 4.0
1999 7.7 5.2
1998 5.7 3.9
1997 5.0 2.3
1996 4.5 1.6
1995 6.3 3.2

1994 5.0 2.3

1993 3.3 0.6

1992 5.1 1.9

1991 4.5 0.7

1990 6.4 2.1

1989 8.7 4.3

1988 7.0 2.9

1987 6.3 2.6

1986 8.9 3.7

1985 10.2 4.6

1984 8.0 3.3

1983 -0.7 -6.3

1982 6.4 -1.1

1981 16.3 6.1

1980 10.0 -0.6

1979 10.1 1.5

1979-2010 average 5.6% 1.6%

NOTE: °The state and local government implicit price deflator
cited by the Bureau of Economic Analysis in November 2009 is
used for state expenditures in determining real changes. Fiscal
2009 figures are based on the change from fiscal 2008 actual
expenditures to fiscal 2009 preliminary actual. FiscaI2010 figures
are based on the change from fiscal 2009 preliminary actual to
fiscal 2010 appropriated.

SOURCE: National Association of State Budget Officers.

+Dadayan, Lucy; Boyd, Donald J. Staee Revenae Flash Report,'rhe Nelson A. Rockefeller Institute of Government, November 23, 2009.
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FIGURE 7

Annual Percentage Budget Changes, Fiscal 1979 to Fiscal 2010

2.

2
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Fiscai Year

SOURCE: National Association of State Budget Ofticers.

TABLE 3

State General Fund Expenditure Growth,
Fiscal 2009 and Fiscal 2010

Number of States

Spending Growth
Fiscal 2009

(Preliminaiy Actual)
Fiscal 2010

(Appropriated)

Negative growth 28 37

0.0%to4,9'/a 19 11

5.0% to 9.9% 2 0

10°/n or more 1 2

NOTE: Average spending growth for fiscal 2009 (preliminary
actual) is -3.4 percent; average spending growth for fiscal 2010
(enacted) is -5.4 percent. See Appendix Table A-4 for state-by-
state data.

SOURCE: National Association of State Budget Officers.
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State Cash Assistance Under the Temporary
Assistance for Needy Families Program

The Temporary Assistance for Needy Families

(TANF) program was reauthorized under the De6cit

Reduction Act in February 2006. The T'ANF block

grant is funded at $16.6 billion each year through

2010. Although the program retains the work par-

ticipation rates of 50 percent for all families and

90 percent for two-parent families, adjusting the

base year for the caseload reduction credit effective-

ly increases the work requirements from the prior

levels.

The reauthorized program also includes specific de-

finitions of work, work verification requirements,

and penalties if states do not meet the requirements.

As a result of these changes, most states have to sig-

nificantly increase work participation rates. Under

the American Recovery and Reinvestment Act of

2009 (ABRA), however, the workload reduction

credit is modified for two years as well as rules go-

verning unspent TANF funds that are carried forth.

Since welfare reform was initially passed in 1996,

states have focused on providing supportive services

for families to achieve self-sufficiency rather than

cash assistance. Since 1996, caseloads have declined

significantly. The average monthly number of reci-

pients fell from 12.8 million prior to the enactment

of 1'ANF to 4 million by December 2009, a decrease

of over two-thirds.

TABLE 4

Enacted Cost-of-Living Changes for Cash
Assistance Benefit Levels Under the
Temporary Assistance for Needy Families
Block Grant, Fiscal 2010

State Percent Change

Arizona` -20.0%

California -4.0

Florida -3.2

Hawaii -6.1

Montana 5.0

Nebraska* -

New York 10.0

Ohio 5.9

Puerto Rico 14.0

South Carolina 4A

South Dakota 3.0

NOTE: *See Notes to Table 4.

SOURCE: National Association of State Budget Officers.

NOTES TO TABLE 4

Arizona During FY 2009, TANF was cut by 20 per-
cent. FY 2010 enacted budget did not cut
TANF further, but 20 percent cut reflects best
status of Arizona.

Nebraska No increase in the maximum grant an individ-
ual may receive has been enacted for
FY 2010. Effective July 1, 2009 Nebraska is
increasing the maximum "standard of need"
for TANF cash assistance from $681 to $710
per month (family of three). This increase is
based on a 4.1 percent CPI increase in
CY 2007 and 0.1 percent CPI increase in
CY 2008.

This report has information only on the changes in

the cash assistance benefit levels within the program

which represents approximately 41 percent of total

program costs. For fiscal 2010, 40 states maintained

the same cash assistance benefit levels that were in

effect in fiscal 2009. Six states enacted increases in

cash assistance benefit levels, ranging from 3.0 per-

cent to 14 percent, while four states enacted de-

creases in cash assistance benefit levels ranging from

3.2 percent to 20 percent. (See Table 4 and Notes to

Table 4.)

Medicaid

Medicaid is a means-tested entitlement program fi-

nanced by the states and the federal government

that provides comprehensive and long-term medical

care for more than 60 million low-income individu-

als. Medicaid accounted for approximately 21 per-

cent of total state spending in fiscal 2009, according

to NASBO's State Expenditure Report.

Medicaid spending for fiscal 2009 is estimated at

$335.2 billion, an increase of 7.8 percent over fiscal

2008, according to the State Expenditure Report.
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This is the largest increase in Medicaid spending in

the last several years. While, state funds decreased

by 2.2 percent, federal funds increased by 15.9

percent over fiscal 2008 amounts. The large increase

in federal funds is attributable to the enactment of

the American Recovery and Reinvestment Act of

2009 (ARRA) which provides a temporary increase

in the Federal Medical Assistance Percentage

(FMAP) in order to allow states to maintain health

care services for low income recipients during the

recession.

Medicaid Enrollment. The downturn in the

economy is expected to result in significant increases

in Medicaid enrollment as it has in previous

economic slowdowns. With unemployment

forecasted to increase over the next year, above its

October 2009 rate of 10.2 percent, Medicaid

enrollment is anticipated to rise even further. For

example, in fiscal 2002, enrollment increased by 9.5

percent a year following the 2001 recession.

According to an annual survey on state Medicaid

budgets by the Kaiser Commission on Medicaid and

the Uninsured, Medicaid enrollment increased by an

average of 5.4 percent in fiscal 2009, the highest rate

in six years. States estimate Medicaid enrollment

will grow by 6.6 percent in fiscal 2010, according to

the survey.

Medicaid Cost Containment. 'The weak fiscal condi-

tions of states resulted in nuinerous actions to con-

trol Medicaid spending even with federal relief from

ARRA. Twenty-seven states in fiscal 2009 and 28

states in fiscal 2010 made program cuts in Medicaid

due to these fiscal difficulties. (See Tables 1-A and 1-

B.) Nearly every state implemented at least one plan

to control Medicaid spending in fiscal 2009 and fis-

cal 2010 according to the annual survey on state

Medicaid budgets by the Kaiser Commission on Me-

dicaid and the Uninsured. The most common strate-

gy involved reductions to provider reimbursements.

Thirty-three states cut or froze provider rates in fis-

cal 2009 while thirty-nine states are planning to cut

or freeze rates for fiscal 2010. As noted by the Kaiser

Commission, provider payment rate changes serve as

a barometer of state fiscal conditions.

Outlook: National Health Care Reform. As of

December 2009, legislation to overhaul the nation's

health care system continues to advance in

Congress. The most significant fiscal change for

states would be the expansion of Medicaid eligibility

that is currently part of both the House and Senate

legislation. While the federal government would

finance the majority of the additional costs for

increased Medicaid eligibility, states will still be

expected to cover some of the costs. States are

concerned that they will struggle to fund their part

of the expansion. States are also concerned that the

growth in the number of individuals who are

currently eligible for Medicaid, but not enrolled,

will be much greater than projected, causing

permanent fiscal challenges, as states will most

likely have to cover the full cost of all new enrollees

who are currently eligible for Medicaid.

States also project that they would need to increase

Medicaid reimbursement rates in order to maintain

adequate network capacity under the health care

reform plans. Implementation of health care reform

will also require states to undertake additional ad-

ministrative expenses for implementing the expan-

sion.

Long-Term Health Care. Spending. Like Medicaid,

total health care spending is projected to increase

faster than the economy as a whole. Projections over

the next ten years for national health expenditures

remain at an average annual rate of about 6.2

percent from fiscal 2008 through fiscal 2018,

according to recent estimates by Office of the

Actuary in the Centers for Medicare & Medicaid

Services. On average, the growth in health care

expenditure is estimated to exceed the growth in the

overall economy by about 2.1 percent each year.

With Medicaid comprising 21 percent of state

budgets, these long-term growth rates will continue

to strain state budgets.
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TABLE 5

Enacted Changes in Aid to Local Governments, Fiscal 2010

Alaska No change from Revenue Sharing program established in FY 2009. One-third of the fund balance, up to $60.0 million, is paid
annually. For FY 2010, $60.0 million of Revenue Sha(ng payments have been authorized for local governments.

California The amended 2009 Budget Act suspended funding ($27.8 million general fund) for the Williamson Act Open Space Subven-
tions Program. The funding backfilled property tax revenues cities and counties lose when they enter in to voluntary agree-
ments with the property owners to use their land for the agricuitural or open space purposes in exchange for a lower property
tax assessment.

1) An additional 26 mandates have been suspended in FY 20D9 and 2010. This resuHed in approximately $81 million of 51.6
percent of reimbursement paynrents deferred to future years.

2) The amended 2009 Budget Act borrows 1.935 billion in property tax revenues from cities, counties, and special districts. The
monies will be used to backfill state general fund expenditures for health care, corrections, trial court, K-12 school bond ex-
penses, and other state programs. The enabling legislation provides for repayment (with interest) by June 30, 2013, and allows
local governments to form a Joint Powers Agency to issue bonds securitized by the state's repayment guarantee. The
amended 2009 Budget Act also requires redevelopment agencies to shift $1.7 billion in operating funds to backfll state general
fund expenditures for K-12 schools, health care, corrections, trial courts, and other state programs.

Colorado FY 2008-09 the Local Government Limited Gaming Impact Fund, which provides grants to neighboring communities impacted
by gaming activities, was reduced by a total of $1,050,000. S.B.09-279 transferred $7.5 million for them Loca Government
Severance Tax Fund to balance FY 2009-10. On August 25 the following was enacted to balance FY 2009-10: $7.6 million
transfer from the Local Govemment Severance Tax Fund, $14.1 million transfer from the Local GovemmentPermanent Fund,
$2.7 million transfer from the waste tire grant funds, and $5.1 million transfer from the Local Government Ltmited Gaming Im-

pact Fund.

S.B.09-105 Removes limits on counties ability to impose special property tax to generate funds for fighting forest and prairie
fires. Previously the tax could not be more than one mill ($1 for every $1,000 of taxable value) or $500,000 per year, whichever
was less. Now, as long as the county receives voter approval for the tax, there is no limit to how much it cancollect for this
purpose. S.B.09-232 - transferred $17 million from the Local Govemment Permanent Fund to the Local Government Mineral
Impact Fund. This money will be made available to mineral development impacted communiGes in the form of grants. Priority
will be given to those eommunities most directly impacted by federal mineral development and proposals for multo-jurisdictional

projects.

Connecticut During the 2009 legislative session, the Connecticut General Assembly approvedappropriations for the fiscal year commenc-
ing July 1, 2009 which totaled $2.78 billion for state aid to municipal@ies. This represents a decrease of 1.8 percent over the
total amount municipaldies received in the prior fiscal year.

During the 2009 legislative session, the Connecticut General Assembly did not enact any significant changes with respect to
local governments' financial operations.

Delaware Eliminated funding for Suburban Streets program, $6.0 million. Suburban Streets program provided state aid for the mainten-
ance of locally maintained roads.

Georgia The FY 2010 budget eliminated $428 million to fund the Homeowners Tax Relief Grants used to reduce local property taxes.

Kansas Eliminated a $5.0 million transfer to the Special City County Highway Fund; eliminated a $45.3 million transfer to reduce local
property taxes-Business Machinery, & Equipment Slider; eliminated a$13.5 million transfer to reduce local property taxes-
Local Ad Valorem Tax Reduction Fund.

Maine Amount to Local Government Fund for State-Municipal Revenue Sharing reduced from 5.1 to 5 percent. Impact is $16.2 mil-

lion.

Maryland In FY 2012, a I percent inflationary cap is applied to K-12 funding formulas. Beginning in FY 2010 the state share of the cost
for nonpublic placements for special education was reduced from 80 percent to 70 percent. Growth in county public library
funding formulas was moderated in FY 2010 - FY 2012. The growth in Community College funding formulas was moderated
in FY 2010 and 2011. The Disparity Grant was capped at the FY 2010 level. Funding for local highway grants was reduced by
$162 million in FY 2010 and $102 million in FY 2011.

The local jail reimbursement program was changed to a grant program and state responsibility for paynient of prior obligations
was limRed. The responsibility for the retirement costs of certain local employees is now a local responsibility at a cost of ap-

proximately $3 million.
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TABLE 5 (continued)

Massachusetts The fisral 2010 budget provides $4.086 billion in state-funded local aid to municipalities. The budget includes state funding for
chapter 70 education aid of $3.870 billion and also includes $167 million of federal State Fiscat Stabilization Funds, provided
through the American Recovery and Reinvestment Act, for Chapter 70 education aid. The $4.037 billion in state and federal
funds for Chapter 70 brings all school districts to the foundation level ralled for by 1993 education reform legislation, and is an
increase of $89 million overthe fiscal 2009 amount of $3.948 billion. The fiscal 2010 budget also includes $936 million for unre-
stricted general government aid, which is a new category of local aid, replacing lottery aid and additional assistance. This
amount is $377 million lower than the total amount funded through lottery aid and additional assistance in fiscal 2009.

The fiscal 2010 budget also includes several provisions designed to increase municipal revenues. The budget repealed the
property tax exemp6on for telecommunication poles and wires. Effective August 1, 2009, the permitted ceiling on hotel taxes
imposed by cities and towns will be raised from 4 percent to 6 percent (from 4.5 percent to 6.5 percent in Boston). Cities and
towns will also be authorized to impose a local opfion meals tax of 0.75 percent.

Michigan The fiscal 2010 budget provides an overall decrease of $100 million-a 9.7 percent reduction from total payments to cifies,
villages, and townships In fisca12009. The individual impact on local units varies from negative 4 percent to negative 11 per-
cent. The fisca12010 budget also continues to suspend revenue sharing to counties under tax law changes effective for fiscal
2005 and subsequent fiscal years. Counties expend the equivalent of revenue sharing payments from individual revenue shar-
ing reserve funds established with early collection of county-allocated property taxes. Suspending county revenue sharing
payments reduces state spending by over $180 million annually through fiscal 2008. Thereafter, savings decline as county
revenue sharing reserve funds are depleted and state payments are resumed. In fiscal 2010, state payments for 20 counties
are reduced by $10.2 million, representing a 15.6 percent decrease from the fully-restored payment level.

Local government financial operations will be affected by the following changes included the fiscal 2010 budget: mental health
services funding reductions, increased payments to private child welfare agencies, and reduced funding for county jail pro-

grams.

Minnesota Govemor reduced allotments for counties, cities and towns $99.7 million for FY 2010. This represents at most a 3.31 percent
reduction for cities, 1.74 percent for towns and 1.19 percent for counties. Reduotions were taken from Local Government aid,
County Program aid and Market Value Credits. Other than changes in aid amounts due to allotment reductions listed above, no
changes were enacted that affected local governments' financial operations.

Missouri SB 291 (2009) imposed a requirement on school districts to provide a minimum amount of physical education for students.
(The estimated cost for facility construction was $100,000 and an annual cost of $100,000 for additional staffing. Several
school districts estimated a need for additional facilities, faculty and physical education programming. This legislation also
required districts to provide a Parents' Bill of Rights requiring the State Department of Elementary and Secondary Education to
develop a publication information parents of children with individualized education programs about their educational rights un-
der federal and state law. The school districts also anticipated increased costs related to implementing these provisions.

Montana The normal biennial inflaGonary encreases statutorily authorized were not impacted by the tight budget. A onetime biennial (FY
2010 and FY 2011) increase in state expenditures for infrastructure was significant. $114 million of one-time money was allo-
cated to local government infrastructure.

The Recovery Act added several reporting requirements to local govemments for the one-time state and federal funds autho-

rized.

Nebraska State general fund Only: Homestead Exemption Reimbursement Program-$-13.9 million (-18.2 percent) reduction vs. FY
2009 (see notes); Primary K-12 Education Funding Formula-$1.4 million (0.2 percent) increase over FY 2009; General Aid to
MunicipalHies-$0.5 million (4.6 percent) increase over FY 2009. Various minor sales and use tax exemptions affecting local
option city sales tax enacted for FY 2010. Dollar impact on cities is expected to be minimal.
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TABLE 5 (continued)

New Jersey Municipal Aid

Increased the Consolidation Fund program by $5 million (167 percent) to $8 million. This discretionary aid program provides
financial and technical assistance to encourage consolidation and shared services among local units of govemment. Reduced
combined Consolidated Municipal Property Tax Relief Aid (CMPTRA) and Energy Tax Receipts (ETR) municipal aid by $32.1
million (2 percent) to $1.565 billion. Taken together, CMPTRA and ETR provide the vast majority of State Aid to municipalifies.
Reduced Speclal Municipal Aid by $27.9 million (19 percent) to $117.4 million. This discretionary aid program provides assis-
tance to municipalities fadng severe fiscal conditions in recovering from fiscal distress and improving management and finan-
cial practices. Reduced Trenton Capital City Aid by $0.7 million (2 percent) to $34.9 million. This program provides assistance
to the City of Trenton. Reduced Extraordinary Aid by $0.5 million (2 percent) to $24.5 million. This discretionary aid program
provides aid to municipalities facing unexpected increases in costs that would otherwise lead to an unacceptably high spike in
property taxes.

Other Local Aid
Increased County College Aid by $5.1 million (2 peroent) to $226.7 million. This program provides aid to the county college
system, including funding for operating aid, finge benefits, and debt service funding. Reduced Local Transportation ProjectAid
by $16 million (7 percent) to $208.2 million. This program supports transportation improvements on municipal and county
roads. Reduced Aid to County Psychiatric Hospitals by $87 million (7 percent) to $115.1 million. This program supports pa-
tients in ccunty psychiatric hospitals by reimbursing allowable costs incurred by counties. Reduced Librzry Aid by $1.4 million
(8 percent) to $16.4 million. This program supports operations and improvements at public libraries. Eliminated Enhanced 911
Grants. Previously funded at $12.4 million, the primary purpose of this program is to upgrade existing local 911 call centers.
Grants are provided for general operating assistance, equipment, and consolidation studies. Eliminated Smart Future Planning
Grants. Previously funded at $2.3 million, this program promotes comprehensive smart growth planning at the local level by
providing financial assistance for redevelopment projects that are consistent with smart growth principles.

P.L.2009,c.19
This law provides local governments with the option to reduce their required contribuGons to the pension system due in April
2009 by 50 percent. A local govemment is required to adopt a resolution justifying the fiscal necessity of deferring the pension
payment. If a local government exercises this option, it will pay back the deferred amount plus interest in level annual pay-
ments over 15 years beginning with the payments due in State Fiscal Year 2012.

P.L.2009,c.90
This law authorizes the creaBon of both State and local Economic Redevelopment and Growth Grant programs. These State
or local grants would pledge up to 75 percent of designated incremental tax revenue increases resu@ing from a redevelopment
project toward filling a developer's project financing gap (up to 20 percent of the total project cost). Eligible local government
incremental tax revenues include payments in lieu of taxes, lease payments, property taxes, motor vehicle rental taxes, payroll
taxes, parking taxes, taxes from the operation of a public facility, and sales taxes dedicated for use within an Urban Enterprise
Zone. However, not all local governments are authorized to impose all these types of taxes. The law also authorizes munici-
palities with populations over 100,000 that host a commercial airport with over 10 regular flights per day to impose an up to 5
percent motor vehicle rental tax to fund redevelopment activities. It also authorizes certain municipalities to impose an up to $2
surcharge on admissions to and an up to $2 surcharge on parking at major places of amusement to fund redevelopment activi-

ties.

P.L.2009,c.118
This law establishes a pilot program in Gloucester County to transfer municipal tax assessment functions to the county level
through the appointment of a county assessor and deputy county assessors. The transfer would happen over 3 years and
would also involve revaluations in all municipalities within the county to create uniformity in assessment. Gloucester County
will pay for the revaluation costs (estimated at $8.8 million) over the 3-year transition pedod but will be reimbursed by the State
over the 3 years that follow that. Once the consolidation of tax assessment at the county level is complete, the Gloucester
County municipalities will reaf¢e a cost savings because they will no longer be responsible for the tax assessment function.

New York The 2009-10 Enacted State Budget will have an estimated $2.9 billion positive impact on municipalities in local fiscal years
ending in 2010-the first full-annual loca fiscal year affected by changes in the Enacted Budget. Major program changes
include the foilowing:

. Increased Federal funding through the American Recovery and Reinvestment Act of 2009 (ARRA) including: in-
creased funding for School Districts in the 2009-10 school year ($1.9 billion); and increased FMAP funding for New

York City and other Counties ($1.3 billion).

n Sales tax collection initiatives are expected to generate $191 million in additional revenue for municipalities in 2010.

n Restoring New York City general and municipal aid funding to fiscal year 2006-2007 level ($82 million).

e In addition, the Enacted Budget continues more than $959 million in fiscal relief for counties and New York City un-
der the state's cap on local Medicaid expenditures and takeover of the Family Health Plus program. Counting this
assistance, the total positive fiscal impact on local governments in 2010 is more than $3.8 billion.
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TABLE 5 (continued)

New York (cont'd) n School districts outside of New York City will benefit from a $600 million increase in school aid and other education
funding attributable to ARRA for the 2009-2010 school year.

n New York City will receive a $1.8 billion net positive increase, including: a $999 million increase in FMAP; $622 million in
additional school aid; $120 million in increased revenue from new sales tax collections and modifications to the Personal In-
come Tax (PIT) and an $82 million increase in general purpose aid over the prior year. These increases are partially offset
by approximately $21 million in reductions across a range of local assistance program areas.

n Cities, towns and villages outside of New York City will realize a $14 million net positive impact, mostly attributable to
new sales tax revenues.

n Counties are expected to experience a $401 million net positive impact, mostly attributable to: $335 million from the
FMAP increase; $87 million in additional sales tax revenues; and approximately $19 million in funding reductions
across a range of local assistance program areas.

In addHion, the Enacted Budget continues more than $959 million in fiscal relief for counties and New York City under the
state's cap on local Medicaid expenditures and takeover of the Family HeaHh Plus program. Counting this assistance, the total
positive fiscal impact on local governments in 2010 is more than $3.8 billion.

Ohio A temporary reduction in aid provided to local libraries through the public library fund from 2.22 percent to 1.97 percent of total
GRF tax revenue. The dollar impact of this is esfimated at $41 million in FY 2010.

Oregon Total state funding for K-12 schools declined by $350 million (5.7 percent) for the 2009-2011 biennium compared to the pre-
vious biennium. Another $226 million of ARRA funding was used to prevent further reductions. State support for community
colleges was reduced by $50.9 million (10.1 percent). Local community college districts will determine how the funds are ex-
pended. Funding for community corrections decreased $2.1 million between 2007-2009 and 2009-2011, or 1.0 percent. Fund-
ing for Alcohol & Drug Prevention was reduced $3.0 million; this removes all general funds and represents an overall reduction
of 23 percent. Funding for Gambling Addiction, Treatment, and Prevention was reduced $2.0 million, a 15 percent reduction.

Puerto Rico No significant changes that affect the help given from the state to municipalities in FY 2010. For FY 2010 the state allorated
$26 million over the amount stipulated by formula of $335 million to compensate for the loss of revenues resulting from the
economic conditions.

Rhode Island FY 2010 state aid to municipalities of $184.8 million represents a $24.8 million reduction from final FY 2009 funding levels. The
largest reduction was the resuit of the elimination of $25.0 million in general revenue sharing. Enacted FY 2009 funding for this
program was over $55.1 million, but was reduced in the supplemental budget to $25.0 million. The other major local aid pro-
grams, induding the motor vehicle exdse tax reimbursement program, distressed communities relief fund, and library aid were
all basically level funded from the FY 2009 revised funding levels.

South Carolina Local Government Fund reduced by $50 million.

Virginia In FY 2009 and FY 2010 each $50 million in captured savings to local government programs.

Wisconsin Reduced school aid (general and categorical aids) in FY 2010 by $147 million compared to the FY 2009 level, a 2.7 percent
reduction; $49,400 reduction in county probation and parole hold reimbursement, a reduction of 1 percent. $5,900,500 reduc-
Gon in youth aids, a 6 percent redudion, but backfilled with federal ARRA funding. $250,000 redudion to Clean Sweep fund-
ing, a reduction of 25 percent. $811,800 reduction to soil and water resource management funding, a 16 percent reduction.
6 percent reductions to other environmental local assistance funding. Base funding for the Department of Health Services
Basic County Allocation will be reduced by roughly 1.4 percent in CY 2010 and 1,0 percent in CY 2011 compared to CY 2009
leveis. ($4.1 million over two years) The two year reduction amount, $1.4 million over the two calendar years is due to federal
revenue reductions. The budget reduces the Alzheimer's Family Caregiver Support grant ($1.9 million GPR) as counties im-
plement Family Care. Funding for Birth to 3 will also be reduced by 1 percent ($68,800) in each year as a budget savings
measure. County Medicaid Income Maintenance programs were reduced $3.4 million in CY 2010 (6.6 percent compared to
CY 2009 base levels) and $5.5 million (10.6 percent) in CY 2011. The budget also includes a number of positive funding
measures for counties, induding continued statewide expansion of Family Care, additional funding for children's long term
support services, and expanded funding for community mental heafth services.

Changed state statute to set the allowable school disidct revenue limit increase at $200 per pupil in FY 2010 (this is approx-
imately a 2.1 percent increase over FY 2009). Without this law change, the revenue limit increase would have been approx-
imately $275 per pupil in FY 2010 (a 2.9 percent increase); For municipalities, modified the expenditure restraint program
budget test which will affect eligibility; increased a levy limit of 3 percent for 2009(10) property taxes, which is an increase from
the prior 2 percent limit; Permitted local govemments to carry forward 2 years of unused levy capacity. The Departments of
Health and Children and Families changed the timing of contmct payments for the Basic County Allocations (BCA) in both
departments to generate one time savings in FY 2010. This change will not further reduce the overall BCA contract for the
calendar year, but will mean that counties will receive reimbursement later in the contract pedod.
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State Revenue Developments
CHAPTERTWO

Overview

State revenues in fiscal 2009 continued the decline

that began in fiscal 2008. In fiscal 2009, sales, per-

sonal income and corporate income tax collections

all declined by drastic amounts. Total revenue col-

lections came in below estimates for 42 states, were

on target in four states and exceeded projections in

three states. (See Table A-7.) Additionally, revenue

collections in fiscal 2010 are below estimates in 31

states, on target in 11, and exceeding estimates in

five states.

In comparison, fiscal 2008 revenue forecasts ex-

ceeded expectations in 25 states, were on target in

five statcs and below expectations in 20 states. Al-

though corporate income taxes were the only major

source to show an actual decline in fiscal 2008, the

growth rate of both sales and personal income tax

collections was noticeably slower than in 2007.

Revenue collections are expected to continue to fall

throughout 2010 as personal income taxes, the

largest source of tax revenue for many states,

continue to decline as the unemployment rate

steadily increases. After a low of 4.4 percent in

March 2007, the unemployment rate has risen 31

out of the past 34 months. The increase over last

year has been even more drastic, rising from 6.6

percent in October 2008 to 10.2 percent in October

2009. Additionally, many analysts do not see

unemployment beginning to fall until the middle of

2010.

In reaction to the significant reductions in revenue,

states enacted tax and fee changes that are expected

to raise $23.9 billion in additional revenue based on

enacted FY 2010 budgets. Twenty-nine states

enacted net increases while nine states enacted net

decreases.

States also enacted $7.7 billion in other revenue

measures for fiscal 2010 that enhance general fnnd

revenue but that do not increase taxpayer liability.

These measures may rely on enforcement of existing

laws, additional audits and compliance efforts, and

increasing fines for late filings.

TABLE 6

Enacted State Revenue Changes,
Fiscal 1979 to Fiscal 2010

Fiscal Year
Revenue Change

(Billions)

2010 $23.9

2009 1.5

2008 4.5

2007 -2.1

2006 2.5
2005 3.5

2004 9.6
2003 8.3

2002 0.3

2001 -5.8

2000 -5.2

1999 -7.0

1998 -4.6

1997 -4.1

1996 -3.8

1995 -2.6

1994 3.0

1993 3.0

1992 15.0

1991 10.3

1990 4.9

1989 0.8

1988 6.0
1987 0.6

1986 -1.1

1985 0.9

1984 10.1

1983 3.5

1982 3.8
1981 0.4

1980 -2.0

1979 -2.3

SOURCES: Advisory Commission on Intergovernmental
Relations, Significant Features of Fiscal Federalism, 1985-86
edition, page 77, based on data from the Tax Foundation and the
National Conference of State Legislatures. Fiscal 1988-2010
data provided by the National Association of State Budget
Officers.
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TABLE 7

Enacted Fiscal 2010 Revenue Actions By Type of Revenue and Net Increase or Decrease* (Millions)

State Sales
Personal
Income

Corporate
Income

Cigarettesl
Tobacco

Motor
Fuels Alcohol

Other
Taxes Fees Total

Alabama 0.0

Alaska 33.9 33.9

Arizona 0.0

Arkansas -44.3 -1.1 69.8 1.5 25.9

California 4411.0 4261.0 -330.0 1657.0 9999.0

Colorado 538.9 538.9

Connecticut -125.1 617.9 110.6 96.5 46.9 61.0 807.8

Delaware 28.3 130.3 16.0 142.1 186.4

Florida 12.3 36.3 12.2 621.6 682.4

Georgia 23.0 23.0

Hawaii 42.8 23.7 38.9 105.4

Idaho
0.0

Illinois
0.0

Indiana -1.5 -1.7 -27.9 -31.1

Iowa 18.0 16.7 34.7

Kansas -2.0 -2.0

Kentucky 51.9 106.9 158.8

Louisiana 0.3 -1.0 -3.5 -4.2

Maine 40.7 -32.8 1.6 6.0 1.3 16.8

Maryland
10.5 10.5

Massachusetts 889.7 889.7

Michigan -68.3 -68.3

Minnesota 0.0 9.0 -2.0 48.8 48.9 104.7

Mississippi 79.8 79.8

Missouri 0.0 -14.6 -14.6

Montana
0.0

Nebraska -1.3
-1.3

Nevada
257.3 39.1 296.4

New Hampshire 35.2 2.4 58.6 54.3 150.5

New Jersey 1011.0 26.8 20.0 1057.8

New Mexico
0.0

New York 59.8 4145.0 -4.0 26.7 14.0 131.0 1941.4 6313.9

North Carolina 803.0 172.0 23.1 33.2 35.6 -116.3 55.8 1006.4

North Dakota -4.6 -48,6 -5.0 -5.6 -63.8

OhiO
0.0

Oklahoma
--

0.0

Oregon 235.8 45.1 1.5 177.0 81.7 541.1

Pennsylvania -72.7 115.5 200.0 242.8

Rhode Island 2.7 21.8 -14.5 27.5 1.0 27.1 65.6

South Carolina
0.0

South Dakota
1.0 4.6 5.6

Tennessee 13.6 25.8 1.3 137.6 178.3

Texas 67.0 -85.0 -18.0

Utah
79.0 79.0

Vermont 1.0 10.7 5.9 3.2 15.0 0.7 36.5

Virginia
0.0

Washington
0.0

West Virginia -9.0 -10.6 -19.6

Wisconsin 19.8 278.5 165.0 463.3

Wyoming
0.0

TERRITORIES
Puerto Rico 76.0 76.0 48.0 11.0 296.0 507.0

Total $6,129.0 $10,739.6 -$202:2 $908.1 $42.3 $54.1 $967.8 $5,273.6 $23,912.3

NOTE: *See Appendix Table A-11 for details on specific revenue changes.

SOURCE: National Association of State Budget Officers
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Collections in Fiscal 2009

Collections of sales, personal income, and corporate
income taxes during fiscal 2009 were 7.4 percent
lower than fiscal 2008 collections. Specifically, sales

tax collections are 4.7 percent lower and personal

income tax collections are 8.2 percent lower than
collections in fiscal 2008. Corporate income tax
collections are estimated to be 16.1 percent lower

relative to actual fiscal 2008 collections. (See Table

A-11.)

Projected Collections in Fisca12010

Based on enacted FY 2010 budgets, states are pro-

jecting a 1.4 percent further decline in tax collec-

tions for fiscal 2010 relative to fisca12009. Compared

to fiscal 2009 collections, sales tax collections are

expected to increase by 0.7 percent, while personal

income tax collections are forecast to decline by

2.5 percent. Corporate income tax collections are

expected to decline an additional 6.3 percent. How-

ever, with 31 states reporting collections below

forecasts, the decline in revenues will likely be even

greater. (See Table A-11.)

Enacted Fiscal 2010 Revenue Changes

Thirty-seven states enacted net tax and fee changes

of $23.9 billion. Twenty-nine states enacted net tax

and fee increases while nine states enacted net tax

and fee decreases. The largest change will occur in

personal income taxes ($10.7 billion). Of this

$10.7 billion, $4.3 billion and $4.1 billion are ac-

counted for in changes enacted in California and

New York, respectively. Other tax and fee increases

enacted include increases of $6.1 billion in sales tax-

es, $5.3 billion in fees, $967.8 million in other taxes,

$908.1 million in cigarette and tobacco taxes, $54.1

million in alcohol taxes, and $42.3 million in motor

fuels taxes. Corporate income taxes were decreased

by $202.2 million.

Sales Taxes. Twelve states enacted sales tax increas-

es while five enacted decreases in their fiscal 2010

budgets. The result is a net revenue increase of $6.1

billion. Much of this change is due to a rate inerease

in California that would raise $4.4 billion.

Personal Income Taxes. Twelve states enacted per-

sonal income tax increases while six enacted de-

creases for a net change of $10.7 billion. More than

half of this change is accounted for in rate increases

from California and New York that would increase

collections by $4.3 and $4.1 billion, respectively.

Corporate Income Taxes. Six states enacted

corporate income tax increases while twelve enacted

decreases in their fiscal 2010 budgets for a net

decline of $202.2 million.

Cigarette, Tobacco and Alcohol Taxes. Seventeen

states enacted cigarette income tax increases for a

net change of $908.1 million, Rate increases in

Wisconsin propose to raise over $160 million, while

an increase in the tax rate of $0.25 per pack in

Pennsylvania is forecast to raise $100 million.

Motor Fuel Taxes. Three states enacted motor fuel

tax increases for a net change of $42.3 million. The

expiration of a rate suspension in Alaska is expected

to raise $34 million.

Alcohol Taxes. Four states enacted alcohol tax

increases in their fiscal 2010 budgets for a net

change of $54.1 million. Increased tax rates are

proposed to raise $35.6 million in North Carolina.

Other Taxes. Sixteen states enacted other tax

increases while three states enacted decreases in

their fiscal 2010 budgets for a net change of $967.8

million. A tax on Health Maintenance Organizations

in Tennessee is expected to raise $137 million.

Fees. Nineteen states recommend fee increases in

their fiscal 2010 budgets for a net change of $5.3 bil-

lion. More than 20 enacted fee changes in New York

are expected to raise nearly $2.0 billion.
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FIGURE 2

Enacted State Revenue Changes, Fiscal 1991 to Fiscat 2010

1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

Fiscal Year

SOURCE: National Association of State Budget Officers.
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TABLE 8

Enacted Changes to Budgeting and Financial Management Practices

Region and State

Connecticut Public Act 09-214 requires the Office of Policy and Management (OPM) secretary and the Office of Fiscal Analysis
(OFA) director to agree on an issue consensus revenue estimates each year by October 15 and to issue any ne-
cessary consensus revisions of those estimates in January and April. The estimates must cover the current bien-
nium and the three following years. If the secretary and the director cannot issue a consensus estimate, they must
issue separate ones. In such acase, the comptroller must issue the consensus estimate based on the separate
estimates. The comptroller's estimate must equal one of the separate estimates or fall between the two.

Massachusetts Under the act, the consensus revenue estimates and revised estimates must (1) be the basis for the governor's
proposed budget and the revenue statement included in the budget act the legislature passes and (2) be included in
the annual fiscal accountability reports submitted to the legislature's fiscal committees each November. If the esti-
mates or revised estimates lead to forecasted deficits or increased deficits exceeding certain levels, the act requires
the governor and the legislature's fiscal comnittees to take specified actions to address the estimates.

Major transportation reform was undertaken. The fiscal 2010 budget increases employee contributions for all active
employees enrolled with the Group Insurance Commission. Previously, employees hired before June 30, 2003 paid
15 percent of their premiums, while those hired after that date paid 20 percent. The fiscal 2010 budget increases
premium contributions by 5 percent for all employees. Accordingly, employees hired before June 30, 2003 will pay
20 percent of their premiums, while those hired after that date will pay 25 percent. The change is expected to save
the Commonwealth $45 million in fiscal 2010.

Rhode Island Pension reform reduced benefits. Director of Administration to assess and review all critical expenditures.

MID-ATLANTIC

Maryland SB 264 authorizes the state to collectively bargain for union dues from state employees who are not members of the
union. HB 268 directs the state to develop a plan for hiring current and former recipients of public assistance. SB
556 requires the creation of a searchable website that provides information on organizations that receive grants

from the State.

New Jersey Mandatory self-directed furlough for non-uniform personnel.

New York With respect to cash flow management, the 2009-2010 enacted budget provided authorization for the general fund
to borrow resources temporarily from other funds for a period not to exceed four months, and provided that re-
sources are returned to those funds prior to the end of the fiscal year. Prior to the enactment of this authorization,
the State was not permitted to close a month with a negative general fund balance.

Pennsylvania Funding for the Pennsylvania Public Television Network, which has operated as a separate agency, was eliminated.
Limited funding remains in the budget of the Office of Administration to fund the technology needs of the network.
Also, Scotland School for Veterans Children, which has operated as a state owned and operated school for more
than 100 years, was unfunded and closed. Also, operation of the Scranton State School for the Deaf was trans-
ferred from the Department of Education to the Western Pennsylvania School for the Deaf.
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TABLE 8 (continued)

GREAT LAKES

Indiana Executive branch implemented reviews of key spending categories, including travel, media and advertising, and
personnel. Creation of a Strategic Hiring Commiftee to review all state hires has resutted in a reduction of more
than 1,500 full-time employees in eight months. The Travel Committee has reduced expenditures on out-of-state
travel by 65 percent since its inception.

Inclusion of performance measures in executive branch budget documents for first time in state's history. As-
Passed Budget eliminated funding for more than a dozen underpertormingprograms, and reduced funding for do-
zens of other programs that have not produced adequate results.

Finally, there was the implementation of new statewide financial management and accounting system scheduled for

September 2009.

Wisconsin Reduced school aid (general and categorical aids) in FY 2010 by $147 million compared to the FY 2009 level, a 2.7
percent reduction: $49,400 reduction in county probation and parole hold reimbursement, a reduction of 1 percent.
$5,900,500 reduction in youth aids, a 6 percent reduction, but backfilled with federal ARRA funding. $250,000 re-
duction to Clean Sweep funding, a reduction of 25 percent. $811,800 reduction to soil and water resource manage-
ment funding, a 16 percent reduction. 6 percent reductions to other environmental local assistance funding. Base
funding for the Department of Health Services Basic County Allocation will be reduced by roughly 1.4 percent in CY
2010 and 1.0 percent in CY 2011 compared to CY 2009 levels. ($4.1 million over two years) The two year reduction
amount, $1.4 million over the two calendar years is due to federal revenue reductions. The budget reduces the
Alzheimer's Family Caregiver Support grant ($1.9 million GPR) as counties implement Family Care. Funding for
Birth to 3 will also be reduced by 1 percent ($68,800) in each year as a budget savings measure. County Medicaid
Income Maintenance programs were reduced $3.4 million in CY 2010 (6.6 percent compared to CY 2009 base
levels) and $5.5 million (10.6 percent) in CY 2011. The budget also includes a number of positive funding measures
for counties, including continued statewide expansion of Family Care, additional funding for children's long term
support services, and expanded funding for community mental health services.

Changed state statute to set the allowable school district revenue limit increase at $200 per pupil in FY2010 (this is
approximately a 21 percent increase over FY 2009). Wthout this law change, the revenue limit increase would
have been approximately $275 per pupil in FY 2010 (a 2.9 percent increase); For municipalities, modified the ex-
penditure restraint program budget test which will affect eligibility; increased a levy limit of 3 percent for 2009(10)
property taxes, which is an increase from the prior 2 percent limit; Permitted local governments to carry forward 2
years of unused levy capacity. The Departments of Health and Children and Families changed the timing of con-
tract payments for the Basic County Allocations (BCA) in both departments to generate one time savings in FY
2010. This change will not further reduce the overall BCA contract for the calendar year, but will mean that counties
will receive reimbursement later in the contract period.

PLAINS

Kansas Kansas is replacing its central accounting system, which will go live July 1, 2010.

Minnesota Funding for a new budget information system and for a new accounting and procurement system.

Missouri The Transform Missouri initiative to develop human capital, enhance transportation/information infrastructure, and to
spark scientific andtechnological growth.

South Dakota In the Governor's first FY 2010 budget recommendation both a salary policy and health insurance increase for state
employees were recommended. In his revised budget these increases were not recommended. The Governor pro-
posed an initial budget for FY 2010 as well as a revised budget after revenue collections deteriorated. The revised
budget included proposed cuts from both the Governor and state policy leaders from the original Governor's pro-

posed FY 2010 budget.

SOUTHEAST

Arkansas A Constitutional Amendment was adopted by the people to allow annual sessions of the General Assembly and limit
appropriation to 1 year instead of biennial appropriations.

A Health Care Initiative was established to be funded by an increase in the Cigarette tax (specifics of the tax in-
crease are listed in Table a of question 13). The initiative established new funding to improve health care in the
State. Programs include the establishment of the Arkansas Trauma System, additional support to Community
Health Centers, the Coordinated School Health Program, and many other vital programs.
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TABLE 8 (continued)

ROCKY MOUNTAIN

Idaho Implemented a 5 percent cut in personnel costs across all agencies for FY 2010 and FY 2011. It was left up to the

agencies to decide how to handle the cuts ( layoffs, furloughs, vacancies, etc.).

Wyoming Made reduction to Standard Budgets to prevent any budget gaps.

SOUTHWEST

New Mexico Instituted a hiring freeze and froze all meritorious pay increases. Adjusted the contribution to the retirement plan by
increasing the employee contribution by 1.5 percent and decreasing the state contribution by 1.5 percent for a two
year period.

Alaska There is now a performance-based budgeting emphasis as well as the development of long-range fiscal planning

(10 yr).

Washington Exempt staff can receive no salary increases during Fiscal Year 2010.

TERRITORIES

Puerto Rico Act No. 7 of March 2009 indicates on article 38.02, that all economic benefits are temporarily suspended for two
years. For example, labor unions agreements, salary raises, etc. Additionally, revenue projections are more con-

servative than previous years.
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Total Balances
CHAPTER THREE

Following declines in revenue collections during

previous economic downturns, states began to set

aside additional funds in "rainy day" accounts during

times of economic expansion to help stabilize

budgets from any decline in tax collections. The

effort to maintain adequate balances helps mitigate

the disruption to state services during an economic

downturn. Additionally, rainy day funds are needed

to ensure that budgets can be balanced when

revenues do not meet expectations in the latter part

of the fiscal year when budget cuts and revenue

increases do not have enough time to take effect.

Though budget experts' views vary, the informal

rule-of-thumb has previously been to build up

budget reserve balances to a level that equals at least

five percent of total expenditures to provide a

relatively adequate fiscal cushion. Even while

maintaining adequate balances, states have been

forced to cut midyear budgets during both of the last

two economic downturns.

Due to strong revenue growth experienced by

nearly all states during the middle part of the

decade, most states were able to meet or exceed a

balance level of five percent. Total balances include

both ending balances and the amounts in states'

budget stabilization funds; they reflect the funds

that states may use to respond to unforeseen

circumstances after budget obligations have been

met. State officials often try and avoid drawing

down balance levels at the beginning of a downturn,

and may also be prohibited from draining all rainy

day funds immediately.

Prior to the start of both this most recent recession

and the recession in the early part of this decade,

states had built up fairly significant balance levels.

In fiscal 2000, balances reached 10.4 percent of ex-

penditures. However, by 2003 balance levels had

fallen to 3.2 percent of expenditures. Balance levels

were increased during the econotnic expansion that

took place during the middle part of the decade. By

fiscal 2006, balance levels had reached 11.5 percent

of expenditures. The reduction in state balance le-

vels began in fiscal 2008, when balance levels fell to

8.6 percent of expenditures. Highlighting the dra-

matic and significant deterioration in state fiscal

conditions, fiscal 2009 balance levels declined to

4.8 percent of expenditures. (See Table 9 and Tables

A-l, A-2, A-3, and A-10.)

As total state balance levels experienced major

declines during fiscal 2009, they have fallen below

the historical average of 5.6 percent of expenditures.

Highlighting the seriousness of the current situation

is that this decline occurred even in light of the fact

that states are often hesitant to make substantial

draw downs from their rainy day funds early in the

downturn. Although the national recession is

believed to have ended sometime in the early part of

the third quarter of 2009, state fiscal conditions

often do not recover until well after the national

economy has begun expanding, and therefore some

states may not recover until fiscal 2012.

Although total balance levels representing

4.8 percent of general fund expenditures may seem

like a significant cushion, when examining balance

levels for fiscal 2009 a bit further, a starker picture

emerges. For fiscal 2009, total balance levels were

$32 billion. However, balance levels for Texas and

Alaska, at $8.9 billion and $6.6 billion respectively,

combine to represent 48.5 percent of total balance

levels. If you remove these two states from total bal-

ance levels, then fiscal 2009 balance levels represent

only 2.7 percent of expenditures.

Additionally, the view of falling balance levels is

reinforced by Table 10 wlrich shows that in fiscal

2008, 20 states had balance levels above 10 percent,

16 states had balance levels above five percent but
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below 10 percent, 12 states had balance levels below

five percent but above one percent, while two states

had balance levels below one percent. In fiscal 2009,

these totals declined to 10 states having balance

levels above 10 percent, 14 states having balance

levels above five percent but below 10 percent,

17 states having balance levels above one percent,

but below five percent, and nine states with balance

levels below one percent. Based on enacted fiscal

2010 budgets, these totals will decline further with

six states having balance levels above five percent

but below 10 percent, 22 states having balance levels

above one percent but below five percent, and 11

states having balance levels below one percent.

Forty-eight states have budget stabilization i'unds,

which may be budget reserve funds, revenue-

shortfall accounts, or cash-flow accounts. About

three-fifths of the states have limits on the size of

their budget reserve funds, ranging from 3 to 10

percent of appropriations. Ordinarily, funds above

those limits remain in a state's ending balances.

TABLE 9

Total Year-End Balances, Fiscal 1979 to
Fiscal 2010

Fiscal Year
Total Balance

(Billions)

Total Balance
(Percentage of
Expenditures)

2010* $35.9 5.7%

2009* 32.0 4.8

2008 59.1 8.6

2007 65.9 10.1

2006 69.0 11.5

2005 46.6 8.4
2004 27.5 4.6

2003 16.4 12
2002 18.3 3.7

2001 44.1 9.1

2000 48.8 10.4

1999 39.3 8.4

1998 35.4 9.2

1997 30.7 7.9
1996 25.1 6.8

1995 20.6 5.8

1994 16.9 5.1

1993 13.0 4.2
1992 5.3 1.8

1991 3.1 1.1

1990 9.4 3.4

1989 12.5 4.8

1988 9.8 4.2

1987 6.7 3.1

1986 7.2 3.5

1985 9.7 5.2

1984 6.4 3.8

1983 2.3 1.5
1982 4.5 2.9

4 41981
1980

6.5
11.8

.
9.0

1979 11.2 8.7

Average - 5.5%

NOTE: *Figures for fiscal 2009 are preliminary actual;
figures for fiscal 2010 are based on appropriated data.

SOURCE: National Association of State Budget Officers.

TABLE 10

Total Year-End Balances as a Percentage of
Expenditures, Fiscal 2008 to Fiscal 2010

Number of States

Percentage
Fisca12008

(Actual)

Fiscal 2009
(Pre(iminary

Actual)
Fiscal 2010

(Appropriated)

Less than 1.0% 2 9 11

1.0"/n to 4.9°/u 12 17 22

5.0%to 9.9"/0 16 14 6

10"/0 or more 20 10 11

NOTE: The average for fiscal 2008 (actual) was 8.6 percent; the average
for fiscal 2009 (preliminary actual) is 4.9 percent; and the average for
fiscal 2010 (appropriated) is 5.8 percent.

SOURCE: National Association of State Budget Officers.
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FIGURE 3

Total Year-End Balances and Total Year-End Balances as a Percentage of Expenditures,
Fiscal 1979 to Fiscal 2010
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SOURCE: National Association of State Budget Officers.

FIGURE 4

Total Year-End Balances as a Percentage of Expenditures, Fiscal 2009

- -- --- --
: ^ Less than one percent
; ^ 1-0 to 4-9 percent
1 ® 5.0 to 9.9 percent
I® Greater than 10.0 percent

SOURCE: National Association of State Budget Officers.
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Appendix
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TABLE A-1

Fiscal 2008 State General Fund, Actual (Millions)

Beginning Total Ending

Region/State Balance Revenues Adjustments Resources Expenditures Adjustments Balance

NEW ENGLAND
Connecticut
Maine*'
Massachusetts° *

Budget
Stabilization

Fund

$ 0 $_ 16,419 0 $.16,419 $ 16,319 $__ 0 $ 99$ 1,382
36 ^ 3041 54 3131 3129 130...

2901 32360 0 35261 33035 0 2,226 2,119
62 1,484 0 1,546 1,528 0 17 89
4 3,429 ,_- -69 3,364 3,405 0 41_103__
0 1,200 31 1,230 1.200 30 0 58

591 3,357 0 3,948 3,422 0 526 183
285_ 13,546 1,096 14,926 14,439 0 487 685

2,586 32,738 0 35,324 33,112 908 1,303 735
3045 53094 0 56139 53,385 0 2,754 1,206

New Hampshire
Rhode Island"'
Vermont*'

MID-ATLANTIC
Delaware*
Marylnd**

_New Jersey *"
New York*"

_Pennsytvania"

GREATLAKES
Illinois`"
Indiana**
Michigan*`
Ohio
Wisconsin"

PLAINS
Iowa**
Kansas

_ Minnesota***
Missouri*'
Nebraska`"
North Dakota**
South Dakota`*_

SOUTHEAST
Alabama'"

_ Arkansas
Florida

_ Georgia**
_ KentuckY•*

Louisiana**
_ _Mississippi

North Carolina
South Carolina*

"

-83 _ 219 248_ 0 0 0

0 321 1,345
0 2 217 1 025

86 215_
_828 866 ^^. 776

36 365
70 . 599 787_.,
0 324 95

652 348 750
Tennessee
Vv infa 326

,
___ 0 _1757617,250

.
17,26., 0 313 1 015

581g
inia`"t VW 432

_ _
3,928 0 _4,361 ... 3,757_ 53 550 _

es irg_
SOUTHWEST

A i ona'* 390 8,790

_.

859 10,038 10,037._ _ 0 219
5r z

New Mexico*" 661 6114 93 6 , 858 6 008 115 735 73
597

_Okl h ma" 196
_

6 , 575 _35 6,737

_
6,447 0 290

5oa_
Texas" 7,253

_
41669 _ 0 48,922 __ 39,647. 2,242 7,034 4,35

ROCKY MOUNTAIN
do**C l 267 7,743 -243 7,767 7,440 0 327 _ 284

ora_ o
h `"Id 255 2,910 131 3,033 0 _,. 240 141__.

a o
Montana 545 1,957

_
0 2,502 2,069 0 434 0

414
Ut h*'_ -^- 242 5,213 488 5943 5784_ 159 _- 0

a
omir ^** 5 1,818

_
_ 0 .1 ,823 1,813__ 0 _ 10 296

FAR WEST
Alaska" 0 9,454 270 9,723 5,463 4,261 0 __ 5,601

lif r iaC 7872 102,574 0 105,361 102 986 0 2,376 0
na o

Hawail"'
1
493 5,245 -1 5,737 5,407 _ 0 33_0

6
._ 74

73_
dN 138 3,614 0 3,752 3,436 0_. 31

aeva
Oreaon'" 1437

_
5,867 -319_ 6985 _ 6980 0__ 5

0
622
303

"hi toW 781
_

14,614 11 15405 14,616 0 79
nngas

TERRITORIES 9 087 0 -684 08 403to Rico** 0 9,227 -82P uer
262 $680 231 $734 875 $687 269 - $34 550 $32 ,943

l $42 ,Tota
NOTES: NA indicates data are not available. *In these states, the ending balance includes the balance in the budget stabilization fund.

531 26,876 142 27,551 26,968 0 583 42,

642 27,759 1,900 30,301 27,153 3,007 141 276
941 13,051 152 14,144 12,730 364 1,050 363

--- 259 -_^ 8168 1,916 10,343 .9,885 .... 0 458 2
1,433 26659 ._0 28,092 26,410 0 1,682 1 012
66 13,043 568 13,678 13,526 21 131 0

0 6084 0 6,084 5,888 148 _ 48 _,.. 592,
935 5693 -0_ 6,628 6,102 0 ,_.._ 527 0

2,245 16 680 0 18,926 17,005 _ 0 ._7 920 1,222
753 8,004 153 8,910 8,074 _ 0 _836 279

-260 3,832 3,248 0 584 _ 546591 3,501 204 0 453 200657 11115
_

,_296 1,248 _ ,

0
_

1 144 _ 32 1 177 1,1760 __0 107

515 7,758 476 8,748 8,612_
0 4,353 0 ._4,353 _ 4,353,_

0 _28029 277083,434 24595 _
2,786 y8 728 141 21 655 19,438
579 8,779 457 9816 9,450

1 ,015 10181 130 11,326 9,633
_ 226 4954 0 5181 5,145

1,221 19,824. 145 __21,190 __ 20521_
1081 6,392 0 7473 7149

756 210 11 972 1Q973 _1006 10 --

**See Notes to Table A-1.

SOURCE: National Association of State Budget Officers.
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NOTES TO TABLE A-1

For all states, unless otherwise noted, transfers into budget stabilization funds are counted as expenditures, and
transfers from budget stabilization funds are counted as revenues.

Alabama Revenue adjustments include release of prior year Debt Service Reserve and Public School and College Authority
repayment for Enterprise School. Expenditure adjustments are reversions.

Alaska Revenue Adjustments include: $250 million Oil & Gas Tax Credits and $19.9 million Reappropriations and Carry Forward.
Expenditure Adjustments are deposits to the Constitutional Budget Reserve, the Statutory Budget Reserve, the Community
Revenue Sharing Fund, the Marine Highway Stabilization Fund and a Public Education Fund Adjustment.

Arizona Adjustments to revenues include $560 million Rainy Day fund transfer, $290 million agency fund transfen;, and $8.7 million
other adjustments.

Colorado Revenue adjustments include general fund diversion (which are not counted as expenditures) to fund the State's
transportation needs, as well as transfers to the State Veterans Trust Fund and the Older Coloradans Cash Fund. The
difference between the rainy day fund balance and the ending GF balance is allocated to capital construction and
transportation purposes in the following fiscal year.

Georgia Adjustment is agency surplus returned to Treasury as reported by State Accounting Office.

Hawaii Incorrect recording of general excise taxes.

Idaho Transfers included: $19,059,100 to Budget Stabilization Fund; $351,500 to the Public School Permanent Fund for prior year
unclaimed property, escheats, and interest amounts inadvertently transferred to the General Fund; $5,300,000 to Disaster
Emergency Account; $1,328,000 to Water Resources; $60,000,000 to the Economic Recovery Reserve Fund; $10,000,000
for Opportunity Scholarship Fund; and a $1,500,000 transfer to DEQ to fund the Community Reinvestment pilot program
created during the 2006 legislative session without funding; $10,000,000 to the Water Board Revolving Development Fund;
$69,300 for Hazardous Substance Emergency Response Fund; $255,000 Agriculture Pest Control Fund; and $21,500,000
to the Fire Suppression Fund.

Illinois Revenue adjustments include $1,900 million in transfers to General Funds. Expenditure adjustments include $2,735.0
million in transfers out, $467 million for Pension Obligation Bond Debt Service, $3 million in interest payments on general
obligation bond short-term borrowing and a $198 million increase in the end of year accounts payable.

Indiana Revenue Adjustments: Property Tax Reform Revenues; Expenditure Adjustments: Local Option Income Tax Distributions,
Reversal of Payment Delays, PTRF Adjust for Abstracts, Property Tax Reform (HEA 1001 - 2008) Appropriations.

Iowa Expenditure Adjustments include $99.8 million was appropriated from the ending balance of the general fund to the Property
Tax Credit fund to pay for property tax credits in FY 2008. $48.3 million of the ending balance was credited to the Senior
Living Trust Fund.

Kentucky Revenue includes $115.1 million in Tobacco Settlement funds. Adjustment for Revenues includes $288.6 million that
represents appropriation balanoes carried over from the prior fiscal year, and $168.4 million from fund transfers into the
General Fund. Adjustment to Expenditures represents appropriation balances forwarded to the next fiscal year.

Louisiana Revenue-Fiscal Year 2007-2008: Carry-forward of mid-year adjustments $114.7 million; Act 208 of 2007 transferred $3
million from the Incentive Fund and $9.9 million from the Higher Education Initiatives Fund; Interim Emergency Board carry-
forward of $1.5 million; re-appropriation of Capital Outlay per Act 28 of 2007 $1.2 million. Expenditures-Fiscal Year 2007-
2008: Interim Emergency Board carry-forward balance $3.3 million; Carry-forward mid-year adjustments $91.2 million;
Capital Outlay carry-forwards $733.6 million

Maine Revenue and expenditure adjustments reflect legislatively authorized transfers.

Maryland Revenue adjustments reflect a $14 million reimbursement from the reserve for Heritage Tax Credits, $6 million
reimbursement from the reserve for Biotechnology Tax Credits, and transfers of $1,078 million from the State Reserve

Fund.

Massachusetts Includes budgeted fund balances.

Michigan FY 2008 revenue adjustments include the impact of federal and state law changes ($1,192.1 million); revenue sharing law
changes ($589.3 million); sale of properties ($23 million); and other revenue adjustments ($111.6 million).

Minnesota Ending balance includes budget reserve of $654.9 million, cash flow account of $350 million and appropriations carried
forward of $217.2 million.

Missouri Revenue adjustments: includes on-going transfers from other funds into GR.

Nebraska Revenue adjustments are transfers between the General Fund and other funds. Per Nebraska law, includes a transfer of
$191.4 million to the Cash Reserve Fund (Rainy Day Fund) of the amount the prior year's net General Fund receipts
exceeded the official forecast. The Revenue adjustment also includes a $105 million transfer from the General Fund to the
Property Tax Credit Cash Fund.

New Jersey Transfers to other funds and budget vs. GAAP adjustment. In keeping with past practice, and to ensure consistency in
survey results over time, the figures above exclude New Jersey's Casino Revenue Fund, Casino Control Fund and
Gubernatorial Elections Fund.

New Mexico All adjustments are transfers between reserve accounts, except for $22.4 million transferred out from Tobacco Settlement
Permanent Fund, a reserve account to the Tobacco Settlement Program Fund, a nonreserve account.
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NOTES TO TABLE A-1 (continued)

New York The ending balance includes $1.2 billion in rainy day reserve funds, $1.1 billion reserved for labor settlements and other
risks, $340 million in a community projects fund, $122 million reserved for debt reduction and $21 million in a reserve for
litigation risks.

North Dakota Revenue adjustments are a $115 million transfer from the permanent oil tax trust fund to the general fund.

Oklahoma Revenue adjustments include the Rainy Day Fund deposit of $25 million and the cash flow difference of$9.6 million. No
spillover money was appropriated.

Oregon Oregon budgets on a biennial basis. The constitution requires the state to be balanced at the end of each biennium.
Revenues are after $1.1 billion "kicker" refunds were returned to taxpayers. Revenue adjustment is the transfer of revenues
to the new Rainy Day Fund.

Pennsylvania Revenue adjustment reflects $142.1 million in prior year lapses. The year-end transfer to the Rainy Day Fund (25 percent
of the ending balance) was suspended for FY 2008.

Puerto Rico Revenues adjusted due to economic conditions.

Rhode Island Opening balance includes a free surplus of $0 and reappropriations of $3.6 million from the prior year. Adjustments to
revenues represent a transfer to the Budget Stabilization (Rainy Day) Fund of $68.6 million.

South Dakota Adjustments in Revenues: $6.5 million was from one-time receipts, $25.7 million was transferred from the Property Tax
Reduction Fund to cover the budget shortfall, and $0.2 million was obligated cash carried forward from FY 2007.
Adjustments in Expenditures: $0.2 million was transferred to the Budget Reserve Fund from the prior years obligated cash,
and $0.2 million was obligated cash to the Budget Reserve Fun

Tennessee Revenue adjustments include $106 million transfer from debt service fund unexpended appropriations, $284.2 million
transfer from statutory and other reserves, -$207.1 million transfer to Rainy Day Fund, and $26.5 million transfer from other
dedicated revenue reserves. Expenditure adjustments include $293.0 million transfer to capital outlay projects fund, $15.1
million transfer to Highway Fund, and $343.9 million transfer to reserves for dedicated revenue appropriations.

Texas Revenue adjustment related to transfer of General Funds to dedicated accounts. Expenditure adjustment related to
transfers to the Rainy Day Fund.

Utah Includes transfers from previous year balance, tolfrom Rainy Day Fund, and special revenue funds.

Vermont Revenue adjustments include $16.6 million for direct applications and transfers in, $3.2 million increase in property transfer
tax revenue estimate, and $10.9 million from the General Fund Surplus Reserve. Expenditure adjustments include $4.7
million from the Education Fund, $0.3 million Federal "Part D" refund, $3.5 million to Catamount Fund, $0.5 million to
Internal Service Funds, $8 million to miscellaneous other funds, $2.6 million to the Budget Stabilization Reserve, $19.9
million to the General Fund Surplus Reserve and other reserves.

Washington Fund transfers between General Fund and other accounts, and balancing to the final audited ending balance.

West Virginia Fiscal Year 2008 Beginning balance includes $287.1 million in Reappropriations, Unappropriated Surplus Balance of $106.8
million, and FY 2007 13th month expenditures of $38.2 million. Expenditures include Regular, Surplus and Reappropriated
and $38.2 million of 31 day prior year expenditures. Revenue adjustment are from prior year redeposit. Expenditure
adjustment represents the amount transferred to the Rainy Day Fund.

Wisconsin Revenue adjustments include Transfers In General Fund, $242.9 million, Other Revenue, $307.5 million, Tribal Gaming,
$18 million. Expenditure Adjustments Include Designation for Continuing Balances, $27.4 million and Unreserved
Designated Balance, -$6.8 million.

Wyoming Wyoming budgets on a biennial basis, to arrive at annual figures assumptions and estimates were required.
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TABLE A-2
Fiscal 2009 State General Fund, Preliminary Actual (Millions)

Budget

Region/State
Beginning
Balance Revenues Adjustments Resources Expenditures Adjustments

Ending
Balance

Stabilization
Fund

NEW ENGLAND
Connecticut $ 0 $ 15,701 $ 179 $ 15,880 $ 16,828 $ 0 -$948 $ 1,382

Maine*" 1 2,855 244 3,100 3,018 30 52 0

Massachusetts"** 2406 30,850 0 33,256 32,421 0 835 766

NewHampshire 17 • 1,474 0 1,491 1,560 -69 0 20

Rhode Island"* -41 3,023 -44 2,938 2,999 0 -61 80

Vermont** 0 1,103 66 1,168 1,146 22 0 60

MID-ATLANTIC
Delaware* 526 3,148 0 3,674 3,296 0 379 186

Maryland** 487 12,901 1,008 14,396 14,309 0 87 692

New Jersey*"" 1,304 28,700 365 30,369 29,612 23 734 0

New York** 2,754 53,801 0 56,555 54,607 0 1,948 1,206

Pennsyivania** 583 24,305 166 25,054 27,084 0 -2,030 755

GREAT LAKES
Illinois** 141 27,551 1,593 29,285 29,961 -955 279 276

Indiana"" 1,050 13,063 0 14,113 13,019 130 964 365

Michigan** 458 7,224 1,048 8,731 8,520 0 210 2

Ohio** 1,682 26,685 0 28,367 27,632 0 735 0

Wisconsin"* 131 12,113 573 12,817 12,744 -17 90 0

PLAINS
Iowa*" 0 5,889 45 5,934 5,934 0 0 519

Kansas 527 5,710 0 6,236 6,164 0 73 0

Minnesota"*" 1,920 15,536 0 17,456 16,918 494 538 350

Missouri*" 836 7,451 425 8,712 8,454 0 258 273

Nebraska"" 584 3,351 -182 3,753 3,329 0 424 578

North Dakota** 453 1,354 0 1,807 1,237 208 362 325

South Dakota"" 0 1,141 13 1,154 1,153 0 0 107

SOUTHEAST
a amaAl b 219 6,739 557 7,515 7,465 0 50 0

Arkansas 0 4,435 0 4,435 4,435 0 0 0

Florida 321 23,953 0 24,274 23,973 0 301 274

Georgia"* 2,217 16,767 653 19,638 17,455 0 2,183 240

Kentucky*" 86 8,553 625 9,263 9,158 66 40 7

Louisiana"" 866 9,386 119 10,370 7,382 912 76 776

Mississippi"' 36 4,931 0 4,967 5,178 -218 7 334

North Carolina 599 19,146 0 19,745 19,653 0 92 150

South Carolina" 324 5,544 0 5,869 5,748 0 121 0

Tennessee"* 348 9,899 646 10,893 10,802 90 0 587

Virginia 313 15,769 0 16,082 15,943 0 139 575

West Virginia** 550 3,902 27 4,479 3,980 18 481 473

SOUTHWEST
Arizona"" 1 6,966 1,310 8,277 8,775 0 -499 0

New Mexico** * 735 5,846 170 6,750 6,051 218 481 481

Oklahoma** 290 6,147 131 6,567 6,534 0 33 597

Texas** 7,034 38,817 -28 45,823 42,629 1,060 2,134 6,739

ROCKY MOUNTAIN
Colorado` * 284 6,681 640 7,605 7,456 0 148 148

Idaho"" * 240 2,466 15 2,720 2,720 -50 50 102

Montana 434 1,816 0 2,250 1,858 0 392 0

Utah*" 0 4,t)Z9 487 5,016 4,817 200 0 419

Wyoming"" 10 1,825 0 1,835 1,830 0 5 296

FAR WEST
Alaska** 0 5,858 801 6,659 5,152 1,507 0 6,551

California 2,376 84,098 1,260 87,733 91,547 -435 -3,379 0

Hawaii 330 5,008 0 5,338 5,375 0 -37 60

Nevada 316 3,468 0 3,783 3,570 0 213 1

Ore on 5 5,849 0 5,854 5,843 0 11 338

Washington"" 790 13,092 930 14,811 14,617 0 194 24

TERRITORIES
Puerto Rico** 0 9,488 -728 8,761 9,484 0 -723 0

ltT 639$34 $626 484 - $674 ,794 $663 ,890 - $8,165 $27 , 111,,ao
NOTES: NA indicates data are not available. *In these states, the ending balance includes the balance in the budget stabilization fund.

**See Notes to Table A-2.
SOURCE: National Association of State Budget Officers.
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NOTES TO TABLE A-2

For all states, unless otherwise noted, transfers into budget stabilization funds are counted as expenditures, and
transfers from budget stabilization funds are counted as revenues.

Alabama Revenue adjustments include one-time revenue, Tobacco Funds transfer, transfer from the ETF Proration Prevention
Account and the ETF Rainy Day Fund.

Alaska Revenue Adjustments include: $787.3 million draw from the Constitutional Budget Reserve and $14 million of
Reappropriations and Carry Forward. Expenditure Adjustments include: payment of a one-time Resource Rebate, deposits
to the Public Education Fund, the Constitutional Budget Reserve, and the Oil & Gas Tax Credit Fund.

Arizona Adjustments to revenues include $152 million Rainy Day fund transfer, $709 million agency fund transfers, $103.5 million
other transfers, and $344 million proceeds from prior year's lease purchase financing of school buildings.

Colorado Revenue and revenue adjustments above reflect what was published in the Legislative Council forecast on June 22, 2009,
plus additional cash fund transfers to the General Fund to eliminate the budgetary shortfall. These additional transfers were
allowable pursuant to the passage of SB 09-279, which authorized the Governor to transfer additional cash funds into the
General Fund (for one day only) to ensure that the FY 2008-2009 fiscat year could close without a deficit. Figures above
therefore reflect the minimum amount needed to preserve the 2 percent GF reserve requirement at fiscal year end for FY
2008-2009.

Georgia Revenue adjustments include $187.3 million for Mid Year Adjustment Reserve and $200 million from Revenue Shortfall
Reserve. $266 million early return of surplus to Treasury.

Idaho Transfers included: $5,645,200 to the Permanent Building Fund, $20,000,000 to Water Resources aquifer study $1,000,000
for Health and Welfare Community Health Center Grant; $10,000,000 Opportunity Scholarship Fund; and $1,800,000 for the
Water Resource Board Revolving Development Fund. Transfers in include: $920,100 from Geo Thermal royalties;
$12,000,000 from the Water Resources aquifer study; $5,000,000 from the Capitol Commission; $2,200,000 from the
Attorney General's Office - Consumer Protection; and $11,950,200 from the Permanent Building Fund.

Illinois Revenue adjustments include $1,593 million in transfers to General Funds. Expenditure adjustments include $2,532 million
in transfers out and $467 million for Pension Obligation Bond Debt Service; net "failure of revenue" borrowing proceeds of
$976 and a $2,978 million increase in accounts payable.

Indiana The full impact of Property Tax Reform (HEA 1001-2008) revenues and expenditures have been incorporated into the FY
2009 and FY 2010 figures, as the State of Indiana recently assumed more than $1 billion of expenses from the local level.
Expenditure Adjustments: Local Option Income Tax Distributions, Reversal of Payment Delays, PTRF Adjust for Abstracts.

Iowa Revenue adjustments are for the $45.3 million transfer from the Economic Emergency Fund to the General Fund per
Executive Order 18. An additional $56 million was appropriated from the Economic Emergency Fund to pay for disaster
related expenses relating to the 2008 flood/storm disaster.

Kentucky Revenue includes $126.5 million in Tobacco Settlement funds. Adjustment for Revenues includes $280.2 million that
represents appropriation balances carried over from the prior fiscal year, and $344.5 million from fund transfers into the
General Fund. Adjustment to Expenditures represents appropriation balances forwarded to the next fiscal year.

Louisiana Revenue - Deficit Reduction Plan transfer of statutory dedications approved by the Joint Legislative Committee on the
Budget January 9, 2009, $24.4 million; Fiscal Year 2007-2008 carryforward into Fiscal Year 2008-2009 $92.2 million;
Capital Outlay re-appropriation of various prior years balances $2.0 million. - Expenditures - Utilization of prior years surplus
for debt service, Capital Outlay and required transfer to the Budget Stabilization Fund $864.7 million; payment of
carryforward expenditures $47.7 million.

Maine Revenue and expenditure adjustments reflect legislatively authorized transfers.

Maryland Revenue adjustments reflect a$13.2 miilion reimbursement from the reserve for Heritage Tax Credits, $6 million
reimbursement from the reserve for Biotechnology Tax Credits, transfer of $170 million from the State Reserve Fund,
transfer of $380.2 million from Accounting Reserves, and transfers of $439 million from other special funds.

Massachusetts Includes budgeted fund balances.

Michigan FY 2009 revenue adjustments include the impact of federal and state law changes ($210.9 million); revenue sharing law
changes ($538.3 million); deposits from state restricted revenues ($238.4 million; and pending revenue options ($60.6
million)_

Minnesota Ending balance includes cash flow account of $350 million. FY 2009 includes $494.2 in federal stimulus funds that were
used to offset general fund spending.

Mississippi Expenditure adjustment includes $199.9 million for budget cuts, $11.6 million in general fund lapses and reappropriations,
and $6.8 million for other adjustments.

Missouri Revenue Adjustments: includes on-going transfers from other funds into GR and a one-time transfer from federal budget
stabilization funds into GR.

Nebraska Revenue adjustments are transfers between the General Fund and other funds. Per Nebraska law, includes a transfer of
$117 million to the Cash Reserve Fund (Rainy Day Fund) of the amount the prior year's net General Fund receipts
exceeded the official forecast. The Revenue adjustment also includes a$115 million transfer from the General Fund to the
Property Tax Credit Cash Fund.

New Jersey Transfer from and to other funds. In keeping with past practice, and to ensure oonsistency in survey results over time, the
figures above exclude New Jersey's Casino Revenue Fund, Casino Control Fund and Gubernatorial Elections Fund.
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NOTES TO TABLE A-2 (continued)

New Mexico All adjustments are transfers between reserve accounts, except for $48.6 million transferred out from Tobacco Settlement
Permanent Fund, a reserve account to the Tobacco Settlement Program Fund, a nohreserve account.

New York The ending balance includes $1.2 billion in rainy day reserve funds, $503 million reserved for timing-related changes and
other risks, $145 million in a community projects fund, $73 million reserved for debt reduction and $21 million in a reserve

for litigation risks.

North Dakota Expenditure adjustments are $77 million of expenditure authority carried over to the 2009-2011 biennium, obligating an
equal amount of the general fund balance. The balance shown is the unobligated balance after subtracting all expenditures
and obligations. Also included in the adjustments are a $125 million transfer to the budget stabilization fund and $6 million of
other transfers from the general fund.

Ohio Rainy day fund was required in order to balance the FY 2009 budget.

Oklahoma Revenue adjustment is the Cash flow difference of $130.5 million. No Rainy Day Fund deposit was made.

Pennsylvania Revenue adjustment includes a $2.5 million adjustment to the beginning balance and $163.8 million in prior year lapses.

Puerto Rico Revenues adjusted due to economic conditions

Rhode Island Opening balance includes a free surplus of $43 million and reappropriations of $1.7 million from the prior year. Adjustments
to revenues reflect a net transfer to the Budget Stabilization Fund, consisting of a transfer-in of $66.1 million and an
appropriation of $22.0 million from the fund to partially cover the FY 2008 closing shortfall.

South Dakota Adjustments in Revenues: $12.8 million was from one-time receipts and $0.2 million was obligated cash carried forward
from FY 2008. Adjustments in Expenditures: $0.2 million was trznsferred to the Budget Reserve Fund from the prior year s

unobligated cash.

Tennessee Revenue adjustments include $124.8 million transfer from debt service fund unexpended appropriations, $126.5 million
transfer from TennCare reserve, $190.2 million transfer from capital outlay projects fund, $41.2 million transfer from other
agency reserves, and $163.5 million transfer from Rainy Day Fund. Expenditure adjustments include $70.5 million transfer
to capital outlay projects fund and $19.8 million for dedicated revenue appropriations.

Texas Expenditure adjustment related to transfers to the Rainy Day Fund.

Utah Includes transfers from previous year balance, tolfrom Rainy Day Fund, and special revenue funds.

Vermont Revenue adjustments include $37.7 million for direct applications and transfers in, $7.7 million other bills revenue, $1.3
million increase in property transfer tax revenue estimate, and $19.1 million from the General Fund Surplus Reserve.
Expenditure adjustments include 0.7 million to the Education Fund, $3.7 million from the Tobacco Settlement Fund, $7.3
million to the Next Generation Fund, $1 million from Human Services Caseload Reserve, $3,1 million to Internal Service
Funds, $3.9 million from miscellaneous other funds, $2.2 million to the Budget Stabilization Reserve, and $17.2 million to
the General Fund Surplus Reserve and other reserves.

Washington Fund transfers between General Fund and other accounts.

West Virginia Fiscal Year 2009 Beginning balance includes $409.6 million in Reappropriations, Unappropriated Surplus Balance of $35.3
million, and FY 2008 13th month expenditures of $105.5 million. Expenditures include Regular, Surplus and Reappropriated
and $105.5 million of 31 day prior year expenditures. Revenue adjustment are from prior year redeposit and expirations
from Civil Contingent Fund for Flood Relief. Expenditure adjustment represents the amount transferred to the Rainy Day

Fund.
Wisconsin Revenue adjustments include Transfers In General Fund, $151.7 million, Other Revenue, $327.6 million, and Tribal

Gaming, $93.9 million. Expenditure Adjustments Include Designation for Continuing Balances, $10.6 million and

Unreserved Designated Balance, -$27.4 million.

Wyoming Wyoming budgets on a biennial basis, to arrive at annual figures assumptions and estimates were required.
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TABLE A-3
Fiscal 2010 State General Fund, Appropriated (Millions)

Budget

Region/State
Beginning
Balance Revenues Adjustments Resources Expenditures Adjustments

Ending
Balance

Stabilization
Fund

NEW ENGLAND
Connecticut $ 0 $ 17,375 $ 0 $ 17,375 $ 17,375 $ 0 $ 1 $ 342

Maine*" 52 2,865 46 2 963 2,928 25 11 0

Massachusetts*** 941 31,362 0 32,304 31,605 0 699 571

New Hampshire 0 1,563 0 1 563 1,561 0 2 20

Rhode Island** -61 3,077 -72 2,944 3,000 0 -57 117

Vermont** 0 1,051 34 1,085 1,088 -3 0 57

MID-ATLANTIC
Delaware**` 373 3,191 0 3,564 3,237 0 327 186

Mar land** 87 12,314 718 13,120 13,349 0 -229 647

New Jerse *` * 734 28,351 0 29,085 28,577 7 501 0

NewYork**` 1,948 54,338 0 56,286 54,908 0 1,378 1,206

Penns Ivania** -2,030 27,564 0 25,533 25,179 0 354 1

GREAT LAKES
Illinois** 279 27,078 2,221 29,578 25,133 4,166 279 276
Indiana** 964 12,892 0 13,856 12,890 0 966 371
Michi an** 210 6,895 1,152 8,257 8,081 0 176 2
Ohio 389 25,555 0 25,944 25,770 0 174 0
Wisconsin** 90 12,346 831 13,267 13,341 -545 470 0

PLAINSIowa** 0 5,438 0 5,438 5,768 -519 189 419
Kansas 73 6,536 0 5,608 5,614 0 -5 0

Minnesota** * 538 14,854 D 15,392 15 054 1,610 338 350

Missouri** 258 7,376 189 7,823 7,859 -77 41 260
Nebraska*` 424 3,409 -31 3,802 3,381 266 156 465
North Dakota*' 362 1,270 295 1,927 1,592 0 335 325
South Dakota** 0 1,130 4 1,134 1 134 0 0 107

SOUTHEAST
Alabama 50 7,108 0 7,158 7,158 0 0 0
Arkansas 0 4,509 0 4,509 4,509 0 0 0
Florida 301 21,562 0 21,862 21,195 0 667 274
Geor ia** * 2,183 16,994 259 19,436 17,253 0 2,183 240

0
Kentuck ** 40 8,408 147 8,595 8,584 11 0 854
Louisiana** 0 8,060 954 9,013 9,011 0 2
Mississippi 7 4,899 0 4 906 4,906 0 0 250
North Carolina 92 18,927 0 19,019 19,015 0 4 150
South Carolina* 121 5,778 0 5,899 5,805 0 94 192
Tennessee** 0 10,000 55 10,055 9,997 58 0 532
Vir inia 139 15,755 0 15,894 15,844 0 50 584
West Vir inia** 481 3,788 0 4,269 3,812 11 446 538

SOUTHWEST
Arizona** 0 7,117 1,072 8,188 8,772 0 -583 0
New Mexico** * 481 5,111 607 6,199 5,513 690 -4 -5
Oklahoma 33 6,049 0 6,082 5,853 0 229 0

8,053Texas*' 2,134 37,532 0 39,665 36,041 741 2,884

ROCKY MOUNTAIN
Colorado** * 148 6,766 162 7,076 6,940 0 136 136
Idaho** 50 2,539 -40 2,548 2,507 0 42 77

Montana 392 1,773 0 2,165 1859 0 306 0
Utah** D 4,365 200 4,564 4,498 36 30 419
W omin ** 5 1,825 0 1,830 1,830 0 0 279

FAR WEST
Alaska** 0 3,211 1,124 4,335 4,335 0 0 6,902
California -3,379 89,541 0 86,162 64,583 0 1,579 0
Hawaii -37 4,664 0 4,627 4,602 0 25 57
Nevada 213 3,205 0 3,418 3,250 0 168 1
Ore on" 0 6,490 0 6,490 6,928 0 -438 219
Washin ton** 194 14,396 418 15,008 14,848 D 160 108

TERRITORIES 0
Puerto Rico** 0 7,670 0 7,670 7,670 0 0

Total $9,279.3 $627 198.2 - $846,820.0 $627 869.7 - $14,084.8 $25 583.3

NOTES: NA indicates data are not available. *In these states, the ending balance includes the balance in the budget stabilization fund.

**See Notes to Table A-3
SOURCE: National Association of State Budget Officers.
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NOTES TO TABLE A-3

For all states, unless otherwise noted, transfers into budget stabilization funds are counted as expenditures, and
transfers from budget stabilization funds are counted as revenues.

Alaska Revenue Adjustments include: $12 million Reappropriations and Carry Fonrvard, not capitalizing the Public Education Fund
for FY 2011 totaling $1,053.4 million, and a draw of $58.6 million from the Constitutional Budget Reserve.

Arizona Adjustments to revenues include $236 million agency fund transfers, $735 million State asset sale/lease back and $100
million in prison concession revenues.

Colorado Represents Governor's Plan for Budget Balancing executed/submitted August 25, 2009. The revenues and revenue
adjustments noted above reflect what was published in the Legislative Council Staff Economic forecast on June 22, 2009
(used as the basis for FY 2009-2010 appropriations by the legislature and the Governor). These figures were as adjusted in
Column D by the following: (1) Within the LCS Forecast: +$280.8 million transfers to the GF, +$81.9 million Medicaid ARRA
and Governor's Discretionary Fund, -$10.9 million for sales taxes to Older Coloradans Fund and other measures; (2) State
Controller Preliminary (8/4109) Closing Estimates of the following: Excess GF at year end beyond reserve of +$269.0 million
pursuant to SB 09-279 less reduction of -$458.1 million required payback of SB 09-279 for FY 2008-2009 balancing plus
adjustment of +$2.8 million from Gaming; and (3) OSPB Governor's Office initiatives of the following: (a) reduction of -$45.4
million in revenue from $81.9 million Medicaid ARRA and Governor's Discretionary Funds (these are instead used as offsets
to the DOC GF expenditures in FY 2009-2010); +$40.6 million proposed new CF transfers to the GF; and +$800,000
procurement card proposal. The ending reserve balance represents the statutory requirement of 2.0 percent of GF
appropriations; this sum is 2.0 percent of a lower number because of balancing efforts put forward by the Governor on
August 25, 2009.

Delaware FY 2010 revenues are reported as per enactment of appropriations legislation in July 2009 and are not updated for
subsequent revisions by the Delaware Economic and Financial Advisory Council, FY 2010 expenditure does reflect
estimate as of September DEFAC

Georgia Appropriation from Revenue Shortfall Reserve

Idaho Transfers in included: $30 million from the Budget Stabilization Fund; $10 million from the Permanent Building Fund;
$1,680,000 from the Division of Human Resources cash on hand; $1 million from Department of Agriculture; $446,900 from
Dept. of Labor - Rural Broadband; $618,500 from the Attorney General - Consumer Protection; transfers $1,172,100
stimulus dollars to the General Fund for Professional-Technical Education, and transfer $2.6 million from the Bond Levy

Equalization. Transfer out include $85.1 the Public Education Stabilization Fund.

Illinois Revenue adjustments include $2,221 million in transfers to General Funds. Expenditure adjustments include $2,321 million
in transfers out and $520 miilion for Pension Obligation Bond Debt Service; $1,045 million in interest payments on general
obligation bond short-term borrowing and a $279 million paydown in accounts payable.

Indiana The full impact of Property Tax Reform (HEA 1001-2008) revenues and expenditures have been incorporated into the FY
2009 and FY 2010 figures, as the State of Indiana recently assumed more than $1 billion of expenses from the local level.

Iowa Revenue is based upon the Revenue Estimating Conference estimates made on October 7, 2009, Expenditures are
adjusted for the statutory appropriation to repay the $45.3 million transfer in FY2009 and the 10 percent across the board
reduction of -$564.4 million ordered by Governor Culver in Executive Order 19 issued after the REC meeting which reduced
General Fund revenues for FY2010 by $414.1 million. Cash Reserve Fund is reduced by appropriations made for 2008
Flood Disaster related expenses and property tax credits.

Kentucky Revenue includes $112.3 million in Tobacco Settlement funds. Adjustment for Revenues includes $17.7 million that
represents appropriation balances carried over from the prior fiscal year, and $129.2 million from fund transfers into the
General Fund. Adjustment to Expenditures represents appropriation balances forwarded to the next fiscal year.

Louisiana Revenue-Fiscal Year 2009-2010: Act 226 of 2009 transferred $3.9 million from the Incentive Fund, $13.5 million from the
Rapid Response Fund, and $75.6 million from the Insure Louisiana Incentive Program Fund; Act 20 of 2009 appropriated
782.3 million of non-recurring revenues for capital outlay projects; Act 122 of 2009 authorized utilization of $86.2 million
from the Budget Stabilization Fund; Act 478 of 2009 provides for $8 million in tax credits. Expenditures-Fiscal Year 2009-
2010: Interim Emergency Board carry-forward balance $3.3 million; Carry-fonvard mid-year adjustments $91.2 million;
Capital Outlay carry-fonvards $733.6 million

Maine Revenue and expenditure adjustments reflect legislatively authorized transfers.

Maryland Revenue adjustments reflect a $18.5 million reimbursement from the reserve for Heritage Tax Credits, $6 million
relmbursement from the reserve for Biotechnology Tax Credits, transfer of $210 million from the State Reserve Fund,
approved transfers of $216.3 million, and proposed transfers of $267.3 million from other special funds.

Massachusetts Includes budgeted fund balances.

Michigan FY 2010 revenue adjustments include the impact of federal and state law changes ($55.1 million); revenue sharing law
changes ($513.9 million); deposits from state restricted revenue ($527.6 million); and pending revenue options ($55.3

million).

Minnesota Ending balance includes cash flow account of $350 million. FY 2010 includes $1,610.3 million in federal stimulus funds that
were used to offset general fund spending.

Missouri Revenue Adjustments: includes on-going transfers from other funds into GR Expenditure Adjustments: reflects the amount
of expenditure restrictions placed on appropriations.
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NOTES TO TABLE A-3 (continued)

Nebraska Revenue adjustments are transfers between the General Fund and other funds. The Revenue adjustment also includes a
$112 million transfer from the General Fund to the Property Tax Credit Cash Fund. Expenditure adjustments are
reappropriations ($265.6 million) of the unexpended balance of appropriations allowed by the Legislature to be carried over
into FY2010 to offset restrained growth in new appropriations.

New Jersey Transfer to other funds. In keeping with past practice, and to ensure consistency in survey results over time, the figures
above exclude New Jersey's Casino Revenue Fund, Casino Control Fund and Gubernatorial Elections Fund.

New Mexico All adjustments are transfers between reserve accounts, except for (1) $48.6 million transferred out from Tobacco
Settlement Permanent Fund, a.reserve account to the Tobacco Settlement Program Fund, a nonreserve account; (2) $15
million transferred from the appropriation account to the College Affordability Fund; and (3) $20 million transferred from the
appropriation account to the public school capital outlay fund.

New York The ending balance includes $1.2 billion in rainy day reserve funds, $78 million in a community projects fund, $73 million
reserved for debt reduction and $21 million in a reserve for litigation risks.

North Dakota Revenue adjustments are a $295 million transfer from the permanent oil tax trust fund to the general fund.

Oregon Oregon budgets on a biennial basis. The constitution requires the state to be balanced at the end of each biennium.
Revenues include recently passed income tax increases. These tax increases could be referred to the voters through the
referendum process, resulting in a special January 2010 election.

Pennsylvania The FY 2010 enacted budget transfers $755 million from the Rainy Day Fund to the General Fund. This amount is included
in FY2010 revenues.

Puerto Rico The General Fund Budget excludes a $2.5 billion Stabilization Fund that will facilitate the orderly implementation of certain
expense reduction measures adopted by the government of the Commonwealth pursuant to Act No. 7 of March 9, 2009.
The Stabilization Fund will provide (i) $1 billion to finance the cost of transitioning public employees to non-governmental
sectors and providing vouchers for re-training, self-employment, relocation and salary subsidy alternatives, and (ii) $1.5
billion to cover payroll and operating expenses that are expected to be reduced through fiscal year 2010, but whose savings
will not be realized in such fiscal year. The Stabilization Fund will be funded with proceeds from the bonds issued by the
Puerto Rico Sales Tax Financing Corporation.

Rhode Island Opening balance includes a free surplus of ($61.8) million and reappropriations of $998,144 from the prior year.
Adjustments to revenues reflect transfers to the Budget Stabilization Fund.

South Dakota Adjustments in Revenues: $3.9 million was from one-time receipts.

Tennessee Revenue adjustments include $55 million transfer from Rainy Day Fund. Expenditure adjustments include $40.1 million
transfer to capital outlay projects fund and $17.8 million transfer to dedicated revenue appropriations.

Texas Expenditure adjustment related to transfers to the Rainy Day Fund.

Utah Includes transfers from previous year balance, to/from Rainy Day Fund, and special revenue funds.

Vermont Revenue adjustments include -$0.5 million VEDA debt forgiveness, $15.7 million for direct applications and transfers in,
$13.1 other bills revenue, $5.5 million increase in property transfer tax revenue estimate. Expenditure adjustments include
$3.3 million to the Next Generation Fund, $1.2 from the Bond Issuance Premium Reserve, $3.1 million from Human
Services Caseload Reserve, $0.4 million to Internal 8ervice Funds, $2.7 million from the Budget Stabilization Reserves.

Washington Fund transfers between General Fund and other accounts.

West Virginia Fiscal Year 2010 Beginning balance includes $432.6 million in Reappropriations, Unappropriated Surplus Balance of $22.2
million, and FY 2009 13th month expenditures of $26 million. Expenditures include Regular appropriations and $26 million
of 31 day prior year expenditures. Ending Balance is the amount that is available for appropriation (From FY 2010 revenue
estimate and from surplus (previous year} general revenue) and reappropriations carried forward from FY 2009. Historically
some carried forward reappropriation amounts will remain and be reappropriated to the next fiscal year.

Wisconsin Act 28 Budget Bill. Revenue adjustments include Tribal Gaming, $19.5 million, and Other, $811.8 million. Expenditure
Adjustments include estimated lapses, -$592 million, and Compensation Reserve, $47.3 million.

Wyoming Wyoming budgets on a biennial basis, to arrive at annual figures assumptions and estimates were required.
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TABLE A-4
General Fund Nominal Percentage Expenditure Change,
Fiscal 2009 and Fiscal 2010*

Region/State
Fiscal Fiscaf
2009 2010

NEW ENGLAND
Connecticut 3.1% 3.2%
Maine -3.6 -3.0
Massachusetts -1.9 -2.5

New Hampshire 2.1 0.1
Rhode Island - 11.9 0.0
Vermont -4.5 -5.1

MID-ATLANTIC
Delaware -3.7 -1.8

Maryland -0.9 -6.7
New Jersey -10.6 -3.5
New York 2.3 0.6
Pennsylvania - 0.4 -7.0

GREAT LAKES
Illinois 10.3 -16.1

Indiana 2-3 -1.0

Michigan -13.8 -5.2

Ohio 4.6 -6.7

Wisconsin -5.8 4.7

PLAINS
Iowa 0.8 -2.8

Kansas 1.0 -8.9

Minnesota -0.5 -11.0

Missouri 4.7 -7.0

Nebraska 2.5 1.6

NorthDakota 2.7 28.7

South Dakota -1.9 -1.7

SOUTHEAST
Alabama -13.3 -4.1

ArkanSas 1.9 1.7
Florida -13.5 -11.6

Georgia -10.2 -1.2

Kentucky -3.1 -6.3

Louisiana -2.6 -3.9

Mississippi 0.6 -5.3

North Carolina -4.2 -32

South Carolina -19.6 1.0

Tennessee - 1.6 -7.5

Vlrginia -7.6 -0.6

West Virginia 5.9 -4.2

SOUTHWEST
Arizona -12.6 0.0

New Mexico 0.7 -8.9
Oklahoma 1.4 -10.4

Texas 7.5 -15.5

ROCKY MOUNTAIN
Colorado 0.2 -6.9

Idaho -2^6 -7.8
Montana -10.2 0.0

Utah -16.7 -6.6

Wyoming 0.9 0.0

FAR WEST
Alaska -5.7 -15.9

California -11.1 -7.6

Hawaii -0.6 -14.4

Nevada 3.9 -9.0

Oregon -16.3 18.6

Washington 0.0 1.6
TERRITORIES

Puerto Rico 4.4 -19.1

Average -3.4% -5.4%
NOTE: 'Fiscal 2009 reflects changes from fiscal 2008 expenditures

reflects changes from fiscal 2009
expenditures

expenditu es n(p elim inary actual) to
fiscal 2010 expenditures (appropriated).

SOURCE: National Association of State Budget Officers.



^

w
J

Q

=.ma

^QLL

8b

op,

aQ

8 a

a
N

Q

S

U

LL

x

x

w

x

x

x

Ii

x

x

x

X

x

x

w

x

wa

E

x

x

x

^

E

x

Z

x

x

X

x

x

x

U

w

x

>4

X

^O

^

x

X

x

X

ww

X

w

x

x

>G

w

X

X

x

w

X

Y

Z

x

X

x

x

Y

F

X

x

X

x

>G

X

x

x

x

x

X

x

x

x

x

X

X

X

x

X

X

a°

X

x

X X

x

2

w

n
Z

0

O

m

.

x

x >c

x

x

6

XX

x

x

w

x

x

x

fC

x

X

x

x

X

JG

THE FISCAL SURVEY OF STATES: DECEMBER 2009 41

x

M

x

x

w

w

Z

X

X

x

x

N

M

x

X

>4

)G

YI

x

x

X

x

x

x

x

N

x

x

N Q
O H

X

x

%

W

x

x

X

U

X

x

x

x

x

w

x

X

x

c]

x

x

x

x

x

x

x

w

x

X

a

X

x

o`

x

ol

x

x

m

b
N

N

n

r

N
N

m

WQ

Orc

r

W6

m

m

m

W

N

ro

F



THE FISCAL SURVEY OF STATES: DECEMBER 2009 42

NOTES TO TABLE A-5a
Arizona FY 2010 strategies also include asset sale/lease back.

California FY 2010 strategies also include borrowing and fund shifts.

Colorado In FY 2009-2010 the 2 percent of GF spending was of a lower number due to cuts. This lower reserve level was part of the
balancing but it is not checked off here since the fund was not "tapped," the perceived point of the question. ARRA FMAP
funds were moved into expenditure base to offset GF expenditures at the appropriations level.

Delaware Across the board and targeted reductions to existing agency appropriations. Use surpluses from special funds and
deauthorize capital projects.

Hawaii Other actions include carry-over balance from prior fiscal year; restrict general funds CIP; restmcture debt service;
projected furlough savings imposed before the beginning of the fiscal year; and proposed layoff of various positions.

Indiana Strategies implemented in FY 2010 have been taken proactively to prevent a gap.

Michigan FY 2010 strategies include employee concessions (specifics to be determined); closure of state-operated facilities,
elimination of state support for non-core state functions, elimination of pilot programs and programs targeted to specific
geographic areas; reductions in K-12 education and university operations; and increased Federal Medical Assistance

Percentage (FMAP) rate.

Minnesota FY 2010 strategies also include K-12 payment deferrals, administrative actions, and unallotments.

Montana FY 2010 strategies also include Federal ARRA funds helped to fill some budget holes.

Nebraska The employee salary increase level ultimately negotiatedlapproved for most state employees for FY 2010 was equivalent
to a 2.9 percent annual increase. The increase in the employer share of the cost of employee health insurance was
calculated at 10 percent for the fiscal year. With just a few exceptions, the final appropriations for FY 2010 included
adjustments to offset the cost of employee salary and health insurance increases in an effort to provide no or minimal net
increase in appropriations. Agencies will address these budget adjustments in different ways. However, given the
proportion that employee salary and benefit costs are of total agency budgets it is reasonable to assume there will be some
position eliminations. No general inflationary increases were provided which will require further internalizing of costs.

New Hampshire Executive Orders maintaining a general fund freeze on hiring, out of state travel, and equipment purchases have been
continued, as well as a freeze on all centrally managed purchases with a waiver process available for exceptions.

New Jersey FY 2010 strategies also include a salary freeze that is assumed through FY 2010. The FY 2010 Budget applies a similar
cut of $25 million as well as an additional reduction of $40 million for management efficiencies which will affect all

departments.

New Mexico Shifted 1.5 percent of the employer retirement contribution to employees for 2 years (FY 2010 and FY 2011), so net effect
is not a cut in benefits received. Transfer of undesignated balances in earmarked state agency accounts to the general
fund; a significant portion of the cuts in Medicaid were replaced in both FYs by Tobacco Settlement revenue.

New York FY 2010 strategies also include Federal Aid (ARRA).

North Carolina FY 2010 strategies also include ARRA Funds.

Pennsylvania FY 2010 strategies also include Federal ARRA funds, maintain management salary freeze through FY 2010 and enactment
of various one-time revenues and non-broad-based tax increases/ revenue measures.

Rhode Island Negotiations for FY 2010 furloughs are in progress. Deferred actuarial funding of retiree health benefits and pension reform
by restricting minimum age of retirement to 62 with "proportionality" for current employees. Reductions to operating.
personnel and contract services of 6.25 percent, 6.25 percent, and 10 percent, respectively. Shift Medicaid expenditures
and education aid to federal stimulus (ARRA).

South Dakota FY 2010 strategies also include use of the State Fiscal Stabilization Fund.

Tennessee FY 2010 strategies also include tax adjustments; U. S. Economic Recovery Funds; base budget reductions; and additional

agency reversion.

Texas FY 2010 strategies also include use of American Recovery and Reinvestment Act funds.

Vermont FY 2010 strategies also include retirement incentive, Human Services Caseload Reserve funds, and the American
Recovery and Reinvestment Act.

Washington Salaries were not increased rather than reduced

West Virginia Backfill education reductions with federal stabilization funds.

Wisconsin Combined Reporting ($75.6 million), Streamlined sales and use tax ($4.0 million), Tax on Digital Products ($4.2 million),
Software Tax ($28.3 million).
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NOTES TO TABLE A-5b
Arizona FY 2010 strategies also include asset sale/lease back.

California FY 2010 strategies also include borrowing and fund shifts.

Colorado In FY 2009-2010 the 2 percent of GF spending was of a lower number due to cuts. This lower reserve level was part of the
balancing but it is not checked off here since the fund was not "tapped," the perceived point of the question. ARRA FMAP
funds were moved into expenditure base to offset GF expenditures at the appropriations Ievel.

Delaware Across the board and targeted reductions to existing agency appropriations. Use surpluses from special funds and
deauthorize capital projects.

Hawaii Other actions include carry-over balance from prior fiscal year; restrict general funds CIP; restructure debt service;
projected furlough savings imposed before the beginning of the fiscal year; and proposed layoff of various positions.

Indiana Strategies implemented in FY 2010 have been taken proactively to prevent a gap.

Michigan FY 2010 strategies include employee concessions (specifics to be determined); closure of state-operated facilities,
elimination of state support for non-core state functions, elimination of pilot programs and programs targeted to specific
geographic areas; reductions in K-12 education and university operations; and increased Federal Medical Assistance
Percentage (FMAP) rate.

Minnesota FY 2010 strategies also include K-12 payment deferrals, administrative actions, and unallotments.

Montana FY 2010 strategies also include Federal ARRA funds helped to fill some budget holes.

Nebraska The employee salary inorease level ultimately negotiated/approved for most state employees for FY 2010 was equivalent
to a 2.9 percent annual increase. The increase in the employer share of the cost of employee health insurance was
calculated at 10 percent for the fiscal year. With just a few exceptions, the final appropriations for FY 2010 included
adjustments to offset the cost of employee salary and health insurance increases in an effort to provide no or minimal net
increase in appropriations. Agencies will address these budget adjustments in different ways. However, given the
proportion that employee salary and benefit costs are of total agency budgets it is reasonable to assume there will be some
position eliminations. No general inflationary increases were provided which will require further internalizing of costs.

New Hampshire Executive Orders maintaining a general fund freeze on hiring, out of state travel, and equipment purchases have been
continued, as well as a freeze on all centrally managed purchases with a waiver process available for exceptions.

New Jersey FY 2010 strategies also include a salary freeze that is assumed through FY 2010. The FY 2010 Budget applies a similar
cut of $25 million as well as an additional reduction of $40 million for management efficiencies which will affect all

departments.

New Mexico Shifted 1.5 percent of the employer retirement contribution to employees for 2 years (FY 2010 and FY 2011), so net effect
is not a cut in benefits received. Transfer of undesignated balances in earmarked state agency accounts to the general
fund; a significant portion of the cuts in Medicaid were replaced in both FYs by Tobacco Settlement revenue.

New York FY 2010 strategies also include Federal Aid (ARRA).

North Carolina FY 2010 strategies also include ARRA Funds.

Pennsylvania FY 2010 strategies also include Federal ARRA funds, maintain management salary freeze through FY 2010 and enactment
of various one-time revenues and non-broad-based tax increases/ revenue measures.

Rhode Island Negotiations for FY 2010 furloughs are in progress. Deferred actuarial funding of retiree health benefits and pension reform
by restricting minimum age of retirement to 62 with "proportionality" for current employees. Reductions to operating.
personnel and contract services of 6.25 percent, 6.25 percent, and 10 percent, respectively. Shift Medicaid expenditures
and education aid to federal stimulus (ARRA).

South Dakota FY 2010 strategies also include use of the State Fiscal Stabilization Fund.

Tennessee FY 2010 strategies also include tax adjustments; U. S. Economic Recovery Funds; base budget reductions; and additional
agency reversion.

Texas FY 2010 strategies also include use of American Recovery and Reinvestment Act funds.

Vermont FY 2010 strategies also include retirement incentive, Human Services Caseload Reserve funds, and the American
Recovery and Reinvestment Act.

Washington Salaries were not increased rather than reduced.

West Virginia Backfill education reductions with federal stabilization funds.

Wisconsin Combined Reporting ($75.6 million), Streamlined sales and use tax ($4,0 million), Tax on Digital Products ($4.2 million),
Software Tax ($28.3 million).
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TABLE A-6
Number of Filled Full-Time Equivalent Positions in All Funds at the End of Fiscal 2008 to Fiscal 2010**

Reqion/State Fiscal 2008 Fisca12009

Percent
Change,

Fiscal2010 2008-2009

Percent
Change,

2009-2010

Includes Higher
Education

Faculty

State-
Administered

Welfare System

NEW ENGLAND
Connecticut 55,588 55,688 NA 0.18% NA X X

Maine 14,169 14,007 13,895 -1.15% -0.79%

Massachusetts 68,959 66,108 66,108 -4.13% 0.130% X X

NewHampshire 11,394 11,294 12,169 -0.88% 7.75% X

Rhode Island' 13,632 12,873 14,078 -5.57% 9.36% _ X X

Vermont 8,383 8,078 7,728 -3.64% -4.33% X

MID-ATLANTIC
D I are'eaw 31 603 31 ,693 30,823 0.29% -2.75% X x

Maryland 77,111 76,344 75,803 -0.99% -0.71% X X

New Jersey' 78,335 75,514 NA -3.60% NA

New York 199,800199,900190,300 0.05% -4.80% X

Pennsylvania* 83,809 83,887 8T237 0.09% -3.16% X

GREAT LAKES
Illinois 54,617 53,350 55,655 -2.32% 4.32% X

Indiana 32,157 30,648 30,000 -4.69% -2.11% x

Michi an 625 49,08849 49,500 -1.08% 0.84% X
g

Ohio

,
61,000 59,000 58,000

Wisconsin7 61,428 61,984 61,935 0.91% -0.08% X

PLAINS
Iowa 44,519 44,872 46,537 0.79% 3.71°/ X X

Kansas 42,904 43,232 43,023 0.76% -0.48% X X

Minnesota 35,782 34,034 NA -4.89% NA

Missouri 58,944 58,989 58,628 0.08% -0.61% X

Nebraska* 17,463 17,833 NA 2^12% NA X

North Dakota 7,513 7,586 8,195 0.97% 8.03% X X

South Dakota 699 13,77513 14,466 0.56% 5.01% X X

SOUTHEAST
Alabama

,

39,736 39,353 39,350 -0.96% -0.01% X

Arkansas 31,195 31,658 34,644 1.48%
61%-0

9,43%
34%12

X

X
Florida*

iaGeor

114,757 114,06112
109,604 103,39210

.8,131
0,643 -5.67%

.
-2.66% X X

g
Kentucky 33,900 32,100 31,500 -5.31% -1.87%

Louisiana 205 45,21545 43,870 0.02% -2.97% X

Mississippi

,
32,784 32,247 NA -1.64%

NA NA

NA
NA

X

North Carolina
South Carolina

NA NA
927 61,19762 61,135 -2.75% -0.10% X X

Tennessee

,
47,233 44,663 44,700 -5.44% 0.08% X

X
iniaVir 130 114,72411117 4,601 -2.05% -0.11% X

g
West Virginia

,
35,694 36,358 36,594 1.86% 0.65% X X

SOUTHWEST
Arizona` 51,904 52,420 0.99%48,773 -6.96% X X

New Mexico 24,952 24,723 27,333 -0.92°0 10.56% x

Oklahoma' 920 39,41738 38,066 1.28% -3.43%

Texas

,
226,127 238,204237,389 5.34% -0.34% X X

ROCKY
Colorado* 49,489 50,946 52,430 2.94% 2,91% X

Idaho 18,214 18,444 18;470 1.26% 0.14% X X

Montana 13,825 13,904 13,543 0.57% -2.60% X

Utah 20,619 20,527 20,097 -0.44% -2.10%

Wyoming 7,413 7,158 7,158 -3.44% 0.00% X X

FAR WEST
Alaska 21,192 21,453 21,534 1.23% 0.38% X X

California 359,277 363,734362,714 124%
37%408 1

-0.28%
-0 27%

X
X

x

Hawaii'
Nevada

.45,908 46,535 46,
26,408 25,966 25,389 -1.67%

.
-2.22% X

X

Oregon 49,403 49,915 49,839 1.04% -0.15% X X
X

Washington 111,420 112,521108,921 0.99% -3.20% X

TERRITORIES
Puerto Rico

0 29%
212,879 213,502211,469

_p 950^ y X

Total•'• 2,637,717 2,635,297 2,631,311

NOTES: NA indicates data are not available.
'See Notes to Table A-6. "Unless otherwise noted, fiscal 2008 reflects actual figures, fisca12009 reflects preliminary actuals and fisca12010
reflects appropriated figures. "*Totals exclude states that were not able to provide data for all three years.

SOURCE; National Association of State Budget Officers.
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NOTES TO TABLE A-6
Arizona The reductions did not actually reduce the authorized FTE counts.

Delaware Includes a legislatively mandated FTE reduction during the course of the fiscal year.

Colorado Reflects appropriation, not actual.

Florida The increase in positions is a result of bringing the County Health Units and Office of Disability Determinations back on-line
and are accounted for in the General Appropriations Act for Fiscal Year 2009-2010.

Hawaii Data reflect appropriated permanent positions.

Nebraska Appropriations bills do not limit authorized FTE to a specific number.

New Jersey Continued attrition and management efficiencies will reduce the FY 2009 Actual.

Oklahoma This is the year-to-date average. Employees are not counted within state administered welfare program outside of the TANF
program.

Pennsylvania Figures reflect total authorized positions on a full-time equivalent basis.

Rhode Island Excludes research positions supported by 3rd party funds.

Wisconsin PMIS reporting of filled positions for PP13-09 (FY 2009) as reported to the Legislative Audit Bureau and June 16 UW
vacancy report. Totally authorized positions for FY 2010 is 69,350.
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TABLE A-7

Number of States with Revenues Higher, Lower or on Target with Projections*

Fiscal 2009 Fiscal 2010

Lower 42 31

On Target 4 11

Higher 3 5

NOTE: *Fiscal 2009 reflects whether revenues from all sources came in higher, lower, or on target with projections. Fiscal 2010 reflects whether
2009 collections thus far have been coming in higher, lower, or on target with projections. Not all states reported data for Fiscal 2009 and Fiscal
2010.
SOURCE: National Association of State Budget Officers.
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TABLE A-8
Fiscal 2009 Tax Collections Compared with Projections Used in Adopting Fiscal 2009 Budgets (Millions)'*

Re ion/State
NEW ENGLAND

Connecticut
Maine
Massachusetts
New Hampshire
Rhode Island
Vermont

MID-ATLANTIC
Delaware
Maryland
New Jerse *
New York
Pennsylvania

GREAT LAKES
Illinois
Indiana*
Michigan*
Ohio
Wisconsin

PLAINS
Iowa
Kansas
Minnesota
Missouri
Nebraska
North Dakota
South Dakota

SOUTHEAST
Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana
Mississippi
North Carolina
South Carolina
Tennessee*
Virginia
West Virginia

SOUTHWEST
Arizona
New Mexico
Oklahoma
Texas

ROCKY MOUNTAIN
Colorado
Idaho
Montana
Utah

oming

FAR WEST
Alaska
California
Hawaii
Nevada
Ore on
Washington

TERRITORIES
Puerto Rico

Total****

Sales Tax Personal Income Tax Corporate Income Tax

Original
Estimate

Current
Estimate

Original
Estimate

Current
Estimate

Original
Estimate

Current
Estimate

Revenue
Collection'**

$ 3 748 $ 3 319 $ 7 676 $ 6 386 $ 792 $ 616 L
983 975 1,282 1,243

10 584
149

1 705
143
5491

L
L4,286 3,869 12.762 , . , ,

NA NA NA NA 320 250 L

823 808 971 941 112 104 L
229 214 588 530 59 66 L

NA NA 1038 913 92 134 L

4,034 3,611 7,445 6 782 673 582 L

9,136 * 12,700 ' 2,898

10,914 10,274 38,149 36,1540 6 559 5 556 L

8,731 8,136 11,489 10,199 2,321 1,980 L

2977 6,773 1 D 432 9.223 1,937 1,710 L,
6,726 6,153 4,934 4,314 947 839 L

6,645 6,212 7,010 6,058 2,661 2,160 L

7,948 7,113 9,201 7,628 522 521 L

4,479 4,084 7,106 6,223 860 630 T

2055 2 327 351 3,331 424 417 L

1,940 1,925 2,775 2,682 255 240 L

4,601 4,378 7,767 7,012 969 710 L

1,937 1,813 5,448 4,876 471 358 L

1,359 1,326 1,750 1,600 215 199 L

537 622 255 375 70 99 H

676 659 NA NA NA NA L

2 114 1,796 3 245 2,661 481 427 L

2,185 2,081 2,295 2,239 306 334 L

19,093 16,531 NA NA 2,223 1,833 L

5,594 5,343 8,479 7,815 729 695 L

2,978 2,858 3,473 3,315 513 268 L

2,891 2,841 2,873 2,831 969 881 T

2,019 1,922 1,617 1,475 628 422 L

5,049 4,678 10,895 9,470 1,095 836 L

2,699 2,248 2,970 2,327 249 207 L

7,019 6,331 262 221 1,664 1,369 L

3,226 2,961 10,777 9,697 706 685 L

1,222 1,159 1,585 1,653 315 285 T

4,644 3,756 3,615 2 568 841 592 L

2,404 2,310 1,140 1,015 399 200 L

1,701 1,647 2,165 2,014 289 266 L

21,167 21,700 NA NA NA NA L

9291 1,931 4,239 4 333 331 293 H,
1,042 1,022 1,223 1,168 157 141 L

16 15 853 815 157 166 L

1,821 1,544 2,769 2,323 330 281 T

485 522 NA NA NA NA H

NA NA NA NA $810 $685 L

26,813 54,380 11,926 L

2,590 2,418 1,529 1,338 83 54 L

1,164 NA NA NA NA L

NA NA 6,375 5,117 432 244 L

8,508 7,330 NA NA NA NA L

911 865 2 770 2 614 1 751 1,364 L

$182,341 $169,534 $210,807 $192,133 $ 35,729 $ 30,026 -

NOTES: NA indicates data are not available because, in most cases, these states do not have that type of tax.'See Notes to Table A-8. °Unless
otherwise noted, original estimates reflect the figures used when the fiscal 2009 budget was adopted, and current estimates reflect preliminary actual tax
collections. ***Refers to whether preliminary actual fiscal 2009 collections of Sales, Personal Income and Corporate Income Taxes were higher than,
lower than, or on target with original estimates. "*' Totals include only those states with data for both original and cunent estimates for fiscal 2009.
Key: L=Revenues lowerthan estimates. H=Revenues higher than estimates. T=Revenues on target.

SOURCE: National Association of State Budget Officers.
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NOTES TO TABLE A-8
Indiana Sales tax revenues include revenue from the one penny increase in the sales tax rate effective April 1, 2008. The increase

was part of the property tax reform plan that shifted over $1 billion of expenses from local units to state government.

Michigan The fiscal 2010 enacted budget is based on the May 2009 consensus estimates and is net of all enacted tax changes. Tax
estimates represent total tax collections. Sales tax collections are for the Michigan sales tax only and do not include
collections from Michigan use tax. Michigan does not have a Corporate Income tax; estimates are for the Michigan
Business Tax that replaced Michigan's Single Business Tax effective December 2007. The fiscal 2010 revenues appear to
be lower than May 2009 consensus revenue estimates: updated fiscal 2010 revenue figures will be released at the next
regularly scheduled consensus revenue conference in January 2010.

New Jersey These numbers are still being developed and researched.

Tennessee Corporate Income Tax includes excise tax and franchise tax. Sales tax, personal income tax and corporate excise tax are
shared with local governments.
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TABLE A-9

Comparison of Tax Collections in Fiscal 2008, Fiscal 2009, and Enacted Fiscal 2010 (Millions)**
Sales Tax PersonaJlncome Tax Co rporate Income Tax

Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal

Re ion/State 2008 2009 2010 2008 2009 2010 2008 2009 2010

NEW ENGLAND
Connecticut $ 3,582 $ 3,319 $ 3,167 $ 7,513 $ 6,386 $ 6,631 $ 734 $ 616 $ 722

Maine 1,035 975 995 1,444 1,243 1,445 185 143 145

Massachusetts 4,087 3,869 4,664 12,484 10,584 10,380 1,513 1,549 1,455

New Hampshire NA NA NA NA NA NA 317 250 258

Rhode Island 844 808 815 1,074 941 963 150 104 113

Vermont 226 214 211 622 530 502 75 66 48

MID-ATLANTIC
Delaware NA NA NA 1,007 913 936 179 134 47

Maryland 3,675 3,611 3,605 6,940 6,782 6,602 552 582 556

NewJersey' 8,916 ' 8,579 12,606 ' 10,393 3,133 * 2,440

New York 10,592 10,274 10,389 36,564 36,840 37,239 6,018 5,556 5,495

Pennsylvania 8,497 8,136 8,391 10,908 10,199 10,277 2,418 1,980 1,878

GREAT LAKES
Illinois 7,215 6,773 6,394 10,320 9,223 9,206 1,860 1,710 1,133

Indiana 5,686 6,153 6,132 4838 4,314 4,289 910 839 800

Michigan 6,773 6,212 6,067 7,226 6,058 5,354 2,466 2,160 2,214

Ohio 7,614 7,113 7,000 9,115 7,628 7,053 753 521 100

Wisconsin" 4,268 4,084 4,089 6,714 6,223 6,231 838 630 717

PLAINS
Iowa 2,000 2,327 2,398 3,360 3,331 3,311 484 417 394

Kansas 1 958 1 , 925 1,931 2,897 2,682 2,775 432 240 268

Minnesota
,

4,571 4,378 4,157 7 , 759 7,012 7,043 1,020 710 448

Missouri 1,931 1,813 1,861 5,210 4,876 5,122 459 358 410

Nebraska 1,322 1,326 1,344 1,726 1,600 1,675 233 199 170

North Dakota 555 622 598 307 375 321 141 99 120

South Dakota 645 659 659 NA NA NA NA NA NA

SOUTHEAST
Alabama 2,067 1,796 1,959 2,971 2,661 2,883 501 427 347

Arkansas 2,170 2,081 2,139 2,345 2 , 239 2,189 318 334 324

Florida 18 429 16 531 15 902 NA NA NA 2,217 1,833 1,508

Georgia
,

5,797 5,343 5,213 8,830 7 ,815 8,338 942 695 543

Kentucky 2,878 2,858 3,087 3,483 3,315 3,630 435 268 506

Louisiana 2,864 2,841 2,614 3169 2,831 2,557 940 881 517

Mississi i 1,947 1,922 1,924 1,542 1,475 1,535 501 422 379

NodhCarolina 4,982 4,678 5 , 374 10,902 9,470 11,386 1,112 836 1,192

South Carolina 2,463 2,248 2,192 2,864 2 327 2,469 269 207 129

Tennessee 6,851 6,331 6414 292 221 188 1,620 1,369 1,340

Virginia 3,076 2,961 3,157 10,115 9697 1,034 808 685 724

West Virinia 1,155 1,159 1,194 1,614 1,653 1,617 400 285 235

SOUTHWEST
Arizona 4,354 3,756 3,800 3,407 2,568 2,577 785 592 597

NewMexico 2,323 2,310 2,428 1,214 1,015 1,237 355 200 273

Oklahoma 1,612 1,647 1,754 2,239 2,014 2,044 279 266 307

Texas 21,604 21,700 21812 NA NA NA 0 NA NA

ROCKY MOUNTAIN
Colorado 2,127 1,931 2,031 4,974 4,333 4,281 508 293 285

Idaho 1,142 1,022 1,026 1,430 1,168 1,212 190 141 162

Montana 17 15 17 867 815 841 160 166 116

Utah 1,739 1,544 1,473 2,612 2,323 2,260 416 281 274

Wyoming 505 522 506 NA NA NA NA NA NA

FAR WEST
Alaska NA NA NA NA NA NA 789 685 510

California 26,613 24,612 54,182 45,275 11,849 9,783

Hawaii 2 619 2418 2,279 1,544 1,338 1,352 85 54 60

Nevada
,
986 815 NA NA NA NA NA NA

Oregon 0 NA NA 4,973 5,117 5,496 441 244 324

Washington 8,216 7,330 7,551 NA NA NA NA NA NA

TERRITORIES
PuertoRico 911 865 606 $2 , 793 2,614 2,614 1,566 1364 1,541

Tntal*"' $177,951 $169,534 $170,690 $208,404 $191,220 $186,479 $ 35,803 $ 30,026 $ 28,141

NOTES: NA indicates data are not available because, in most cases, these states do not have that type of tax. '8ee Notes to Table A-9. **Unless
otherwise noted, fiscal 2008 figures reflect actual tax collections, 2009 figures reflect preliminary actual tax collections estimates, and fiscal 2010
figures reflect the estimates used in enacted budgets. ""Totals include only those states with data for all years.

SOURCE: National Association of State Budget Officers.
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NOTES TO TABLE A-9
New Jersey These numbers are still being developed and researched.

Wisconsin Preliminary Actuals FY 2009 from FY 2009 AFR Exhibit A-1. FY 2010 estimates from Table 7, 2009 Wisconsin Act 28 2009-
11 State Budget Summary Tables and charts.
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TABLE A-9a

hanges Comparison of Tax Collections in Fiscal 2008, Fiscal 2009, and Enacted Fiscal 2010*
Sales Tax Persona! Income Tax Corporate Income Tax

Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal

Region/State 2008 2009 2010 2008 2009 2010 2008 2009 2010

NEW ENGLAND
Connecticut 2.5% -7.4% -4.6% 11.3% -15.0% 3.8% -17.6% -16.1% 17.2%

Maine 1.4% -5.8% 2.0% 6.6% -13.9% 16.3% 0.3% -22.4% 1.1%

Massachusetts 0.5% -5.3% 20.6% 9.5% -15.2% -1.9% -4.7°/ 2.4% -6.0%

New Hamshire NA NA NA NA NA NA 10.4% -21.1% 3.0%

Rhode Island -3.3% -4.3% 0.9% 0.8% -12.4% 2.4% 1.6% -30.6% 8.2%

Vermont 1.4% -5.1% -1.7% 7.1% -14.8% -5.4% 2.5% -11.3% -27.2%

MID-ATLANTIC
Delaware NA NA NA -0.1% -9.3% 27.2% -24.8% -65.0%

Maryland 7.5% -1.7% -0.2% 3.9% _-2.3% -2.6% -6.5% 5.5% -4.6%

New Jersey 3.6% * * 7.5% * -2.3%

NewYork 5.4% -3.0% 1.1% 5.7% 0.8% 1.1% -7.0% -7.7% -1.1%

PennsIvania -1.1% -4.2% 3.1% 6.3% -6.5% 0.8% -3.0% -18.1% -5.2%

GREAT LAKES
Illinois 1.1% -6.1% -5.6% 9.7% -10.6% -0.2% 6.3% -8.1% -33.7%

Indiana 5.7% 8.2% -0.3% 4.8% -10.8% -0.6% -7,9% -7.8% -4.6%

Michigan 3.4% -8.3% -2.3% 12.2% -16.2% -11.6% 35.8% -12.4% 2.5%

Ohio 2.6% -6.6% -1.6% 2.6% -16.3% -7.5% -30.1% -30.8% -80.8%

Wisconsin 2.6% -4.3% 0.1% 2.1% -7.3% 0.1% -5.9% -24.8% 13.8%

PLAINS
Iowa 4.7% 16.4% 3.0% 8.9% -0.9% -0.6% 13.9% -13.9% -5.4%

Kansas -4.6% -1.7% 0.3% 6.9% -7.4% 3.5% -2.3% -44.4% 11.6%

Minnesota 1.4% -4.2% -5.1% 7.3% -9.6% 0.4% -12.9% -30.4% -37.0%

Missouri -1.2% -6.1% 2.6% 5.9% -6.4% 5.0% 0.2% -22.0% 14.5%

Nebraska 1.4% 0.3% 1.3% 4.6% -7.3% 4.7% 9.3% -14.8% -14.5%

North Dakota 8.6% 12.1% -3.9% -2.5% 22.1% -14.4% 16.5% -29.8% 21.2%

South Dakota 6.9% 2.2% 0.1% NA NA NA NA NA NA

SOUTHEAST
0%1 1%-13 1%9 1.1% -10.4% 8.3% 10.2% -14.8% -18.7%

Alabama
Arkansas

.-
-3.5%

.
-1.4%

.
2.8% 8.1% -4.5% -2.2% -5.9% 5.1% -3.1%

Florida NA NA NA -9.3% -17.3% -17.8%

Georgia -2.0% -7.8% -2.4% 0.1% -11.5% 6.7% -7.6% -26.2% -21.9%

Kentucky 2.1% -0.7% 7.3% 14.5% -4.8% 9.5% -56.0% -38.4% 88.8%

Louisiana -9.2% -0.8% -8.0% -2.7% -10.7% -9.7% -10.7% -6.2% -41.3%

Mississippi 0.9% -1.3% 0.1% 4.5% -4.4% 4.1% 3.3% -15.7% -10.3%

North Carolina -0.3% -6.1% 14.9% 3.8% -13.1% 20.2% -23.4% -24.8% 42.6%

South Carolina -6.4% -8.7% -2.5% -0.6% -18.8% 6.1% 2.7% -22.9% -37.7%

Tennessee 0.5% -7.6% 1.3% 17.7% -24.2% -15.0% -8.3% -15.5% -2.1%

Virginia 0.9% -3.7% 6.6% 3.3% -4.1% -89.3% -8.2% -15.2% 5.7%

WestVir inia 11.6% 0.3% 3.0% 14.2% 2.4% -2.1% 8.6% -28.9% -17.4%

SOUTHWEST
Arizona -2.3% -13.7% 1.2% -8.8°/n -24.6% 0.3% -20.5% -24.5% 0.8%

New Mexico 0.4% -0.6% 5.1 % 2.8 % -16.4% 21.8% -22.9% -43.6% 36.6%

Oklahoma 5.3% 2.2% 6.5% -4.2% -10.1% 1.5% -35.9% -4.8% 15.7%

Texas 7.0% 0.4% 0.5% NA NA NA NA NA NA

ROCKY MOUNTAIN
Colorado -3.8% -9.2% 5.2% 2.1% -12.9% -1.2% 2.0% -42.4% -2.5%

Idaho 6.0% -10.5% 0.4% 2.1% -18.3% 3.8% -0.3% -25.7% 14.9%

Montana 0.9% -7.1% 7.7% 4.6% -5.9% 3.1% -9.7% 3.8% -30.5%

Utah -6.4% -11.2% -4.6% 1.5% -11.1% -2.7% -2.2% -32.5% -2.5%

Wyoming 5.4% 3.4% -3.1% NA NA NA NA NA NA

FAR WEST
Alaska NA NA NA NA NA NA 2.2% -13.1% -25.5%

California -3.0% 4.3% 6.2%

Hawaii 2.4% -7.7% -5.7% -1.0% -13.4% 1.0% 4.0% -37.1 % 12.1 %

Nevada -1.4% NA NA NA NA NA NA

Oregon NA NA NA -11.1 % 2.9% 7.4% 8.6% -44.7% 32.9%

Washington 4.1% -10.8% 3.0% NA NA NA NA NA NA

TERRITORIES
PuertoRico NA -5.1% -29.9% NA -6.4% 0.0% NA -12.9% 13.0%

Total** 1.2% -4.7% 0.7% 4.7% -8.2% -2.5% -6.2% -16.1% -6.3%

NOTES: NA indicates data are not available because, in most cases, these states do not have that type of tax. *Unless othenvise noted, fiscal
2008 figures reflect actual tax collections, 2009 figures reflect preliminary actual tax collections estimates, and fisca12010 figures reflect the
estimates used in enacted budgets. **Totals include only those states with data for all years.

SOURCE: National Association of State Budget Officers.
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TABLE A-10

State Employment Compensation Changes, Fiscal 2010

Across-the- Merit Other
Region/State Board (percent) (percen[)

(peroenU

NEW ENGLAND

Connecticut - 2.5 3.3

Maine - - -

Massachusetts 1.0 - - -

New Hampshire -

Rhode Island 2.5 1.7

Vermont 1.8 - 1.7

MID-ATLANTIC

Delaware -2.5 -

Maryland - - Varied

New Jersey - - 2.0

New York 3.0 - -

Union members agreed to ab.0 percent wage increase for FY 2010.

1.0 percent - Unionized employees starting July 1, 2009. Managers do not
have a merit pool in FY 2010.

No changes to employee compensation packages have been negotiated
that impacted FY 2010. Step increases are included for employees with
average amount of 3.5 percent per year.

Other represents historical average growth due to step and longevity
increases. Negotiations are underway to provide personnel savings in FY
2010 through pay reduction days.

The 1.8 percent increase is a COLA increase. Also, per the state employee
contract, about 56 percent of employees receive annual step increases
worth in aggregate 1.7 percent of statewide salary costs:

Employees were provided 5 days additional leave as a result of the
decrease in salary.

based on their salary level as a result of salary reductions associated with
closing State government for 5 days and furloughs of 3-5 days.

Most employees did not receive an across-the-board increase. Only a small
group (about 200 employees) received a 3.75 percent increase. The ATB
increase of 3.5 percent is being deferred until January 2011. Collective
bargaining negotiations continue with some labor unions.

The State recently reached new labor contracts with most of the State
employee labor unions, which run from 2007 through 2011. There are a
series of step increases within each pay grade until reaching the maximum
salary for the grade. Approximately 33 percent of the workforce is eligible to
receive such increase (i.e., employees who have not reached the job rate).
As part of the 2009-10 Enacted Budget, Management/Confidential (M/C)
employees were withheld their annual salary increase and performance
advancement for the 2009-10 fiscal year. This action exempted most M/C
employees from being subject to statewide workforce reduction plans. Other
compensation changes are driven by personnel transactions, such as
reallocations and reclassifications. An additional employee compensation
amount is usually pro-rated to agencies with M/C employees, allowing those
agencies to give merit awards at their discretion. No M/C employee can
receive more than 5 percent of their annual salary in the form of merit
awards and the agency allocation cannot be divided equally amongst all M/C
employees. The awards are lump sums and are not added to base salary.

Pennsylvania 3.0 2.3 Across-the-board: Non-management employees received a 3 percent
increase effective July 1, 2009. Other: Non-management employees will
receive a 2.25 percent service increment in January 2010.
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TABLE A-10 (continued)

State Employment Compensation Changes, Fiscal 2010

Across-the-
Region/State Board

(percent)

GREAT LAKES

Indiana

Merit Other
(percent) (percent)

- Not yet determined

Notes

- - -Illinois

Michigan 1 percent for - - Some classified employees will receive step increases; pay adjustments for

Ohio

Wisconsin

PLAINS

most classified satisfactory performance in the amounts and at intervals provided for in the
employees; compensation schedule for the employee's classificafion level. Other
contract employees may be eligible for promotion to a higher classification grade and
negotiations with pay level. Career employees receive an annual longevity payment following
enlisted state completion of 6 years of continuous full-time service. The amount of the
police personnel longevity payment varies depending on the number of years of full-time
are in progress, service and is increased in four-year increments.

Ohio's package freezes all hourly pay at FY 2009 levels and requires all
employees to take 10 unpaid leave days during the year. The net impact of
these unpaid leave days is to reduce pay by 3.8 percent.

Iowa - Various - Merit increases are provided on the employee's annual review date until the
maximum of the pay plan is reached, than no additional merit increases are
provided. Since many employees are at the maximum of the pay scale,
adding the across the board and merit increases together provides a
misleading total amount.

Kansas - - 2.5-20 As part of a three-year compensation review, those employees in
classifications most under market in salary comparisons received between
2.5 percent and 20.0 percent pay increase.

Minnesota

Missouri

Nebraska 2.9-4.9 Across-the-board: Most employees covered by collective bargaining and
supervisory/management staff received a 2.9 percent increase effective
7/1/2009; law enforcement employees and related supervisory/management
staff received an average 4.9 percent increase effective 7/1/2009;
employees covered by the Engineering, Science, and Resources Unit of
NAPElAFSCME received a 4.87 percent increase effective 7/1/2009.

North Dakota - - 5.0 $100 per month minimum; salary increases are to be given based on merit
and equity and are not to be given across-the-board.

South Dakota - - - No employee compensation was adopted for FY 2010.
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TABLE A-10 (continued)

State Employment Compensation Changes, Fiscal 2010

Across-the-
Region/State Board

(percent)

SOUTHEAST

1.0

Notes

Alabama - 5 - Annual merit raises have been frozen since January 1, 2009 and are
currently projected to resume January 1, 2010.

Arkansas 5.5 up to 12 - Merit reflect - Exceeds Standards 2.25 percent/ Above Average 1.5 percent/
Satisfactory .75 percent/ Unsatisfactory 0.0 percent and Promotion 10.0
percent. Promotion from Career Service Pay Plan to Executive Pay Plan 12
percent. Across-the-board average from pay plan implementation was 5.5
percent.

Florida

Georgia

Kentucky

Louisiana

North Carolina

South Carolina

Tennessee

Virginia

West Virginia

SOUTHWEST

Arizona

Oklahoma

New Mexico

Oklahoma state employees receive a longevity payment based on years of
service. Agencies have discretion to grant merit pay, withlOPM approval
and within certain guidelines.

Due to declining revenue projections, the state did, not appropriate a
compensation package for FY 2010.

Texas 3.5 - - Limited to state employees associated with Public Safety and Criminal
Justice.

ROCKY MOUNTAIN

Colorado

Idaho

Montana

Utah

Wyoming

4.0

Merit Other
(percent) (percent)

- - State Employees did not receive salary survey increases or performance
based pay.

State health insurance contributions increased by 6 percent per year.

- Agencies will have 3 furlough days by the end of calendar year 2009 to
reduce payroll costs.

- Due to budget reductions.

- Every eligible employee with a total of three (3) or more years of service as
of July 1 of each year receives an annual salary increment equal to $60
times the employee's years of service.

The final year of a 3 year pay package ($1,008 ATB for FY 2010) was
approved for employees of the Division of Corrections, Division of Juvenile
Services and Regional Jail and Correctional Facility Authority.
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TABLE A-10 (continued)

State Employment Compensation Changes, Fiscal 2010

Region/State
Across-the- Merit

Board
(percent) (percent)

Other
(percent)

FAR WEST

Alaska 3.0 1.5-5.0

California - - -13.8

Hawaii - - -5.8

Nevada - -

Oregon - - -2.8

Washington -

TERRITORIES

Puerto Rico - -

Notes

3 percent COLA, merit increases range from 1.5 percent to 5.0 percent
dependent on ratified union contracts. ** Additional contributions for health
insurance, risk management, terminal leave, unemployment insurance and
life insurance (minimal impact on total salary).

1 of 21 bargaining units under contract for 2009-2010. All bargaining units
except Highway patrol, are current in negotiation due to expire contracts and
will take 3 furlough days each month this year. Highway patrol to receive
increases based on salary surveys.

No COLA adjustments were included in the budget and all merit increases
have been suspended.

The 2.8 percent decline is the effect of seven furlough days in 2009-10 for
most employees.

All salary increases are suspended.

All economic benefits are frozen for a period of two years (FY 2010 and
2011).
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TABLE A-11

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Description

SALES TAXES

Arkansas Decrease in state sales tax rate applied to food for home consumption from 3
percent to 2 percent.

Decrease in state sales tax rate applied to manufacturing electricity and
natural gas usage from 4 percent to 3.25 percent.

California One percent increase in state rate.

Connecticut Reduction of the sales tax rate from 6 percent to 5.5 percent, effective
1/1I2010-$129.5 million revenue loss.

Florida Impact of cigarette tax surcharge.

Indiana Change in sales tax exemption for aircraft; Repeal sales tax exemption for
mentidi

Kentucky

a equ p .me

Applied sales tax to sales of packaged liquor.

Louisiana Makes permanent an expiring exclusion from state & local sales taxes for
purchases/leases of educational materialslequip. by non-public schools. b)
Imposes state & local sales taxes to 46 percent of the price of manufactured
homes.

Maine Tax reform.

Massachusetts The budget also includes an increase in the sales and use tax rates from 5
percent to 6.25 percent, effective August 1, 2009, which is estimated to
produce an additional $759 million in fiscal 2010, of which $275 million is
dedicated to transportation. The budget eliminates the sales tax exemption for
sales of alcohol, which is estirimated to produce $78.8 million in fiscal 2010.
The budget also includes a new tax on direct broadcast satellite service,
which is estimated to produce $25.9 million in fiscal 2010, The estimate of
total state taxes expected to be received in fiscal 2010 resulting from changes

illi789

Nebraska

on.m.in tax law is $8

Exemption for certain wind energy investments.

New York Expanded the definition of vendor to preclude sellers from avoiding sales and
use tax nexus through entity isolation schemes.

Eliminated certain abusive tax avoidance schemes.

Increased the prepaid sales tax rate on cigarettes.

Imposed sales tax on certain transportation services (i.e. black car and limo).

Amended empire zone provisions.

North Carolina Increase in sales and use tax by one percent.

North Dakota Exemption for expanding or construction telecommunications infrastructure.

Exemption for motor vehicle manufacturers incentives and discounts.

Rhode Island Increase Cigarette excise tax by $1.00 while retaining minimum price markup.

Tennessee Software maintenance contracts and in-house computer software subject to
ited wine shipments into state authorized subject to sales tax.Lit

Vermont

ax. m

Sale and use tax extended to digital downloads.

Wisconsin Requires similar treatment of sales and individual income tax for business
entities of parent corporations (disregards).

Fiscat 2010
Revenue Changes

Effective Date ($ in Millions)

07-09 -$40.5

07-09 -3.8

04-09 4,411.0

01-10 -125.1

07-09 12.3

07-09 -1.5

51.9

a) Effective 0.3
June 30, 2009

b) Effective
June 30, 2009

40.7

08-09 , 889.7

08-09 -1.3

06-09 12.0

06-09 6.3

06-09 2.3

06-09 34^2

06-09 5.0

10-09 803.0

-2.4

-2.2

04-09 2.7

07-09 13.6

07-09 1.0

19.8

$6,129.0
Total Revenue Changes-Sales Tax
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TABLE A-11 (continued)

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Description Effective Date

Fiscal 2010
Revenue Changes

($ in Millions)

PERSONAL INCOME TAXES

Arkansas Income tax credit for rehabilitation of historic structures located in Arkansas. 1-Ja D G1h5ru 31- -$1.1

California (1) 1/4 percent increase in marginal rates. (2) Reduce dependent exemption

credit. (3) Homebuyer credit.

January 2009 &
March 2009

4,261.0

Connecticut Increase Personal Income Tax rate from 5 percent to 6.5 percent for income
greater than $500,000 for singles and married filing separately, $800,000 for
head of household filers, and $1 million for joint fflers-$594 million. Also,
delay increase in singles exemption-$23.9 million.

01-09 617.9

Delaware Increase by one percentage point the personal income tax rate for taxable
income in excess of $60,000.

01-10 28.3

Hawaii Phase-out of personal exemption. 07-09 10.5

Temporarily increases income tax rates for high income brackets. 05-09 32.3

Indiana Income tax deduction for solar roof ventslfans. 07-09 -1.7

Louisiana Exemption from personal income tax the net capital gains from the sale or
exchange of an equity interest or substantially all of the assets of a non-
publicly traded business in Louisiana. Effective January 1, 2010.

01-10 -1.0

Maine Tax reform.
-32.8

Missouri Phases in, over six years, an exemption for military pensions. Will cost $16
million in FY 2011, but nothing in future years, as an existing phase-in of an
exemption on all retirement income has a larger effect.

01-10 0.0

Minnesota Federal conformity provisions.
04-09 10.2

5-year carry back of 2008 net operating losses. 05-09 . -2.9

50 percent bonus depreciation with 80 percent add back and 5-year recovery. 05-09 1.7

New Jersey One year tax rate increase to 8 percent for income $400,000 to $500,000. 01-09 83.0

One year tax rate increase to 10.25 percent for income $500,000 to 01-09 620.0

$1,000,000.

One year tax rate increase to 10.75 percent for income greater than 01-09 200.0

$1,000,000.

One year elimination of property tax deduction for non-seniors with income
greater than $250,000 and one year limited property tax deduction up to
$5,000 for income levels $150,000 to $250,000.

01-09 100.0

Income tax on Lottery winnings over $10,000. 01-09 8.0

New York Limited itemized deduction by only allowing charitable contributions for
incomes above $1 million.

01-09 140.0

Implemented temporary rate increase by raising the top bracket to 8.97
percent for incomes above $500,000.

01-09 3,955.0

Established non-LLC partnership fee. 01-09 50.0
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TABLE A-11 (continued)

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Descnption Effective Date

Frsca12010
Revenue Changes

(S in Millions)

PERSONAL INCOME TAXES (continued)

North Carolina Income tax surcharge. 01-09 $172.0

North Dakota Income tax rate reduction. -45.0

Credit for renaissance zone investments. -1.3

Tax reduction for qualified dividends. -2.3

Oregon Marginal rate change. 01-09 235.8

Puerto Rico Alternative contribution and special contribution (5 percent). 76.0

Rhode Island Increase weekly unemployment compensation by $25.00. 01-09 -1.8

Capital Gains taxed as ordinary income. 01-10 23.6

Vermont Personal income tax rate decrease. 01-09 -21.0

Decrease in capital gains exclusion. 07-09 31.7

West Virginia ARRA Federal Adjusted Gross Income Definition Tax Update & CY 2010 AMT -9.0

Wisconsin

repeal.

Creates new tax bracket with a 7.75 percent marginal tax rate for very high 278.5

income earners ($225 thousand single, $300 thousand married filing jointly;
$150 thousand married filing separately); Decrease capital gains exclusion
from 60 percent to 30 percent, except retain current 60 percent exclusion for
gains on sales of farm assets.

Total Revenue Changes-Personal Income Taxes
$10,739.6

CORPORATE INCOME TAXES

California (1) Jobs credit. (2) Film credits. (3) Single sales apportionment. January 2009 & -$330.0

Connecticut 10 percent surcharge on the Corporate Income Tax for Income Years 2009,

January2011

01-09 110.6

elaware

2010, 2011 for firms with over $100 million in gross federal income-$74.1
million. Decouple from the Federal Domestic Production Deduction-$27.5
million. Increase the Preference Tax from $250,000 to $500,000-$9 million.

Increases certain General Fund business and occupational gross receipts tax arious .6

rates.

Increases various corporate revenues. Various 124.7

Indiana Federal revenue code update; Reduction of allowable media production tax 01-09 -27.9

Iowa

credit.

Elimination of loss carry back provision. 01-09 18.0

Kansas Promoting Employment Access Kansas Act (PEAK) allows certain new 07-09 -2.0

business to retain 95 percent of withholding taxes on new employees.
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TABLE A-11 (continued)

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Description Effective Date

Fiscal20i0
Revenue Changes

($ in Millions)

CORPORATE INCOME TAXES (continued)

Louisiana Provides two port-related credits: 1) an investor credit: 5 percent per year for 07-09 -$3.5

ichigan

20 years of total capital costs of qualifying port infrastructure projects; 2) a
tonnage eredit: $5 per ton for all qualifying tonnage moving through Louisiana
ports.

Tax base changes & decouple from accelerated depreciation. 1-09 68.3

Minnesota 50 percent bonus depreciation with 80 percent add back and 5-year recovery. 05-09 3.9

Federal conformity provisions. 04-09 -5.9

Missouri Raised exemption level on corporate franchise tax from $1 million of assets to 01-10 -14.6

New York

$10 million.

Expand the Low Income Housing Tax Credit Program. 04-09 -4.0

North Carolina Income tax surcharge. 01-09 23.1

North Dakota Rate reduction. -5.0

Oregon Rate change and corporate minimum increase. 01-09 45.1

Pennsylvania Change in sales factor and net operating loss carryforward provisions. 01-09 -72.7

Puerto Rico Special contribution (5 percent).
76.0

Rhode Island Reduce rate to 7.5 percent from 9.0 percent. 01-10 -14.5

Tennessee Family-Owned Non-Corporate Entities (FONCE) subject to F&E taxes. 07-09 25.8

West Virginia ARRA Federal Taxable Income Definition Tax Update. -10.6

Total Revenue Changes-Corporate Income Taxes
'$202'2

ALCOHOLIC BEVERAGES

New York Increase Beer and Wine Tax Rate. 05-09 $14.0

North Carolina Increase Tax. 09-09 35.6

Puerto Rico Increase tax.
11

Tennessee Limited direct wine shipments permitted and subject to alcohol and sales 07-09 1.3

Vermont

taxes.

Subject to 6 percent sales tax.
3.2

Total Revenue Changes-Alcoholic Beverages
$54'1



THE FISCAL SURVEY OF STATES: DECEMBER 2009 61

TABLE A-11 ( continued)

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Descnption Effective Date

Fiscal2090
Revenue Changes

($ in Millions)

CIGARETTE AND TOBACCO TAXES

Arkansas Increase in cigarette tax rate from 59 cents to $1.15 per package of 20 03-09 $69.8

Connecticut

cigarettes. Increase in tax rate for other tobacco products.

Increase Cigarette Tax from $2 to $3 per pack-$94.9 million, as well as an 10-09 96.5

Delaware

increase in the Other Tobacco Products Tax from 20 percent to 27.5 percent
of the wholesale price-$1.6 million.

45 cents per pack increase. 07-09 16.0

Florida $1 per pack surcharge. 07-09 36.3

Hawaii Increases per-cigarette tax starting on effective date. 06-09 22.5

Increases tobacco tax on tobacco products other than cigarettes. 05-09 1.2

Kentucky Raised cigarette tax by 30 cents per pack and doubled tax on other tobacco 106.9

Maine

products.

Change of tax methodology on smokeless tobacco. 1.6

Mississippi Increase of $0.24 per pack for manufacturers participating in the tobacco 07-09 79.8

New Hampshire

settlement with the State and $0.43 for non-participating manufacturers.

Increase of tobacco tax by $.45 from $1.33 to $1.78 07-09 35.2

New York Increased the tobacco products tax from 37 percent to 46 percent of the 04-09 10.0

wholesale price.

Increased cigarette and tobacco retail registration fees. 01-09 16.7

North Carolina Increase tax. 09-09 33.2

Oregon Increase for moist snuff. 07-09 1.5

Increase Cigarette excise tax to $3.46 while retaining minimum price markup. 04-09 27.5

Pennsylvania 25 cents per pack increase in the cigarette tax to $1.60 per pack. 11-09 99.9

Implement tax on little cigars (8 cents per small cigar or $1.60 per pack of 20). 11-09 15.6

48.0
Puerto Rico

Texas

Increase Tax.

Changed the manner in which smokeless tobacco is taxed 9-09 67.0

Vermont 25 cents increase per pack. 07-09 5.9

Wisconsin Increases cigarette tax rate by $0.75 per pack. Convert the snuff tax to 165.0

manufacturer's price and increase tax on other tobacco products from 50
percent to 71 percent of manufacturer's price.

Total Revenue Changes-Cigarette and Tobacco Taxes
$908.1
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TABLE A-11 (continued)

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Description Effective Date

Fisca12010
Revenue Changes

(S in Millions)

MOTOR FUEL TAXES

Alaska Expiration of I yr Tax Suspension. 09-09 $33.9

Maine Amends Highway Fund gasoline and special fuel taxes. 6.0

New Hampshire Insurance company and agents fee increase for motor vehicle records by $4
ll others from $8 to $12 and $15 respectivelyd $7 fi

07-09 2.4

Oregon

.or afor electron c an

A $0.06 gas tax increase, but it is not anticipated to generate any revenue in 0.0

FY 2Q10.

Total Revenue Changes-Motor Fuel Taxes $42.3

OTHER

Connecticut Estate and Gift Tax: Tax now due within 6 months rather than 9 months- 7/2009 and $46.9
$44.0 million. In addition, reduce estate and gift tax rates by 25 percent for a 1/2010

elaware

revenue loss of $2.9 million as well as fix the estate tax cliff effective January
1, 2010 for a revenue loss of $2.7 million. Repeal exemption for foreclosure
transactions-$8.5 million.

Adds direct-to-home satellite services to the public utility tax base and 7-09 .1

increases tax rates on public utilities other than cable television.

Reinstates Delaware's estate tax. 07-09 5.0

Florida Real estate transfer taxes. 07-09 12.2

Hawaii Increases oonveyanoe tax on certain properties. 07-09 10.1

Temporarily increases TAT (Transient Accommodation Tax). 07-09 . 28.8

Maryland Reduced the Mined Coal Tax Credit for the Franchise Tax. 06-09 4.5

Extends authority to operate electronic instant bingo machines and tax 06-09 7.0

winnings.

Certain inheritance tax exemptions relating to domestic partners. 06-09 -1.0

Minnesota Tax Compliance. 07-09 13.8

Modify>Msconsin tax reciprocity. 07-09 35.0

Nevada Various tax changes. 257.3

New Hampshire Increases in room and meals tax. A new tax on gambling winnings, an 07-09 58.6

New Jersey

increase in the tax on transfer of real property, a change in Business Profits
Tax Filing Threshold, and changes to Interest and Dividends Tax.

Insurance Premium Tax-one year increase to 5 percent for Surplus Lines 01-09 22.0

Carriers.

Mental Health Hospital County Share: increase from 12.5 percent to 15 01-10 4.8

New York

percent.

Increased the auto rental tax from 5 to 6 percent. 06-09 10.0

Imposed a auto rental tax of 5 percent in the Metropolitan Commuter 06-09 36.0

Transportation District.

Imposed a tax of 50 cents per ride on taxicab rides in NY City. 12-09 85.0
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TABLE A-11 (continued)

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Description Effective Date

Fiscal 2010
Revenue Changes

.(S in Millions)

OTHER (continued)

North Carolina IRC conformity. 01-09 -$116.3

North Dakota Credit against coal conversion taxes for qualifying facilities. -3.7

Reduction in gaming excise taxes. -1.9

Oregon Extend and restructure provider tax. None of this revenue goes to the General 10-09 177.0

Pennsylvania

Fund.

lmplementation of table games in licensed slot machine venues (final Unknown (not yet 200.0

uerto Rico

legislation not yet enacted at time of survey completion).

Property tax and credits moratorium.

enacted at time of
survey

completion)

96.0

Rhode Island Increase Health Care Insurers Gross Premiums Rate to 2.00 percent. 01-09 3.8

Eliminate Exemption from Gross Premium Tax for Medicaid Managed Care 07-09 9.8

Plans.

Eliminate Health Care Provider Assessment for Group Homes. 05-09 -11.1

Increase Estate tax exemption amount to $1.0 million. 01-10 -1.5

Tennessee Health maintenance organization (HMO) tax increased from 2,2 percent to 5.5 07-09 137.6

Texas

percent. Privilege tax applied to professional athletes ($1.0 million).

Reduced taxes on approximately 40,000 small businesses by increasing the 1-10 -85.0

South Dakota

ceiling for which revenue is exempt from taxation.

Additional Gaming tax of 1 percent on Deadwood casinos. 07-09 1.0

Vermont Motor fuel transportation infrastructure assessment. 07-09 15.0

Total Revenue Changes-Other Taxes
$967.8

FEES

es and related activitiesbeveralil hf $1.5
Arkansas

California

.c goor a coIncrease in permit fees

0.5 percent increase in Vehicle License Fee rate.

renewal and
permit period

1,657.0

Colorado Allowance for the Division of Insurance to increase fees (included in SB 09- 05-09 2.5

259).

New hospital provider fee created to be used for expanding coverage of 04-09 336.4

medical benefits to low-income families (HB 09-1293).

Fee increase on licensing and registration for vehicles to create a dedicated 03-09 200.0

Connecticut

revenue source for transportation infrastructure (SB 09-208).

Increase various fees. 10-09 61.0

23.0
Georgia

Florida

Super Speeder Fine.

Various highway safety and court related fees. Various 621.6

Iowa Increase of various judicial fees. 05-09 16.7

Maine Inland Fisheries & Wildlife license fee increases. 1.3
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TABLE A-11 (continued)

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Deschption Effective Date

Fiscal20i0
Revenue Changes

(S in Millions)

FEES (continued)

Minnesota Health Department-Vital Records Technology Improvement Fee. Extends
d

07-09 $1.2

the current $2 surcharge on all vital records to ensure system upgra es
scheduled to be implemented in 2010 continue, and future costs are
recovered.

Human Services Dept-increase and restructure State Operated Services 07-09 12.1

collections.

Dept of Natural Resources-rnining permits. 07-09 1.2

Agriculture Dept.-Increase pesticide fees. 07-09 2.6

Pollution Control Agency-sewage treatment system professionals training 07-09 1.2

and certification fee increase.

Dept of Employment & Economic Development-workforce development fee. 07-09 6.5

Dept of Public Safety-parking surcharge increase. 07-09 3.0

Dept of Public Safety-court fee increases. 07-09 11.7

Dept of Public Safety-criminal and traffic offenders surcharge increase. 07-09 2.6

Supreme Court-attorney license fee increase. 07-09 1.0

Enterprise Technology Office-surcharge for electronic licensing system. 07-09 5.8

39.1
Nevada

New Hampshire Increases to the administrative fees for the Dept. of Environmental Services All fees effective
t

54.3

Revolving loan fund. Increases to Judicial Branch penalty assessments for
fines which dedicates a percentage of the increase to Information Technology.
An increase in boat registration fees based on length, an increase in the fees

nd an increase in the feesl t

7/2009 excep
Boat Fee increase
effective 9/2009

New Jersey

es, aacharged for motor vehicle vanity license p
charged for motor vehicle registrations.

Motor Vehicle fee increase. 01-09 20.0

New York Increased most registration fees by 25 percent. 09-09 103.7

Increased license fees by 25 percent. 09-09 37.6

Imposed a supplemental fee of $25 on most registrations in the Metropolitan
Di t i t

09-09 181.6

s r cCommuter Transportation .

Im osed a supplemental fee of $25 on licenses in the Metropolitan Commuter 09-09 26.7
p

Transportation District.

Increased the cost of a license plate from $15 to $25. 04-10 129.0

Increase Various Agriculture and Markets Fees. 04-09 3.3

Increase Nuclear Power Plant Fee. 04-09 2.7

Increase License Termination Fees. 04-09 13.4

Increase Various ENCON Fees. 04-09 33.0

Increase Certificate of Need Fees. 04-09 4.0

Increase Hospital Surcharges. 04-09 126.0

Increase Covered Lives Assessments. 04-09 240.0
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TABLE A-11 (continued)

Enacted Revenue Changes by Type of Revenue, Fiscal 2010

State Tax Change Description Effective Date

Fiscal 2010
Revenue Changes

($ in Miltions)

FEES (continued)

New York (cont'd) Increase Insurance Assessment for Public Health Programs. 04-09 $399.5

Increase Various Department of Labor Fees. 04-09 8.2

Increase Real Property Transfer Fee. 04-09 14.3

Increase Administrative Parks Fees. 04-09 6.5

Increase Utility Assessment. 04-09 557.0

Establish Horse Entrance Fee. 04-09 1.0

Increase Surcharge on Auto Insurance. 04-09 48.4

Establish Bad Check Fee. 04-09 1.5

Establish Tax Preparer Fee. 04-09 4.0

North Carolina Increase General Government, Justice & Public Safety, and Health Services Various effective 55.8

Oregon

Regulation fees.

Various registration, title, and permit fees for vehicles. None of revenue goes

dates

Various 81.7

Rhode Island

to General Fund.

Increase Hospital License Fee to 5.237 percent on 2008 Base Year. 07-09 17.4

DBR Professional License Fees Increased by 20 percent. 07-09 1.6

Motor Vehicle Fee Increases: Reinstatement Fee for DUI MV Operator's
'

04-09 6.9
sLicense from $75 to $350; Reinstatement Fee for All Other MV Operator

License from $75 to $150; MV Certificate of Title Fee from $25 to $50.

Add $100 Fee for Expungement of criminal records. 06-09 1.2

South Dakota Increases in licensing, registration and inspection fees in Dept. of Health; 07-09 4.6

ah

Increases in parole supervision fees in Dept. of Corrections; Increases in coin
laundry fees, alcohol brand registration fees and alcohol licensing fees in the
Dept. of Revenue; Increases in business registration and licensing fees within
the Secretary of State. Increases in licensing and permit fees within the Dept,
of Agriculture. Increases in park related fees within the Dept. of Game Fish
and Parks. Increases in license and registration fees within the Dept. of
Environment and Natural Resources.

Fee Increases for: Notary License and Apostille, Court Civil filing, Franchise -09 .0

ermont

License, Commercial, Real Estate, and Securities Code Enforcement, Motor
Vehicle Registration, Motor Vehicle Transaction, Temporary Motor Vehicle
Permit.

Various Fees. 7-09 .7

Total Revenue Changes-Fees
$5,273.6

SOURCE: National Association of State Budget Officers.
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NOTES TO TABLE A-11
Colorado Colorado cannot raise taxes without voter approval. These revenue measures were passed by the General Assembly. A

March 17, 2009 Colorado Supreme Court decision on Mesa County Board of County Commissioners vs. State of Colorado
found that the elimination of a tax exemption did not constitute a "tax increase" under Article 10, Section 20 of the Colorado
Constitution. Therefore, these revenue measures do not constitute a tax increase.

Nebraska A number of legislative bills were adopted and signed by the Governor which reduced the tax burden on Nebraska citizens
and businesses. However, all were small in scope relative to the total state budget and only the item listed involved more
than $1 million in revenue.

Wisconsin State Tax and Fee Modifications Included in 2009 Act 28, LFB, July 8, 2009
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TABLE A-12

Enacted Revenue Measures, Fiscal 2010

tate escription ffective Date

Fiscal20i0
Recommended

Changes
($in Millions)

California Sales - Compliance: Non-retailer use tax registration 07-09 $ 26.0

Personal Income - Acceleration: (1) Estimated Payments. (2) Increase
withholding rate. Compliance: Backup withholding

November 2009 &
January 2010

1,982.0

Corporate Income-Acceleration (Estimated Payments) 01-10 360.0

Colorado Sales - Eliminate portion of State sales tax vendors retained for administrative
costs associated with collection process (SB 09-212 & SB 09-275).

07-09 68.2

Sales - Increases penalties associated with vendors that are tardy or
misrepresent the amount owed in State sales taxes (HB 09-1101).

03-09 1.2

Personal Income - Revises Colorado tax policy on capital gains (HB 09- 01-10 7.1

1366).

Personal Income - Revises Colorado tax policy on fuel efficient vehicle tax
credits (HB 09-1331).

06-09 1.8

Corporate Income - Tax credit for corporations that create at least 20 new
jobs in Colorado that are paid at 110 percent above the regional average
wage level (HB 09-1001)

08-09 -Z9

Corporate Income - Reduces the amount of interest the State will pay for
corporate tax filings that are in excess of final tax liability (HB 09-1219).

03-09 2.3

Cigarette - Eliminate state cigarette sales tax exemption - was $0.84 per 07-09 31.0

Connecticut

pack (NB 09-1342).

Sales - Department of Revenue Services Settlement of Outstanding Taxes 09-09 33.5

Personal Income - Department of Revenue Services Settlement of
Outstanding Taxes

09-09 22.5

Corporate Income - Department of Revenue Services Settlement of
Outstanding Taxes

09-09 19.0

Delaware Other - Increase state share of Lottery and establish sports betting. Enactment 55.0

Other - Tax Amnesty
10.0

Florida Sales -Additional auditors
07-09 4.4

Other - Trust fund redirects
07-09 155.1

Hawaii Sales - Changes the filing deadlines for GET.
07-09 40.0

Idaho Personal - Income tax, internal revenue code, estate and trust change and
IRC conformity

07-09 -11.4

Corporate - Internal Revenue code change 07-09 -3.1

Cigarette - Bond levy equalization reduce tax distribution; one-time
adjustment

07-09 2.6

Indiana Fees - Change in Quality Assessment Fee,distribution for FY 2009-2011 due

to ARRA

10-08 19.7
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TABLE A-12 (continued)

Enacted Revenue Measures, Fiscal 2010

tate escaiption ffective Date

Fiscal 2010
Recommended

Changes
($in Millions)

Kansas Sales - Settlement authority of back taxes 07-09 $2.0

Sales - Reducing the sales and use tax statute of limitations from three years
to one.

07-09 13.7

Personal Income - Settlement authority of back taxes 07-09 2.0

Personal Income- Increase in state minimum wage 07-09 25

Personal Income - 10 percent cut to tax credits 07-09 4.0

Personal Income - Change tax credit statute of limitabons. 07-09 2.0

Corporate Income - Settlement authority of back taxes 07-09 30.0

Corporate Income - 10 percent cut to tax credits 07-09 5.2

Corporate Income - Suspend film production tax credit. 07-09 1.0

Corporate income - Change tax credit statute of limitations. 07-09 2.0

Other - Settlement authority of back taxes 07-09 1.0

Maine Sales - Tax enforcement initiatives 5.3

Personal Income - Mostly tax enforcement initiatives 23.4

Corporate Income - Adjusts certain tax calculation methods. 10.1

Alcohol - Expand Agency Liquor Stores. 1.0

Other - Changes to Tax Reimbursement Programs 35.4

Maryland Sales - Diverts a portion of revenue from the Chesapeake Bay 2010 Fund to
F d

06-09 13.1

unthe General .

Personal Income - Provides for anamnesty period to encourage payment of 06-09 1.2

taxes owed.

Motor Fuels - Diverts a portion of revenue from the Chesapeake Bay 2010
Fund to the General Fund.

06-09 8.4

Fees - Adjusts commission level for lottery sales agents from 5.5 percent to
5.0 percent of ticket sales.

06-09 8.6

Minnesota Fees - Dept of Labor & Industry - Move to a biennial licensure and
registration process and stagger the renewal cycles to save agency operating
costs.

07-09 2.7

Nevada Other - Redirection of existing taxes to the state general fund 07-09 86.4

Fees
7.1

New Jersey Corporate Business - Extend 4 percent surcharge that was to expire. 01-09 80.0

Other - AuditandEnforcementCollections 07-09 40.0
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TABLE A-12 (continued)

Enacted Revenue Measures, Fiscal 2010
Fiscal 2010

Recommended
Changes

State Description Effective Date ($in Millions)

New York Sales - Initiated a tax compliance program. 04-09 $34.2

Personal Income - Enacted reciprocal vendor offset fee with the Feds and 04-09 2.5
other states to collect delinquent tax debts.

Personal Income - Reformed Empire Zones program. 04-09 28.0

Corporate Income - Change filing requirement for overcapitalized captive 01-09 31.0
insurance companies.

Corporate Income - Impose Insurance Premiums Tax for -Profit HMOs. 01-09 131.0

Corporate Income - Reform the Empire Zones Program. 01-08 39.0

Corporate Income - Increase Prepayment to 40 percent. 01-10 333.0

Corporate Income - Underutilized Tax Credits 01-09 2.0

Fees - Remove Cap on DMV Surcharges. 04-09 6.0

Fees - Reinstitute Hospital Assessment. 04-09 124.3

Fees - Reinstitute Home Care Assessment. 04-09 14.2

Fees - Extend the Covered Lives Assessment. 04-09 5.0

Ohio Sales - Extend sales and use tax to include managed care plan to replace 138.0
expiration of a fee on those plans.

Personal Income - Tax credit on film production, exempt certain -70.0
unemployment benefits

Other - Extend insurance tax to replace managed care fee expiration. 25.0

Fees - Increase multiple fees to non-GRF to offset reduced tax revenue. 53.0

Oklahoma Sales - $0.2 million Internet Tax Initiative; $0.2 million 3rd party placement of 11-1-09; 7-1-09 0.4
delinquent accounts action

Personal -$5.3 million Internet Tax Initiative; $8.6 million 3rd party placement 11-1-09; 7-1-09; 37.0
of delinquent accounts; $23.1 million Employer Withholding Modification 11-1-09

Corporate - Increased Quality Jobs Incentives. 01-09 -0.3

Other- Motor Vehicle Tax - Increased penalty for late registration. 07-09 16.4

Fees - CompBourceMarketEqualization 01-10 5.3

Pennsylvania Personal Income - Standardization with federal withholding requirements will 07-09 159.1
provide a one-time revenue increase.

Cigarette - Eliminate transfer of 25 cents per pack of the cigarette tax to the 07-09 170.9
Health Care Provider Retention Account.

Other - Implementation of a tax amnesty program; various taxes will be 07-09 190.0
impacted.

Other - Reduction in various tax credits awarded 07-09 38.3

Other - Shift 2 percent of slot machine gross terminal revenue from Race 07-09 38.9
Horse Development Fund to General Fund (final legislation not yet enacted at
time of survey completion).

Other - Suspend the phase-out of the Capital Stock and Franchise Tax. 01-09 373.9
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TABLE A-12 (continued)

Enacted Revenue Measures, Fiscal 2010

tate escription ffective Date

Fisca! 2010
Recommended

Changes
($in Millions)

Pennsylvania Other-Transfer from Rainy Day Fund to the General Fund 10-09 755.0

(cont'd)

Other - Transfer from Health Care Provider Retention Account to the General 10-09 $708.0

Fund

Other- Transfer from Oil & Gas Lease Fund to the General Fund 10-09 203.0

Other - Transfer from Tobacco Settlement Endowment Account to the 10-09 150.0

General Fund

Other - Transfer from Medical Care Availability and Reduction of Error Fund 10-09 100.0

to the General Fund

Other - Transfers from various other special funds to the General Fund 10-09 90.5

Other - Transfer of special fund moving violation surcharges to the General 07-09 44.0

Rhode Island

Fund

Motor Fuel - Transfer of $0.01 general revenue share of $0.30 Gas Tax to 07-09 -4.4

Department of Transportation

Other - Reduce Nursing Home Tax Revenue due to Medicaid Reductions in 07-09 -1.6

Long-Term Care.

Other - Extend gaming operations to 24/3 at Twin River and Newport Grand 07-09 7.6

Casinos.

Other - Extend gaming operations to 2417 at Twin River Casino. 07-09 3.1

Fees - Reinstituted Hospital Licensing Fee. 06-09 111.4

South Dakota Cigarette - Prior to FY 2010, some cigarette revenue was appropriated 8.3

Utah

through other fund expenditure authority. For FY 2010, this revenue has been
directed to the state general fund.

Corporate Income - Sole proprietors pay less 01-09 -8.0

Vermont Sales - Sales tax holiday for items for personal use 8122I2009 & -1.8
3!6l2010

Other - Estate tax exclusion remains at $2 million. 01-09 3.0

Virginia Sales -Taxremittanceprogram 06-10 97.8

Sales - Tax Amnesty 10-09 9.5

Personal Income - Tax Amnesty 10-09 19.0

Personal Income - Cap Land Preservation Tax Credit $50 million reduction to 01-10 50.0

refunds

Corporate Income - Captive REIT 01-09 5.0

Other - Interest from Tax Amnesty 10-09 9.5

Washington Other - Hiring of additional revenue auditors to collect unpaid taxes. 07-09 16.0
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TABLE A-12 (continued)

Enacted Revenue Measures, Fiscai 2010

State Description

Wisconsin Sales - Delay sales tax exemption for alternative energy; Expand definition of
nexus for sales and use tax purposes.

Personal Income - Adopt the IRC change in the federal Worker, Retiree and
Employer Recovery Act that waives the minimum distribution amount for
federal tax-deferred retirement accounts for calendar year 2009: Extend the
requirement for pass-through entities to make quarterly estimated withholding
tax payments to include payments for nonresident individuals.

Corporate Income - Eliminate IRC references that provide a deduction for
domestic production activities income; Modify throwback sales apportionment
formula; Modify the combined group tax credit sharing regarding research
credit.

Other - Postpone the phase-in of the deductions for certain health insurance
premiums and certain medical care insurance premiums; Delay the initial
applicability of the deduction for certain child and dependent care expenses,
electronic medical records credit and community rehabilitation program tax
credit.

Fees - Impose a $1,000 limit on the amount a retailer may deduct under the
retailer's discount for filing a sale and use tax return with DOR.

Total

SOURCE: National Association of State Budget Officers.

Fiscal 2010
Recommended

Effective Date Changes
($in Millions)

$2.8

20.4

68.8

40.9

5.2

$7,651.2

NOTES TO TABLE A-12
New Jersey The following legislation enacted in 2008-2009 had a negative effect on state revenues. In each case, that impact was

thought to exceed $1 million, however no firm estimate was determined. Net operating loss provision on the Corporation
Business Tax (CBT) was extended from 7 to 20 years. The throw out of receipts in determining taxable net income under
the CBT was eliminated. The requirement to maintain a regular place of business outside of New Jersey in order to
apportion taxable income subject to the CBT was rescinded. The pre-selling corporation lifetime cap of $10 million was
raised to $15 million for the High Technology Unused Tax Benefit Tax Transfer Program.
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TABLE A-13

Total Balances and Balances as a Percentage of Expenditures, Fiscal 2008 to Fiscal 2010*
Total Bafance ($ in Millions)** 8alances as a Percent oiExpenditures

Region/State Fiscal 2008 Fiscal 2009 Fiscal 2010 Fiscal 2008 . Fiscal 2009 Fisca12010

NEW ENGLAND
Connecticut $ 1,481 $ 1,382 $ 343 9.1% 8.2% 2.0%

Maine 131 52 11 4.2% 1.7% 0.4%

Massachusetts 2,226 835 699 6.7% 2.6% 2.2%

New Hampshire 106 20 22 6.9% 1.3% 1.4%

Rhode Island 62 19 60 1.8% 0.6% 2.0%

Vermont 58 60 57 4.8% 5.2% 5.2%

MID-ATLANTIC
Delaware 526 379 327 15.4% 11.5% 10.1%

Maryland 1,172 779 418 8.1% 5.4% 3.1%

New Jersey 1,303 734 501 3.9% 2.5% 1.8%

New York 2,754 1 , 948 1,378 5.2% 3.6% 2.5%

Pennsylvania 583 -2 , 030 354 2.2% -7.5% 1.4%

GREAT LAKES
Illinois 417 $555 555 1.5% 1.9% 2.2%

Indiana 1,413 1,329 1,337 11.1% 10.2% 10.4%

Michigan 460 213 178 43% 2.5% 2.2%

Ohio 2,694 735 174 10.2% 2.7% 0.7%

Wisconsin 131 90 470 1.0% 0.7% 3.5%

PLAINS
Iowa 641 519 608 10.9% 8.7% 10.5%

Kansas 527 73 -5 8.6% 1.2% -0.1%

Minnesota 1920, 538 338 11.3% 3.2% 2.2%

Missouri 1 ,115 530 301 13.8% 6.3% 3.8%

Nebraska 1,130 1002 621 34.8% 30.1% 18.4%

North Dakota 653 687 660 54.2% 55.5% 41.5°/

South Dakota 107 107 107 9.1% 9.3% 9.4%

SOUTHEAST
Alabama 467 50 0 5.4% 0.7% 0.0%

Arkansas
0 0 0 0.0% 0.0% 0.0°/u

Florida 1,666 575 941 6.0% 2.4% 4.4%

Georgia 2,217 2,183 2 , 183 11.4% 12.5o/u 12.7%

Kentucky 300 47 0 3.2% 0.5% 0.0%

Louisiana 1 641 776 2 17.0% 9.1 0.0%

Mississippi 401 341 250 7.8% 6.6% 5.1%

North Carolina 1,386 242 154 6.8% 1.2% 0.8%

South Carolina 324 121 94 4.5% 2.1% 1.6%

Tennessee 1,098 587 532 10.0% 5.4% 5.3%

Virainia 1,328 714 634 7.7% 4.5% 4.0%

West Virginia 1,132 953 984 30.1% 24.0% 25.8%

SOUTHWEST
Arizona 220 -499 -583 2.2% -5.7% -6.7%

New Mexico 735 481 -4 12.2°l0 8.0% -0.1%

Oklahoma 886 630 229 13.7% 9.6% 3.9%

Texas 11,389 8 , 873 10 ,937 28.7% 20.8% 30.3%

ROCKY MOUNTAIN
Colorado 327 148 136 4.4% 2.0% 2.0%

Idaho 380 50 119 13.6% 1.8% 4.7%

Montana 434 392 306 21.0% 21.1% 16.5%

Utah 414 419 449 7.2% 8.7% 10.0%

Wyoming 306 301 279 16.9% 16.4010 15.2%

FAR WEST
Alaska 5,601 6,551 6 , 902 102.5% 127.1% 159.2%

California 2,376 -3,379 1,579 2.3% -3.7% 1.9%

Hawaii 404 23 82 7.5% 0.4% 1.8%

Nevada 388 214 168 11.3% 6.0% 5.2%

Oregon 627 349 -219 9.0% 6.0% -3.2%

Washinqton 1,093 218 269 7.5% ' 1.5% 1.8%

TERRITORIES
Puerto Rico -684 -723 0 -7.5% -7.6% 0.0%

31 989 $35 936 8.6% 4.8% 5.7%Total" $59,148 $ ^
0 0 are1NOTES: NA indicates data not available. *Fiscal 2008 are actual figures, fiscal 2009 are preliminary actual figures, and fiscal 2

f di un s.onappropriated figures. *"Total balances include both the ending balance and balances in budget stabilizat
SOURCE: National Associationof State Budget Officers.
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CHARITAFLE iNllSTs

Dear reader:

$2.73 trillion. That is a conservative estimate of what states will spend on pensions, health care and other

retirement benefits for their employees over the next 30 years. It is an enormous investment of taxpayer
dollars-so the stakes are extraordinarily high. Across the country, state policy leaders are trying to strike the

right balance between controlling costs and recruiting and retaining talent in the public sector.

This groundbreaking report, Promises with a Price, provides first-of-its-kind data about the long-term costs of

public sector benefits. It highlights which states are prepared to pay the significant bill coming due, which are

not, and why it matters to state lawmakers and citizens alike.

States' fiscal health depends greatly on policy makers' ability to wisely manage their bills coming due-and
The Pew Charitable Trusts' Center on the States (PCS) is tracking their efforts across a range of issues. For

instance, last year we published a report on states' efforts to rein in ballooning Medicaid costs while ensuring

high-quality health care for citizens in need. This year we issued a 50-state assessment forecasting that, without
data-driven policy reforms, many states will see significant growth in their prison populations and corrections

spending in the next five years.

Equally important is whether states have the right policies in place to be competitive in a global, 21st-Century

economy. In July, PCS and the National Governors Association joined forces to produce a governors' guide on
states' research and development funds, aimed at stirring innovation and creating new jobs. In January 2008,
PCS and Governing magazine will publish a report on whether states' tax structures encourage or impede

states' economic vitality.

Finally, in March, our Government Performance Project will release a 50-state report card on how efficiently and

effectively states are managing their budgets, employees, information and infrastructure-all critical to ensuring

that state policies ultimately deliver the results lawmakers and taxpayers expect.

Researching emerging topics, developing 50-state comparisons, identifying innovative approaches among
states to complex problems, and, when the facts are clear, advocating for nonpartisan, pragmatic solutions-

these are the signature efforts of PCS.

The Pew Charitable Trusts applies the power of knowledge to solve today's most challenging problems, and PCS, a

division of Pew, identifies and advances effective policy approaches to critical issucs facing states. We hope all of our

work, including this report, helps states make sound, data-driven policy choices on a wide range of issues.

To learn more about Pew and our Center on the States, please visit www.pewcenteronthestates.org.

Sincerely,

Susan Urahn
Managing Director, Pew Center on the States

6YW W.PEWCENTERONTHESTATES.ORG
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FOR MANY AMERICANS, POST-RETIREMENT

BENEFITS-principally pensions and health

care-for state government employees is an

obscure topic. But because of how they can

affect state budgets, these benefits have
become an issue of critical importance.
Research by Pew's Center on the States shows

states' retiree pensions and other benefits
represent a bill coming due over the next few
decades that can be conservatively estimated

at $2.73 trillion. That includes about $2.35

trillion for a wide range of
employee pensions, includ

those for teachers, and

an additional $381

billion for retiree
health care and other

on benefitsns

the large obligations that many governments
have incurred for retiree health care and other

non-pension benefits.

States' liabilities and their ability to cover those

costs are affected by a variety of factors,
including the strength of their economies, shifts

in their populations and their tax capacity. But

policy decisions are equally critical. In some
states, retiree benefits have been vulnerable to
a buy-now, pay-later mentality. In bad budget

times, retirement benefits
become easy substitutes forThe bill coming

due over the next few
decades can be

non-pe
for state employees conservatively estimated
only, excluding those
for teachers and a
handful of other groups.

at $2.73 trillion.

To their credit, states have socked away
enough to cover about 85 percent of the
pension bill. But there is very little put aside

for non-pension benefits. All told, states face

about $731 billion in unfunded bills coming

due. (See Exhibit 1-1.)

The way in which states provide retirement
benefits, and at what levels, to their employees
has become the subject of increasingly volatile

debate. Several important developments have

drawn attention to the issue, including the
precipitous drop in public pension funding

levels in the early years of the decade and new
accounting rules that identify, for the first time,

salary increases

because states can put
off the bills. In good

times, feelings of

legislative largesse
can create new
retirement benefit

policies that have

costly long-term price tags.

Today, the need to intelligently control and
manage the cost of post-retirement benefits is

integral to states' capacity to fund competing
needs, such as adequate roads, bridges, water
systems and high-quality public education. But

at a time when states are competing with the

private sector and other nations for the best
and the brightest, many fear that reducing

benefits could make public sector employment

less attractive. "Addressing this issue now is

responsible public policy," said Robert N.

Campbell III, vice chairman, Deloitte & Touche
USA, LLP, which provides financial, human
resource and technological services to business
and government. "It is in the public interest to

wW W.PEWCENTERONTHESTATES.ORG...
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ensure that qualified, skilled and capable
individuals continue to be attracted to careers

in public service."

The issues surrounding retirement benefits are

highly technical, involving complex calculations

and arcane financial terms; in general, the
public doesn't pay nearly as much attention to

them as they do to education, health care and

other topics. This lack of public awareness is
part of the reason some states now find

themselves in trouble. But the complexity of
public sector retirement benefits belies their
potential consequences for everyday citizens.

Even seemingly modest changes can have

significant impacts on public employees,

taxpayers and states' fiscal health.
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Given the amount of public funds invested, it

is more important than ever that states be
informed by the best available data, analysis

and practices when making decisions about

post-retirement benefits.

This report, by the Pew Center on the States

(PCS), seeks to provide such information to

state policy makers across the country. The

report is divided into three sections. This
executive summary highlights key findings of

the report, describes current forces driving up

costs in both pensions and other post-
employment benefits (primarily health care),

and explains why state budgets will be affected

for years to come. The second section focuses
on pensions, offering 50-state data illuminating

different ways states have handled these



obligations and opportunities for states to
control future costs. The last section examines

other post-employment benefits, providing
groundbreaking data on states' liabilities for

retiree health care and profiling initial measures

some states have taken to manage the issue.

PCS's analysis flows from an intensive review of
data compiled and reported by the states-

information that is publicly available but not

always easily accessed by policy makers. To

examine pension funding trends, PCS
aggregated all the pension data that were

available in states' comprehensive annual
financial reports, including plans for teachers,
state employees, law enforcement personnel,

Key Fin in s

Pensions

State of the States:
• From a national perspective, states' pension

plans seem to be in reasonable shape.

Looking at all pension plans covered in the

states' financial reports, there were $2.35
trillion in long-term liabilities at the end of

fiscal year 2006, of which $361 billion was

unfunded. Data collected by PCS show that,

in the aggregate, states' systems were 85
percent funded for fiscal year 2006.

• But the national perspective masks important

variations across the states. Twenty states

had less than 80 percent of the funds
necessary to cover their long-term pension
obligations-the level most experts consider

to be healthy. Given shifts in funding levels
caused by volatility in the stock market and

othcr forces, underfunding could leave states

elected officials, judges and, in some cases,
municipal employees whose benefits are
administered through state plans. To assess the

impact of health care and other non-pension
benefits, PCS collected actuarial valuations
that have now been completed by most of the

states and which calculate long-term costs of

retiree health and other benefits that have
previously been unknown. In this case, to offer

a consistent comparison among states,
information was collected for state employees
only. Non-pension benefits for teachers will be

the topic of a subsequent report. (For a more
detailed explanation of our methodology, see

page 17.)

in a very precarious position. And several
states, including Connecticut, Illinois, Hawaii,

Kentucky and New Hampshire, have
experienced particularly troubling drops in

their funding ratios.

• While the overall story about states' pension

plans seems generally positive, policy
makers should be cautious about this news.

Past experience indicates that good times
may become perilous for the long-term
health of pension systems. In the late 1990s

and early 2000s, when half the states'
pension plans were fully funded, many
states reacted by increasing benefits. In the
years that followed, funding levels for state

pension plans dropped substantially, some

by as much as 30 to 40 percentage points.

W W W.PEWCENTERONTHESTATES.ORG



• In the past 10 years, only about a third of the

states have consistently contributed the full

annual amount their own actuaries said was
necessary. In 2006, 20 states contributed less
than 95 percent of the amount their actuaries

targeted to meet their annual contribution for

pension funding, and 10 states contributed

less than 80 percent. States that have

consistently fallen short in recent years include

Colorado, Illinois, Kansas, Michigan, New
Jersey, Oklahoma and Washington.

Promising Approaches:
• States should fully fund their liabilities each

and every year. And they should be sure that

any new benefits promised arc genuinely
affordable-once given, pension benefits are

very difficult to take away. Both Georgia and

Oklahoma require that any proposed benefit

increase be accompanied by actuarial
calculations of long-term affordability.

• A number of states are taking additional
steps to reduce their Iong-term costs. At

least five states now offer hybrid plans that

combine elements of both defined benefit

and defined contribution plans. (The former
promises recipients a set level of benefits;
with the latter, the employer contributes a

defined amount to the plan.) According to a

September 2007 report by the U.S.
Government Accountability Office (GAO),'

Oregon officials estimate that a new hybrid

program adopted by the state in 2003

contributed to $400 million in pension

reform savings.

Some states are closing loopholes within

pension systems that allow employees to

increase the amount they collect after
retirement, such as inflating the number of
years counted toward retirement or final

salary during the last years of employment.

Some states are strengthening how they

govern their pension systems so the funds
will be better managed and less volatile. A
number of states also are requiring faster,

more accurate financial reporting so that

policy makers will have the best and most

up-to-date information when making

decisions about pension plans.

Other Post-Employment Benefits

In response to a 2004 rule from the

Governmental Accounting Standards
Board (GASB), most states have now
completed their calculations of the long-
term cost of the non-pension retiree

benefits they offer to their own state
employees. Of these benefits, the biggest

by far is health care, but benefits can also

include such coverage as dental care and

life insurance.

PROMISES WITH A PRICE: PUBLIC SECTOR RETIREMENT BENEFITS



State of the States:
• The long-term price tag for retiree health

care and other benefits for state employees

alone is about $381 billion, according to

PCS's analysis. About 97 percent-$370
billion-of that 30-year bill was unfunded at

the end of fiscal year 2006. And this is a

conservative estimate because it doesn't

include obligations for teachers or local

government workers.

• When it comes to states' total liabilities for

employee retirement, pensions represent a

far bigger portion than retiree health care
and other non-pension benefits. But states

are doing a far better job socking away

rnoney to cover pension costs. That means

that non-pension liabilities make up a

disproportionate share-more than half-of

what states haven't yet funded.

• States differ tremendously in the kinds of
non-pension benefits they offer to retirees.

Half the states account for almost 94
percent of the liabilities-largely the result

of decisions that governments have made
about how large or small these retirement

benefits should be and who should receive

them. Per capita costs for other post-

employment benefits range from less than

$200 in states like North Dakota, South
Dakota and Wyoming to more than $5,000

iri Delaware, Hawaii and Connecticut.

• At the end of fiscal year 2006, just six

states-Arizona, North Dakota, Ohio,
Oregon, Utah and Wisconsin-were on track

to have fully funded their non-pension
obligations during the riext 30 years. Of the

five largest states-California, Texas, New

York, Florida and Illinois-none had put
aside money for non-pension benefits.

Eleven states face long-term liabilities in

excess of $10 billion, led by New York at

$50 billion, California at $48 billion, and
Connecticut and New Jersey at $22 billion

each. (Illinois does not have an official
valuation yet, but estimates put its liability

at $48 billion.)

Promising Approaches:
• At least 13 states have set up irrevocable

trusts to pay for retirement benefits in years

to come, ensuring that none of the funds

are diverted to other purposes.

• States can cut their long-term costs
substantially if they start fully funding their
annual required contribution for other post-

employment benefits. For example,
Massachusetts would face $13.3 billion in

long-term costs if it didn't put aside funds
for retiree health care and other non-pension

benefits. If the state consistently funds its

required contribution every year-as it is
doing in 2008-the long-term costs will be

reduced to $7.6 billion. Why? Because the

interest the state is likely to earn when it

invests more money over the long term can
be applied to paying down the bill.

• Many states owe so much that they may find

it cost-prohibitive to fully fund their non-

pension liabilities-the median annual
contribution required is almost three times

what they currently are paying. So a growing

number of states are both setting aside
some money and restructuring benefits to
reduce costs. (In general, states have more

flexibility to make changes to retiree health
care than to pensions-although this subject

is likely to be litigated as governments test

their latitude for making changes_)

W W W.PEWCENTERONTHESTAT



• States can reduce costs by raising the

retirement age, increasing employee and
retiree premiums and co-pays, increasing

the number of years of employment
required for lifetime or fully subsidized
benefits, requiring new retirees to pay a

percentage of their base salary at retirement

for health care costs, and requiring retirees
to join a Medicare advantage prescription

drug plan.

• Some states also are reducing retiree health

costs by promoting wellness programs and

other preventive measures, and by

managing their benefit plans more cost

efficiently-for instance, by joining with
localities to bundle their plans under a

single administrative umbrella.

• States can, in fact, lower their long-term
liabilities. For example, after setting up a

trust fund for its other post-employment

benefits and adopting several reforms,

including increased co-pays and
requirements for retirees to join a Medicare

advantage prescription drug plan, West
Virginia reduced its long-term liability by

more than half, from an estimated $7.8

billion at the end of June 2006 to $3.4

billion in April 2007.

Today it is more important than ever that sector employees and that they strike the right

decision-makers-state policy leaders, boards balance between managing costs and
of trustees, agency and union heads, and recruiting and retaining good talent. Five key

others-pay serious attention to decisions forces significantly affect post-employment
about post-employment benefits for public benefits and states' ability to pay for them.

Pension funding levels are volatile

Pension investment practices have shifted

dramatically in the past 30 years. Federal
Reserve Board data from June 2007 indicate

that 70 percent of state and local pension
investments are in equities, broadly defined, up

from 62 percent in 2000 and 38 percent in

1990.' Because equity investment was a
relatively new phenomenon for a lot of states in

the 1990s, decision-makers may have ignored

the idea that what goes up also comes down.

By 2000, about half the states' pension
systems were fully funded, due to strong and

sustained stock market growth. Legislatures

responded in 1999 and 2000 by shortening

ITH A PRICE:PUBIIC SECiOR RETIREMENT BENEFITS

vesting periods, increasing the multipliers used

in determining benefit amounts, decreasing
the age at which employees could receive full

retirement benefits and shortening the years of

service needed to qualify. New York, New
Jersey, Illinois, Pennsylvania, Kentucky,
California, Colorado and other states increased

benefits.' Some also decreased required

employer contributions to the plans (see

Exhibit A-2 in Appendix A).

But the rosy investment picture of the late

1990s was already starting to wilt in 2000, with
the dot.com bust followed by the 9/11 attacks

and weakening economy beginning in 2001.



Added benefits increased accrued liabilities

while shortfalls in contributions ate into asset

growth. In the early years of the decade, as

poor investment returns caused funding levels

to dip, it became even more difficult for states
to make the employer contributions required to
keep up. By 2006, only five states-Florida,

New York,° North Carolina, Oregon and

Wisconsins-had pension funding ratios at a 100

percent or greater level. A handful of others-

Delaware, Georgia, South Dakota, Tennessee

and Utah-were moving close to that point.

This story provides a cautionary tale for policy

makers today.

Most states employ a multiyear smoothing

process, which evens out gains and losses over
time, to calculate the value of their assets. For

that reason, pension funding levels have

continued to experience the effects of poor

returns in fiscal years 2001 and 2002; even

though investment returns have done well

recently. States have responded to their
lowered pension funding levels with caution,

enacting relatively few benefit increases in the

past several years. States such as Rhode Island,
Kansas and Illinois have implemented reforms

to try to reduce long-term costs.'

But in the next year, there is a chance that

pension funding levels will start to rise again,

as the bleak returns of the early 2000s are
removed from the picture. The big question is

whether state leaders will learn the lessons of

the past decade or whether they will respond

to rising funding levels as many did in the

period between 1999 and 2001.

One basic fact significantly affects all retiree

benefit equations: While funding levels may

rise and fall with the economy, once given, a
defined benefit is very difficult to take away.

2. Retiree health care costs are rising dramatically

Retiree health benefits have been offered to
public sector employees for decades, but their

long-term costs have received relatively little

attention. That changed in 2004, when the

Governmental Accounting Standards Board

(GASB) adopted new standards that ask

governments to calculate the long-term
actuarial liabilities for non-pension benefits,

called "other post-employment benefits"
(OPEB), using an approach similar to the one

they take for pensions.a For the largest

governments, including all states, these
numbers will be reported for the first time in

fiscal year 2008 financial reports.°

In some states, the actuarial unfunded liability

for non-pension benefits just for state

employees is greater than the aggregate
unfunded liability for all their pension plans.

This is because states have long set aside
money for future retirees in their pension

systems, but most states have paid for other

post-retirement benefits on a pay-as-you-go
basis. Each year, as the number of retirees

grows and medical costs go up, so does the
bill that must be paid out of current revenues.

Exhibit 1-2 shows eight of the 15 states in
which the unfunded actuarial accrued liability

(UAAL) for retiree health and other post-
employment benefits for state employees is

greater than the aggregate unfunded actuarial

liability for pensions.
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3. The gap between private and public sector

benefits is expanding

Private sector retiree benefits differ greatly,

depending on the size of companies, the level

of unionization and the industry.'n But in

general, the private sector never offered the

level of benefits that have been traditionally
available in the public sector. At its high point
in 1980, oniy about 35 percent of private sector

workers had defined benefitpension plans."
That number is expected to drop to 13 percent
by 2016, according to Dallas Salisbury, chief

executive officer of the Employee Benefit

Research Institute (EBRI).

As Exhibit 1-3 shows, public sector employees

are far more likely to receive retirement

benefits-and the gulf between private and
public sectors continues to grow. While there
are signs that governments are instituting some
reforms to scale back benefits, particularly for

new employees, the pace of change is

dramatically slower than in the business world.

In spring 2007, EBRI and Mercer Human
Resource Consulting surveyed private sector

defined benefit sponsors and found that more
than 35 percent had made changes to their plan

in the past two years. About a quarter had
closed the plan to new hires, while nearly 13
percent had frozen their plans for all members."

About a third of the organizations that had not
changed their plans said they intended to do so

in the next two years. And 19 percent said they

were considering closing the plans to new hires.
The vast majority of private sector companies

that intend to shift away from defined benefit
systems also say they will increase contributions

to defined contribution plans."

The same phenomenon has taken place with

retiree health benefits. According to the Kaiser

Family Foundation, only a third of big
companies offer retiree health insurance. The
number has been cut in half since 1988." Of
those that do offer benefits, they tend to be

considerably less generous than those offered

by state government. The Citizens Budget
Commission in New York took a look at
employers that offer retiree health coverage and

found that 10 percent pay the full premium,

compared with 32 percent in the states.'s

The gap between public and private sector

benefits fuels the political debate, as taxpayers
notice that they are contributing to government

employee retirement benefits that are

increasingly unavailable in the private sector.
This disparity-and resulting pension envy

among private sector employees-has
generated a wide variety of political reactions,

with some calling for a reduction in government
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benefits and others decrying the declining

benefits in the private sector and citing the

public sector as an example of how long-term

employees should be treated. "The larger issue
of what working people are entitled to in our
society needs to be considered too," wrote Jon

Shure, president of the New Jersey Policy

Perspective in a commentary in the New Jersey

section of the New York Times on November

26, 2006. "Is one group getting plush benefits

at the expense of the other? Or, rather, is it

government's responsibility to set an example
for what the private sector should do as well?"

4. The number of retirees increases every year

The number of retirees will continue to grow as

the baby boomer generation reaches

retirement age-a massive demographic shift

that will affect government on all levels and
across sectors. The number of Americans over

age 65 increased eleven-fold from 1900 to
1997. Steady increases have continued since

then, but the growth in the elderly population

will accelerate even more with the aging of the

baby boom generation, with a projected

increase of 80 percent between 2010 and
2030." By 2030, 71 million Americans-one of

every five people-will be over 65, according

to projections from the Social Security

Adrninistration."

Meanwhile, the public sector will face an
escalating number of retirements sooner than

compensation/Benefit
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the private sector because of the older average
age of public employees. In Illinois, for example,

the state comptroller reports that in fiscal year
2006, 65 percent of public employees were in

their 40s and 50s-up from 41 percent in 1986.'a

As ttie number of retirees multiplies, the

enormous variation in states will become more

pronounced. States with large unfunded
actuarial liabilities either in health benefits or

pensions will face increasingly large annual

costs to provide benefits that were promised.

California provides a telling example: The
Center for Government Analysis reports the $4

billion required to pay for California's annual
state and local retiree health costs in 2006 will

escalate to $6 billion in 2009, almost $10

billion in 2012 and $27 billon by 2019.'°
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California's annual state and local retiree health costs of

$4 billion in 2006 will escalate to $6 billion in 2009,
almost $10 billion in 2012 and $27 billon by 2019.

5. People are living longer

Life expectancy has trended upward for the
U.S. population, from 69.7 years in 1960 to a
projected 79.2 years in 2015, according to the

National Center for Health Statistics. Some of

this change stems from a drop in infant
mortality, but it also reflects improvements in

health care for adultsEO

Given the financial pressures that result from

increased longevity, the Social Security

Administration is gradually shifting its
retirement age upward, based on birth year.

For people born before 1943, full Social
Security benefits will kick in at age 65, but the

retirement age will escalate. For example, a

person born in 1967 or later will have to wait
until age 67 to qualify for full Social Security.

Some observers predict that when Social
Security is next reformed, the retirement age

will go up even further.

increasing retirement age over time. Of 87
plans studied across the 50 states, 85 allowed
retirement with full benefits at age 62 or earlier

for individuals with long service, and 57

provided retirement at age 62 or lower with
only 10 years or fewer of service. Only two

plans stipulated that it was necessary to reach
age 65 to receive full benefits."

In addition, some public sector employees (for

example, police and corrections officers) who

are in hazardous jobs or in jobs that require
heightened physical strength or agility are

eligible for full retirement benefits at even
earlier ages. Offering benefits at an early age

greatly affects health care costs because
Medicare coverage has not yet kicked in. For

this reason, it is generally much more
expensive for governments to provide
retirement benefits for pre-Medicare retirees.

Many private sector companies that offer

retirement benefits conform their retirement
ages to those provided by the federal
government. But for states and localities, the

eligibility age for receiving full benefits has

traditionally been much lower. A December
2005 study frorri Wisconsin's Legislative

Services Council noted that only Minnesota
had conformed to Social Security's practice of

The Wisconsin report noted that at the end of

2005, states were still moving toward earlier

retirement ages; nine plans had reduced
normal retirement provisions since 2000 and 10

had reduced the minimum age or years of

service required for early retirement. Since

2005, however, some states, presumably
preparing for the significant demographic shifts
on the horizon, have started to reverse course."
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Glossary
ACTUARIAL ACCRUED LIABILITY (AAL) - The

total value of pension benefits owed to current
and retired employees or dependents based

on past years of service.

AMORTIZATION PERIOD - The span of time

set to fully pay for actuarial accrued liabilities.

To adhere to generally accepted accounting

principles (GAAP), governments must use a
period of 30 years or less to calculate their net

pension or other post-employment benefits

obligation and their expense on an annual

basis. Some states, wtiich are not in
compliance with GAAP, choose longer periods

for funding purposes to reduce current

contributions.

ANNUAL REQUIRED CONTRIBUTION or

ACTUARIALLY REQUIRED CONTRIBUTION

(ARC) - The amount of money that actuaries

calculate the employer needs to contribute to
the plan during the current year for benefits to

be fully funded by the end of the amortization
period. (This calculation assumes the employer

will continue contributing the ARC on a
consistent basis.) The ARC is made up of
"normal cost" (sometimes referred to as

"service cost")-the cost of benefits earned by

employees in the current year-and an

additional amount that will enable the
government to reduce unfunded past service

costs to zero by the end of the amortization

period.

ASSETS - The amount of money that a pension

fund has on hand to fund benefits. The assets
(also known as plan assets) build up over time,

generally from three sources: employee
contributions, employer contributions and
investment returns. Plan assets generally are

expended to pay pension benefits when due,

refund contributions of members who leave

PROMISES WITHA PRICE: PUBLIC SECTOR RETIREMENT BENEFITS

the plan before qualifying for benefits and

cover the plan's administrative expenses.

ASSUMPTIONS - Estimates made by actuaries
about the future behavior of various economic

and demographic factors that will impact the

amount of pension benefits owed over time.

These estimates, of factors such as investment

returns, inflation rates and retiree life spans,
are used by actuaries to calculate the AAL and

the ARC.

DEFINED BENEFIT PLAN - A plan that
promises its recipients a set level of benefits,

generally for life. In the case of pension

benefits, it is based on a "defining" formula

that usually includes the number of years
served and an employee's salary multiplied by

a preset figure (e.g., 30 years x $40,000 x
1,75). In the case of retiree health, the
promised benefit is typically the payment of a

portion of (or the entire) medical insurance
premium. However, it can also be based on a
defined formula much like a pension. In this

case, a certain monthly income is promised

that must be used for health expenses.

DEFINED CONTRIBUTION PLAN - A plan to

which the employer, and often the employee,

contributes a defined amount (e.g., 8 percent

of salary) to an individual account in the

employee's name while the employee is in
active service, but which does not guarantee

any set benefit. The amount available for

retirement is based solely on the amount of
money that has been saved, along with

investment income credited to the employee's
account. When these furids are used up by the

retiree, the benefit is exhausted.

NORMAL COST - The cost of benefits earned

by employees in any given year.



OTHER POST-EMPLOYMENT BENEFITS

(OPEB) - Benefits other than pension benefits

that an employer provides to former

employees as a deferred form of
compensation for their services. OPEB is

defined by GASB as including (1) post-

employment health care benefits and (2) other

types of post-employment benefits-for
example, life insurance-if provided separately

from a pension plan.

PAY-AS-YOU-GO - A method of financing

pension benefits or OPEB in which the amount

contributed by the employers or employees
each year is approximately the amount needed

to pay the benefits currently due and payable

to retirees (or the premiums currently due and

payable to provide for health care coverage or

other non-pension benefits for retirees for the
current period). Under this method, the source

of financing for current benefits often is the

employer's current collections.

SMOOTHING - To counter the natural volatility

of the stock market, the vast majority of states

do not measure the funded status of pension
benefits using the current market values of

plan assets. Instead, most use methods of
determining the actuarial value of plan assets

that average out the effects of increases or

decreases in market values each year over
several years (generally four or five). The effect

of this approach is to mute the immediate
impact during a severe market drop or spike in

growth and to spread it out over time,

UNFUNDED ACTUARIAL ACCRUED LIABILITY

(UAAL) - The difference between the actuarial

accrued liability and the actuarial value of plan

assets on hand. This is the unfunded obligation

for past service.



The Basics of Funding
The following principles apply to both

pensions and post-employment health care
benefits, based on a general consensus of

experts in the field:

However, as the recession in the early half of

this decade demonstrated, bad years often

follow good ones and the contribution
holidays aggravated the impact of market

losses.

• The long-term costs of retiree benefits are

based on a passel of variables, the future

values of which are unknown. Actuaries try
to pin down these variables through the use

of best or at least reasonable "assumptions"
and a professional methodology developed

to manage multiple uncertainties. If all the

actuaries' projections were correct over
time, governments funded benefits earned

by employees every year and no new
benefits were added, then pensions and

retiree health benefits would be fully funded

by the end of the amortization period.

• When a state has an unfunded actuarial

liability, it is often because over time those

"ifs" did not happen. To pay for the
unfunded liability, governrnents add another
chunk of money to their annual contribution

to spread the unpaid costs over the
amortization period, which is usually 30

years. Generally, when funding ratios

decline, employer contributions need to

increase.

• Overly optimistic assumptions, benefit
increases and underfunded contributions all
put greater demands on future government

payments.

• Inaccurate assumptions also can result in a

situation where funding levels rise
unexpectedly. This occurred in the late
1990s when most investments earned higher
than anticipated returns, which prompted

some governments to skip the ARC
paymerit during a so-called funding holiday.

• In a mature pension plan that is reasonably

well funded, most of the total additions to

plan assets each year will come from
investment returns of assets that have been

set aside over decades. In a poorly funded

plan (pensions or OPEB), more future money

comes from direct state contributions and
from the same state coffers that fund
education, economic development and

health care.

• A poorly funded plan or one that is moving

in the wrong direction may also eventually
cause trouble for an organization's credit

rating. This could increase the cost of
borrowing money, which will make it more

expensive for governments to pay for
infrastructure improvements such as bridges
and roads that typically are supported

through borrowing.

• Although states aspire to having fully
funded pensions, it is important to

recognize that "underfunding is a matter of

degree," said Keith Brainard, research
director for the National Association of State

Retirement Administrators (NASRAV' The

important point is not whether states have
reached 98 percent or 101 percent funding;

it is the direction in which they are heading

and the distance they have to travel to get

there.
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Methodology
This report is the product of an extensive data

collection effort, a review of the literature, a

thorough analysis of actuarial studies and

evaluations, and interviews with experts and

individuals knowledgeable about particular

states.

To analyze states' pension systems, PCS
examined state annual reports with information

over a 10-year time period. Data in the
pension section of this report were obtained
from State Comprehensive Annual Financial

Reports (CAFRs) as well as CAFRs from state
pension systems. The numbers aggregate
multiple plans in the state pension system and

include, in many instances, municipal workers

and teachers. PCS did not attempt to
disaggregate municipal workers because this
could not be accomplished for every state.

To analyze states' other post-employment

benefits, PCS reviewed CAFRs and the
preliminary actuarial assessments of state non-
pension liabilities over the next 30 years. In this

case, PCS focused the analysis on state

employees alone, in order to achieve a more

consistent comparison, because states vary

greatly in whether non-pension retiree benefits

for teachers are funded at the state or local

level. Armed with those preliminary assessments,
gathered from a variety of government offices at

the state level, PCS assembled a comprehensive
and up-to-date compilation of these liabilities,

the amounts the states are currently paying for

retirement benefits and their funding practices.
PCS collected actuarial valuations in spring and

summer 2007, continuing through the fall to

pursue valuations from states that had not been

completed previously. One caveat: Many of
these calculations are preliminary and are likely

to change as health plans are altered and

actuaries re-examine the subject. A handful of

states had not finished actuarial valuations by

the completion of this report. Where feasible this

research was augmented with interviews with

actuaries, economists, state controllers, auditors,

legislative analysts and other experts in the field.

The expert statements included in this report

come directly from interviews conducted by

PCS between September 2006 and October
2007, unless otherwise noted. A complete list

of resources can be found on PCS's Web site at
.www.pewcenteronthestates.org
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Saving for the Bill Coming Due
FOR THE SAKE OF SIMPLICITY, it may be
tempting for the press and policy makers to

paint a one-size-fits-alI portrait of state

pensions. But each state has its own
cornplicated story to tell. From 2000 to 2006,
for example, New Hampshire's pension funds

took a tumble, while North Carolina's funding

status was nearly unchanged. Kansas" set aside

only about two-thirds of its annual required

pension contribution in 2006, while neighboring

Nebraska set aside the full amount.'s About half
the states have troubling unfunded liabilities in

some of their pension plans and the other half

do not, at least at the moment.

Overall, the national pension
"balance sheet" is in relatively

decent shape,'h with 30 state

pension systems more than
80 percent funded (Exhibit

2-1). Almost half of those

are over 90 percent funded,
according to PCS research.

However, the remaining 20

liability for their retirees' pensions over the
next 30 years. Still, that leaves them with

about $361 billion in unfunded liabilities.

Large underfunded long-term liabilities put

future budgets-and taxpayers-at risk. For

years, West Virginia has had difficulty putting

sufficient money into education or health care

because of its need to cover huge pension

liabilities the state accrued decades ago,
according to Governor Joe Manchin III.'a And

while West Virginia has been aggressive and
responsible in overfunding its annual pension
contribution over the past decade-the state's

system is now 55 percent funded, compared

20 states
with a 39 percent funding level

in 2003-the funding mistakes

of the past make catching
up extremely difficult (see

Appendix Exhibits A-1

and A-2).
have funding

ratios of
8ess than

80 percentstates have funding ratios of less

than 80 percent, meaning that

their proportion of assets to
liabilities may create fiscal stress if
unaddressed, according to many experts in the

field (see Exhibit 2-1-the 20 states are in

bold).

States can delay action to deal
with an underfunded pension,
but only temporarily. The share

of the population aged 65 or
older will grow to 20 percent

in 2030, according to the U.S. Census Bureau.
In 1950, the number of workers relative to

retirees was 16.5 to 1; today the ratio is 3.3 to
1, and it will move down to 2 to 1 during the

next 40 years, according to Census estimates.'9

All told, states have contributed enough When a pension system is fully funded, the
money-about $1.99 trillion-to cover roughly ratio of workers to retirees matters little,

85 percent of their $2.35 trillion" long-term because the money for retirees is already in
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the bank.30 But when a plan is underfunded,

making the payouts can become extremely

burdensome for states.

PCS's research highlights two important rules
for states to follow if they are to address their

long-term pension obligations cost-effectively.
Agreement on these points is nearly universal,

and they have been voiced by experts ranging

from researchers at rating agencies such as
Standard & Poor's and academic institutions

such as the University of Pennsylvania, the

University of Michigan and Harvard University
to retirement administrators in a number of

states. Following these sound financial
principles allows states to evenly spread out

the costs of long-term benefits over time,

rather than have low costs now and a
substantial-and potentially budget-breaking-

cost spike later."

FULL FUNDING. First, it is critical for a state to

diligently meet its own yearly goal for funding

its long-term pension liability (known in

actuarial terms as the actuarial required

contribution, or ARC) and to base that goal on

accurate assumptions.

Florida's legislature is displaying a high degree

of fiscal caution that has presumably helped
the state achieve the fully funded status it has

held since 1998. The state passed legislation

that basically reserved a portion of the pension

surplus to serve as a safeguard against
unexpected increases in liabilities, providing
the state with extra financial security." North
Carolina has also had consistently high levels

of funding, even when the stock market
dropped or the state was under fiscal stress.
The state has been disciplined about paying its

annual bill and maintaining the financial health
of its pension system. Illinois and New Jersey

are examples of poor financial decision-making

as both states have actively reduced

contributions to their plans over the past 10

years, leading to chronic underfunding.

AFFORDABILITY OF NEW BENEFITS. Second,
a state must make sure it can afford new
promises, as once a benefit increase is made it

is extremely difficult to take back. This means
the state must carefully consider the long-term
impact of benefit changes, including shifts in

vesting periods, early retirement programs,
cost-of-living adjustments, salary calculation
methods, and a host of other factors that affect

pension amounts and the states' own long-term

fiscal health. States, in general, have become
more careful about adding benefits in the last

few years and several have enacted legislation

that establishes safeguards against benefit
increases enacted in haste. A 2007 Hawaii law,

for example, bars benefit enhancements
between January 2, 2008 and January 2, 2011
if the plan has an unfunded accrued liability. A

2007 Missouri law prevents pension plans in
the state from increasing benefits if they are

less than 80 percent funded."

Finally, states can take additional steps to
reduce their long-term pension obligations.

Among other measures, they can close

loopholes in pension systems that allow
employees to inflate the amount they collect

after retirement. They can consider creating
hybrid plans that combine elements of defined

contribution and defined benefit plans. And

they can improve oversight and governance of
their system so that decisions are well informed

by up-to-date, accurate and reliable data, and

to ensure the funds are well managed.

The detailed analysis that follows seeks to help

state policy makers and the public answer

these critical questions:

• What differences are there among the states

in how they manage their pension plans?

20 PROMISES WITH A PRICE: PUBLIC SECTOR RETIREMENT BENEFITS::'.



• What are the fundamental reasons

for these differences?

• What tools can troubled states bring
to bear to prevent problems in the

future, and what can they do to

ameliorate the problems of today?

Generally, the money to pay for pensions comes
from three sources: employees' contributions;

employer contributions, and investment returns.

Employee contributions, which are required in

the vast majority of states, must be paid
annually. But in many states, governments-the

employers-are able to put off some of their

own required payments. These payments

include the cost of benefits earned by their

employees in any given year, as well as
contributions that will help make up for past
underfunding and lead to full funding of the

plan over the amortization period (typically 30

years). If the government's contribution falls

short, the costs for services rendered in that
year will be shifted to future taxpayers and the

state also will forego the advantage of

investment returns on those dollars.

Exhibit 2-1 shows how well, or how poorly, the
50 states are doing at funding their long-term

pension obligations, and shows the great

variation in the level of funding of states'
perision plans. These aggregate figures, which

include all pension plans that states listed in

their latest comprehensive annual financial
reports, give a snapshot of funding status as of

June 30, 2006.

According to PCS research, the average
funding level in 2006 was 82 percent, a drop

from the high point in 2000 when the mean

ratio of pension assets to pension liabilities

was 97 percent.

Note that the 82 percent average is lower than

the 84 percent average funding level reflected

in the 2006 Public Fund Survey data compiled

by the National Association of State
Retirement Administrators. That survey
includes the largest public retirement systems

in the United States, focusing chiefly on
systems for general employees, public school

teachers and public safety personnel. PCS's

report includes all pension funds covered in
the state comprehensive annual financial

reports. Teacher and state employee funds
dominate in numbers, but the reports also
include plans for elected officials and judicial,

public safety, corrections and university
employees, and, in some cases, municipal

plans operated by the state.





pension funding level dropped from 97 percent

to 89 percent, resulting in an increase of

unfunded liabilities of $166 billion. Furthermore,
due to smoothing, many states were still feeling

the effect of those bleak years up through 2006.

In general, states that are poorly funded have

done a combination of three things over time:

failed to annually pay their own actuarially

required contribution; increased benefits, or
made overly optimistic actuarial predictions.

States with large underfunded pension plans

will be forced to eventually meet those
obligations, which will require increases in taxes

or reductions in other spending. Thus, the
states with unfunded liabilities are the ones

that will face increased

financial stress in the future

to pay for obligations

incurred in the past.

Over the long term, states control whether

their pension plans will be appropriately
funded. But decision-makers may have to

grapple with tough choices that stem from

previous policy decisions. In general, this is not
necessarily an issue of pensions being too

generous. States offer pensions and other

benefits in part to attract and retain skilled

workers despite the lower salaries offered in

the public sector." The important
consideration is that when states, for whatever

reason, decide to incur an expense like
employee benefits, they also should have a
plan for how to pay for that expense. This is

what some states have failed to do.

States have considerable control
in either moderating the bad times

through effective planrring or
diminishing the good times

through poor dec°r`sron-ma king.

A TwomState Comparison

Comparing states is always a tricky business.

The details of how pension benefits and costs
are calculated vary tremendously. Averages can

be misleading, and a huge number of factors,

such as the underlying financial assumptions,
have an impact on the costs of the system and

the benefits received.

But putting aside the kinds of calculations that
leave even experts scratching their heads, a

very simple comparison of two states, Illinois

and Georgia, is illustrative." These two large

states-ranked fifth and tenth in total
population, respectively-have relatively
similarly sized state employee plans but have

takeri very different approaches to funding

their pensions. As a result, in 2006 Georgia's

pension fund was 96 percent funded, while the

Illinois system was 60 percent funded.

Georgia's unfunded pension obligation, or
UAAL, during the next 30 years is 30 percent

of covered payroll, whereas the unfunded

pension bill for the Illinois plan is 147 percent
(Exhibit 2-2). The unfunded liability is 38
percent of 2006 total operating expenditures

in Illinois and just 3 percent of total expenses
in Georgia. The annual required contribution is

10 percent of payroll for both Illinois and
Georgia; however, while Georgia was able to

pay the contribution in full, Illinois paid only 33

percent of its required contribution in 2006.
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The problems with the Illinois pension system

do not stem from unusual generosity to

average empioyees. In fact, Illinois asks most

employees to contribute 4 percent of their

salary,38 while Georgia's employee contribution
is 1.25 percent.J9 The average pension in Illinois

state government is on the low end cornpared

with other states, according to an analysis by
the Illinois Comptroller's office last winter.
According to these figures, given a final salary

of $45,000 in each place and 30 years of
service, the Georgia pension would pay out
$28,938 per year and the Illinois pension would

be $22,545 annually.AO

Key to achieving a fully funded pension plan is

a commitment to pay the actuarial required

contributions (ARC) in full each year. The
annual perision cost, which is calculated every

year, is the amount of funding needed to pay

for new liabilities accrued in that year as well
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According to a 2007 study by the Illinois

Center for Tax and Budget Accountability,

"The data make it clear that the state's
unfunded pension liability accrued to date was
not caused by overly generous benefits, high

head counts, excessive costs or even poor

investment returns. Instead, the real culprit has
been and continues to be the repeated failure

of the state to make its full annual employer

contribution to the system."°'

as to pay off a portion of the unfunded
liabilities accrued in previous years. States that

are able to pay the full ARC each year will
experience a gradual reduction in unfunded
liabilities until they are fully funded, provided

that assumptions are accurate over the long



term and calculations take into account any
additional benefits that have been granted.

Recently, the split between states meeting

their funding requirements and those failing to

do so is about 50-50. Exhibit 2-3 shows 10
leading states that have more than fully funded
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their annual pension costs in 2006 and 10
states that failed to contribute what actuaries

said they should. This annual pension cost is

generated using one of the GASB-approved

actuarial funding methods and is designed to

distribute costs for worker benefits over the
course of the workers' employment.
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A single year of adequate funding, however,

does not add up to a properly maintained

pension plan."

States such as Alabama, Arkansas and North
Carolina, which fully fund each year, seem to

have established an ethos that mandates this

fiscally sensible practice. Others, such as
Virginia, Kansas and Massachusetts, have more

erratic records.

However, states that fund their required

contributions at 100 percent each year-
beginning as far back as 1997-could still

have a dramatic unfunded liability today.

Unfortunately, short-changing plans in
decades past can have ripple effects many

years later. In addition, if actuarial assumptions

missed the mark, even a 100 percent
contribution may fail to move the state toward

a fully funded position.

Nonetheless, a commitment to pay the ARC

year after year is good practice, and it can

substantially improve the position of even a

poorly funded state like West Virginia. As

Exhibit 2-4 demonstrates, West Virginia's
performance in paying the annual pension cost

over the past decade has improved vastly, and
it is starting to pay dividends in addressing the

state's unfunded liability. In a short time, from

2003 (its low point) to 2006, the state shrank its
unfunded liability by 17 percent and $1.1

billion.

West Virginiq s pension fund isitnproving tflanks to diligence in
whlle ysars of not poy(ng enough has diminlshed New Jersey

making it's iequired"arenual pt+y
pe,nsian system funding Ievel,
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Other states, however, have proven unable or

unwilling to raise the necessary funds to pay
an actuarially sound amount into their pension

fund. In New Jersey, for example, leaders
skipped some required pension contributions

that resulted in an $8 billion shortfall between

1998 and 2003." The low point came in 2002
when the state contributed $16 million out of

the $560 million actuarially recommended

amount, resulting in only 3 percent of the ARC
being put into the pension fund. New Jersey's

funded ratio stands at 79 percent in 2006 after

being fully funded only four years before. New
Jersey is an extreme example but, as Exhibit

2-4 shows, it is highly illustrative of how critical

consistent contributions can be to a state's

pension system.

Decisions to skimp on annual contributions

have taken a dramatic toll on pension funding

levels in other states as well. A few examples:

• ILLINOIS. The decision to cut pension
contributions sharply in 1982 and 1983,

followed by only moderate increases

through 1995, are cited by the Illinois
Comptroller as the root of the state's

pension problems." Although the state

recently passed several long-term reforms to

its pension system, the pattern of

underfunding actuarially required
contributions has not abated. The

state used $2 billion from a 2003

pension bond offering to make

payments in fiscal years 2003 and
2004 and cut pension payments by

$2.3 billion in fiscal years 2006 and

2007, according to the Civic
Federation of Chicago. The
rationale was that savirigs to the

pension system from the bond sale

and funding reforms adopted by
the legislature made those payment

cuts possible, but longtime

observers of the state's troubled pension

system were dismayed. "These partial

pension holidays are short-sighted and ill-
considered," said Civic Federation Vice

President Lise Valentine. "You have to
examine the pension holidays in the context

of the overall budget, where we see
expansions of other state programs and

discretionary spending at the same time that

pension contributions are cut. This
demonstrates an unwillingness to fully fund

the pension obligations and to pay for the
true cost of employee benefits."

• HAWAII. Hawaii's budget director told Pew's
Government Performance Project in 2000

that the state, facing enormous budget

pressures, had failed to make pension
contributions of $44.1 million in 1999 and

$155.8 million in 2000. Data from the state's
comprehensive annual financial reports show

that pension contributions stood at about 83
percent of what actuaries required in 1999. In

2000, actual cor tributions met only 13
percent of the required amount. The

following year, the state held back even
further, contributing only about 5 percent.
Since that time, Hawaii has solidly funded its

pensions. But the three-year hiatus from full

funding, coupled with investment losses,
took a severe toll on the funding status of the

"These partial pension
hofrda are short--sighted

and ill6considered. r'
- Civic pederatiorr Vice President Use Valentine

WWW:PEWCENTERONTHESTATES.ORG .'27':



state employee plan, which dropped from its

high of about 94 percent funded in 2000 to

65 percent funded at the close of 2006.

• KENTUCKY. Kentucky also had one of the

most dramatic descents in funding levels,

from about 111 percent funded in 2000 to
about 70 percent funded in 2006. Employer

contribution rates for both the Kentucky

Employees Retirement System and the State
Police Retirement System have fallen short

in nine of the past 15 years. According to

the Legislative Research Commission, the
pattern of reduced contributions continued

for the past six straight years, including
fiscal year 2007, resulting in "more than

$744 million in lost contributions and

investment opportunities."^`

Additional Strategies for Ensuring

Sound Pension Plans
Fully funding pension contributions each year

requires a great deal of political fortitude and
the kind of long-term thinking that is hard to

come by, particularly in difficult economic times.

The good news is that there are additional

measures states can take to have an impact on

their long-term pension liabilities. These

measures include:

PLUGGING THE LEAKS: Auditor reports are

full of examples of loopholes within pension

systems that allow individuals to inflate the
amounts they collect after retirement. But

states can close the loopholes and stem

possible abuses.

EVALUATING THE FISCAL IMPACT OF

BENEFIT CHANGES: Even tiny changes in
benefits can result in very large long-term

liabilities. Some states have started to require
that a careful actuarial assessment of long-term

costs accompany any proposed pension

benefit increase.

that a set amount of cash will be put aside for

them each year), the defined benefit plan
format (in which recipients are promised a
specified package upon retirement) remains

the dominant and most popular form. Most
professionals expect that defined benefit plans
will remain the core retirement benefit for
many years to come, in most states. But some

states have begun experimenting with hybrid
plans, which are a mix of defined benefit and

contribution plans.

REQUIRING FASTER, MORE ACCURATE

FINANCIAL REPORTING: Pension systems are

extremely complex and difficult to compare
due to the wide variety of choices that
actuaries make when determining asset value,

calculating actuarial liability, and setting
funding and recommended contribution levels.

Faster, clearer financial reporting among plans

could improve the accuracy of actuarial
projections and would provide policy makers

and other state officials with the most current

data to inform their decisions.

CONSIDERING HYBRID PLANS: Despite

legislative initiatives in some states to convert

state pension plans to defined contribution
systems (in which recipients are promised only

IMPROVING PENSION OVERSIGHT: Although

the states have resisted suggestions that the

federal government step in to provide more
accountability for state and local pension

28 PROMISES WITH A PRICE: PUBLIC SECTOR RETIREMENT BENEFITS



plans, many are starting to improve

governance practices and provide

greater oversight of their own plans.
Commissions that pay attention to

pension funding levels, benefits and

practices can promote sustained,
consistent attention on an issue that

tends to float in and out of public

awareness with changes in the

economy.

Plugging the Leaks
States can pull back on the amount of
money that goes out in pension benefits

without attacking the general principles of a

defined benefit plan or the pension benefits
on which the average employee relies. Here

are a handful of issues to target, drawn from
a PCS review of recent reports from auditors,

legislative task forces, independent
government watchdog groups, universities,

pension systems and special commissions

in the 50 states. The examples are
representative of problems that have

surfaced in multiple states.

FINAL-SALARY INFLATION. In general, the way

pension benefits are calculated requires that

"final salary" be multiplied by a preset formula
based on the number of years employed. In

several states and local governments, this

practice has resulted in employees hiking up

their salaries during the last years of their
employment by any method allowed.

This is a particular problem in states such as

Kentucky, where overtime pay is allowed to be

included in the calculation; " and in New

Hampshire, where accrued sick leave and

vacation time can be used to increase final

income."

The fewer the number of years used to
determine final salary, the greater the
possibility that the figure can be manipulated.

For this reason, several states have moved-or
are trying to move-from a three-year average

to a five-year average. Kansas and North
Dakota passed legislation to change to five-

year averaging in 2007 ;a and a change in

Kentucky is scheduled to go into effect in
2009.19 New Hampshire considered some

reforms to its system in 2007, including

changing from a three-year to a five-year
average and preventing the use of accrued sick
leave and vacation time in salary calculations,

but the reforins did not pass.`i0

A related problem occurs when employees
change jobs in the last years of their career so

that the pension determination is based on a
salary that is far from typical of their career. For
example, in Iowa, former legislators often

move into executive branch positions with
salaries that pay two to three times the amount
they received as a part-time legislator. "This is

a bipartisan ploy that has played out
regardless of the party in control of the
executive branch for at least the last 20 years,"

said Randy Bauer, former Iowa budget director.

INFLATING YEARS OF SERVICE. Since the

number of years worked is generally part of
the formula for determining a pension, another



ploy for increasing the payout is to bulk up the

number of years counted toward retirement.
Until 2007, New Jersey made this easy for

employees and elected and appointed officials

by allowing pension credit for any year in
which a minimum of $1,500 was earned." This

allowed people to relatively easily add extra

years of service to their pension calculation. In

2006, the New Jersey legislature considered

but did not pass a change in the law to

increase the threshold to $5,000." In May
2007, Governor Jon Corzine signed a law that

abolished the practice for elected and

appointed officials." This was one of 41

recommendations by the Joint Legislative

Committee on Public Employees Benefits
Reform.s° Prior to this change, individuals had

remained active in the state's pension system
by earning minimal amounts, sometimes at "no

show" jobs's

Sometimes states allow workers to count time
served in jobs outside of state government

toward the determination of their pension,

contributing a percentage of salary as they

would on a state job. As long as the rate of
payment is appropriate, this may cause little

difficulty. But sometimes it's not. In
Massachusetts, for example, an employee can

O PROMISES WITHA PRICE: PUBLIC SECTOR RETIREMENT BENEFITS

add years of service spent in a volunteer job-
for example, serving as an unpaid town

alderman-to add to his pension benefits.

Because volunteer jobs do not pay a salary, the

state has set a proxy rate of $2,500 as a base
for employee contributions. In these cases, the
employee would need to contribute 7 percent

of $2,500-$175-for each year of service

added. According to a study by Ken Ardon at

the Pioneer Institute for Public Policy Research,
that payment is a pretty good deal, because it

buys about $1,000 in additional lifetime

pension benefits for each year purchased.`°

EARLY RETIREMENT

PROGRAMS. Often, early

retirement programs allow
individuals to retire before the
normal retirement age by buying

service credits for additional

"years." So, for example, if the
government has a rule of 80-

meaning that a person's age and

years of service must add up to1
that number to qualify for full

retirement benefits-a

prospective retiree who is 55 and

has worked 20 years could buy

five additional years to qualify for full benefits

immediately.

This practice can work fine if the price of the
additional years of service is calculated with

careful attention to actuarial needs. But often,
in the zeal to cut the workforce through an

early retirement program, the details are not

well thought out.

That is what happened in the late 1990s and

the early 2000s in Colorado. According to

information provided to Pew's Government
Performance Project (GPP), practices in the late

1990s allowed employees to buy five to 20
years of service at "fire sale prices."" Although



the program certainly cut the workforce, it

added significant costs to the pension system

and contributed to the dramatic drop in
funding levels from about 105 percent funding

in 2000 to about 73 percent funding at the

end of fiscal year 2005. "It was not an

actuarially sound price," one Colorado finance

official told the GPP in 2005. "People got a

bargain, and everyone knew they were getting
a bargain and that's why everyone was flocking

over there to purchase extra years."

States have embarked on far fewer early

retirement programs recently, compared
with the early part of the decade, according

to the Public Fund Survey, Summary of

Findings for FY2006. As longevity increases

and the gap between public and private
retirement ages widens, they are looking for

ways to add years to the normal retirement

age as well. Often changes are targeted just at
new employees to avoid legal challenges that

may result from shifting the rules on current

workers. In Colorado, a rule of 80 was changed

to a rule of 85 for anyone joining the

workforce after January 1, 2007. In North
Dakota, a similar change moved the teachers'
plan from a rule of 85 to a rule of 90.59 In

California, an initiative that was filed this year

to control pension costs would require the
state to conform to the U.S. Social Security

age for new civilian employees and age 55

for law enforcement.s'

ELIGIBILITY FOR ENHANCED RETIREMENT
BENEFITS. Some jobs have physical
requirements that make it sensible to offer

retirement at a younger age. State police and

corrections workers often qualify for enhanced
benefits due to the difficulty and danger of

their jobs. The problem in many states is that
over time there tends to be an expansion in
the number of people covered in these special

plans. In California, for example, a third of the

workforce receives public safety pensions

compared with one in 20 in the 1960s,
according to a Deloitte Research Study

published in 2006.`°

In Illinois, Governor Rod Blagojevich told

Business Week that one in three state

employees receive "hazard rate" pension
benefits that were originally intended for state

police.E' It is a matter of states' own public
policy to determine which jobs should qualify

for these enhanced benefits. The important

thing is for policy makers to recognize the

financial costs associated with these expansions.
In Massachusetts, a blue ribbon panel on the
state's public employees' pension classification

systems noted that the pension benefits

available for "hazardous" jobs had been
extended to district attorneys and supervisors at

MassPort, a public authority that manages

transportation infrastructure in the state."

In its two-year session that concluded
in 2006, the Pennsylvania legislature gave

"enforcement officer" status to game
commission officers, which would have
allowed retirement at age 50 instead of 60.
This was one of 130 retirement-related bills

introduced during this period, many asking for
benefit expansions. Governor Edward Rendell

vetoed the bill."

POWER WITHOUT ACCOUNTABILITY. When

there is a disconnect between those who have

the power to increase pension benefits and
those who have the responsibility of funding

those increases, fiscal responsibility can get lost.

Illinois, for example, took note of this problem
in 2006 when its legislature capped end-of-

career salary hikes at 6 percent for teachers,
school administrators and university personnel.
Prior to this, there was a fear that school

districts and universities "may have been
inflating payments to employees in their last





number of years-from 30 to 25-required to

receive benefits passed the legislature in 2005.

But the "justification" section of the support

memo provided outdated stock market data

from the year 2000."

To help ensure that adequate attention is
given to long-term consequences of decisions

about pension benefits, Oklahoma passed the

Actuarial Analysis Act in 2006. Modeled on a
similar law in Georgia, the act requires that

specific review and oversight actions
accompany any legislation that could have a

long-term impact on the retirement system.

For example, bills with a fiscal impact can only

be introduced in the first year of a two-year

session and can only be approved in the
second year-to make sure that there is no

rush to action. If a bill will have an impact on

costs, it has to be accompanied by an increase

in employer
contributions or another

appropriation to

fully fund the

benefits.°'

Georgia's

legislation has

been in effect
about eight years.
It requires the

legislature's

retirement
committee to send

for an actuarial
study whenever
any change to

benefit for any state employee who served in

Iraq,' you might do that in the emotion of the

moment. This allows you to drop back and

study it."

Considering Hybrid Plans
In the past 10 years, two states have shifted to

defined contribution plans for new employees.
In Michigan and Alaska, employees who

started work after 1997 and 2006, respectively,

are no longer promised a set benefit when

they retire. Instead, they have savings plans to
which they make annual contributions, which
are supplemented by contributions from the

state government.

Leaders in other states including California,

South Carolina, Massachusetts, Illinois and
Virginia have tried to
make a similar switch,

If someone says, `t_

triple the retiren-ient beneiit

for any state employee who
served in lraq,` you ri-iight do

that iri the emotion of the
moment. This allows you to

drop back and SciIdy it."

--- Tom fqilts, chief flnancia

the benefit structure is suggested. Here, too,
the requirement for additional study results in

a year "cooling off period" between the
introduction of a bill and any vote that's taken.
"It's had a very salutary effect on us," said Tom
Hills, the chief financial officer in Georgia. "If

someone says, 'Let's triple the retirement

of Georpa

but have been

unsuccessful to

date.'° The
controversy

surrounding
defined

contribution

plans should not
be much of a

surprise. Nebraska,

for example,
moved to a defined

contribution plan in

1964. But between
1983 and 1999,

state and county workers averaged a 6 percent

return on their individual accounts, compared
with an 11 percent return for teachers and

judges who had a defined benefit plan."

Testifying before the House Committee on
Pensions and Investments in 2000, Anne

Sullivan, director of the Nebraska Public



Employees Retirement System, said, "We have
had over 35 years to 'test' this experiment and

find generally that our defined contribution
plan members retire with lower benefits than

their defined benefit plan counterparts.""

Employees' preference for defined benefits

can also be seen in the states that have

offered a primary defined contribution plan

as an alternative to a definsd benefit plan.
(These include Colorado, Florida, Montana,

North Dakota, Ohio and South Carolina.) In

those states, employees still overwhelmingly
pick the defined benefit plan, according to a

recent study of state experience by Mark C.
Olleman, a consulting actuary and principal

at Milliman, Inc.13

There are several key differences between
defined benefit and defined contribution plans.

Some states have found that their annual costs
for their defined benefit plans have become

burdensome due to past funding decisions,

increased longevity among state employees,

and in some cases the capacity of both state
employees and employers to abuse the system.

Cost containment/control is a major benefit of

defined contribution plans. The other key
difference between the two types of pension
systems is risk. In a defined benefit plan the

financial risk is borne by the state, while in a
defined contribution plan the employee bears

the risk. This is of special concern for state
employees who are not part of the Social

Security system and thus do not have that safety

net. As states consider utilizing defined
contribution plans, they will need to ensure that
adequate funds are available to support retirees

either by providing annuities through defined
contribution plans or simply heavily encouraging

adequate employee contribution rates.

Potentially more promising are hybrid plans,

whichi incorporate parts of both types of plans.

At least five states offer hybrid plans,
according to the Kentucky Legislative Research

Commission.1d In Ohio and Washington, for

example, employees have the option of
signing up for a combined plan in which

employer contributions fund a lower but

guaranteed retirement benefit, while employee
contributions are invested separately in a

defined contribution plan. Oregon officials

estimate that a new hybrid program adopted
by the state in 2003 contributed to more than

$400 million in pension reform savings.

Washington has further improved individual

investment returns on the employee side by
giving employees the option of investing in a

portfolio that mirrors the investments of the

state's defined benefit plan. About 70 percent

of defined contribution assets are now
invested in this way, according to Olleman."

In 2003, moved at least in part by the
evidence cited above, Nebraska offered state
employees another choice instead of a defined

contribution plan. The so-called "cash balance

plan" is a hybrid of a defined benefit plan, in
which employees and the state both make

annual contributions, according to Phyllis

Chambers, director of the Nebraska Public
Employees Retirement System. Employees are

guaranteed a 5 percent annual rate of return,

although successful investments may push the

rate even higher.16

"We think this plan is working well," Chambers

said. "Since 2003, the returns have been good

and we have been giving a dividend to
employees above the credited rate. For those
employees that do not war t the volatility of a

defined contribution plan, the cash balance is
a good option because they know that there
will be a minimum return of 5 percent. Also,
they don't have to worry about what to invest

in because it is done for them."
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Requiring Faster, More
Accurate Financial Reporting
Corporations must disclose timely information

about their pension plans to investors and file

information with the Securities and Exchange
Commission. There are no similar requirements

for public pensions. Although many of them

do an excellent job of reporting to members

and the public, a number of states have
significantly late annual financial reports.

In March of each year, Wilshire Associates, an

investment consulting and inanagement firm,
reports on pension funding status of the largest

public pension plans. One of the issues it
perennially faces is the delay of financial reports.

In March 2007, for instance, 17 out of 125 state

pension funds examined had a financial report

issued prior to June 30, 2005. Another 61
reports were released prior to June 30, 2006."

Timely financial reporting has obvious benefits in

delivering important information to policy
makers, managers and citizens. It also may be a

sign that other aspects of a system are running
effectively. An analysis of a database of public
pension plans from 1990 to 2000, at Wharton's

Pension Research Council,
revealed pension systems with

stellar financial reporting

practices also had annual
investment returns that were
2.1 percent higher than funds

with lesser financial reporting

practices.'a

The issue of timeliness also

applies to actuarial valuations,

which arc now required every

two years (compared with an

annual requirement in the
private sector). Jim Rizzo, an

actuary with Gabriel Roeder

Smith, said many states opt to do actuarial

valuations more frequently, but they don't have

to. "The numbers you put in a comprehensive

annual financial report could be so old and stale

that they're not useful to the reader," Rizzo said.
"If the year ends September 30, 2007, then that
year began on October 1, 2006, and you could

be using an actuarial valuation for the year that

began in 2004- By the time the Comprehensive

Annual Financial Report gets published, it could

be three years since the valuation,"

The Governmental Accounting Standards

Board (GASB) continues to look into ways that
accounting and financial reporting for

retirement benefits could be improved. In
2007, GASB. issued a standard that will provide

improved transparency for state and local
government pension activities. Among the

changes is a requirement for those plans that

use the aggregate method in determining

actuarial funding requirements to provide

funding status information using another

method.'°



In addition, GASB is conducting a research

project that will assess the effectiveness of

current pension standards in meeting financial
statement user needs. Issues that will be

addressed include the overall approach to

calculate annual pension costs and pension
liabilities and detailed issues, including the

discount rate, amortization methods and
amortization periods, and actuarial cost

methods.

The initial research phase of the project will be

completed by April 2008. After consulting with

its advisory committee, GASB is scheduled to

decide whether a pension project should be

added to the current technical agenda.

Improving Pension Oversight
One concern voiced by critics of government

pension systerns is that they are not subject to
adequate oversight. This worry, expressed by

Senators Charles Grassley and Max Baucus,
ranking members of the U.S. Senate Finance

Committee, led to the launch of a 15-month

exploration of state and local retirement
benefits by the GAO in July 2006- The GAO

recently released a report on this topic and
another is due in the coming months.
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The senators expressed their concerns in a

letter to David Walker, the Comptroller
General of the United States, in which they

argued that public pensions are held to a
lower level of scrutiny than those in the private

sector.BO Most states, watchful of increased

federal regulation, have reacted with alarm to
the idea that the GAO study might spark more

federal oversight. The National Association of

State Retirement Administrators and the
National Council on Teacher Retirement

responded to the senators with a letter that
defended the status and security of state and

local funds." This was followed with another

letter from 28 national organizations
emphasizing the soundness of public funds

and the importance of recognizing the
difference in the public and private sectors.°` In

fact, when the first GAO report was released, it

conveyed a generally positive tone about the

health of state and local pension systems.

Whatever happens on the federal level, there

are abundant signs that increased oversight by

the states is coming. This issue is explored in

depth in the October 2007 Governing

magazine article, "Who's Minding the $3
Trillion Store," which was researched under the

auspices of PCS in conjunction with this

report." The Civic Federation of Chicago has

also done valuable work on the subject of

pension governance.a'

Many states have standing legislative

committees devoted to pensions and a number

of states also have oversight commissions that
keep an eye on pension fund operations.
According to the National Conference of State

Legislatures, these include:

• Indiana - Pension Management Oversight

Commission

• Louisiana - Commission on Public

Retirement



• Massachusetts - Public Employee Retirement

Administration Commission
• New Jersey - Pension and Health Benefits

Review Commission

• Ohio - Retirement Study Council
• Oklahoma - State Pension Commission

• Pennsylvania - Public Employee Retirement

Study Commission

• Texas - Pension Review Board
• Washington - Office of the State Actuary;

Pension Funding Council; Select Committee

on Pension Policy

In early 2007, Texas's Attorney General Greg
Abbott also stepped into the action, taking a
look at the state's 96 state and local pensions.

Abbott's concerns largely centered on pension

governance. He noted that a number of local
pension furids were using amortization periods

longer than stipulated by GASB," and in a

Conclusion
The strategies discussed in this section can help

states reduce government pension costs and

improve current pension management and

future decision-making. However, these
strategies will not eliminate the fundamental
issue-that some states have liabilities they have

not adequately funded. For the states that have
fallen behind, there is no easy fix. Achieving an

improved position requires the political will and

June 2007 speech to the Pension Review

Board, he complained of unbalanced board
membership, a lack of transparency in financial

reporting and poor decisions in setting
actuarial assumptions 6° Abbott said he was
particularly concerned about the possibility of

conflicts of interest after discovering situations

in which investment managers had hired board
members after these firms had contracted with

the retirement boards on which they sat. "They
develop a chummy relationship," he said.

"These job offers can be seen as a reward or

inducement to shift the board member's

allegiance to that particular investment

manager."

Abbott says he hopes other attorneys general
will also start to look at thiis issue, working on

compliance with the law, while legislatures and

boards of trustees focus on reforms rieeded to

improve pension governance systems.

discipline necessary to begin funding their
pension plans at actuarially adequate levels.

Even states that are currently in a good position

in terms of pension funding should heed the

lessons in this report to help avoid the poor
decision-making that led to the problems other

states now face. When states delay action, the
problem grows exponentially and the costs of a

solution grow right along with it.
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Rising Costs and Unfunded Obligations
LAST YEAR, THE STATES PAID ABOUT $9.7

BILLION in retiree benefits other than pensions,
according to PCS's study of data collected from

comprehensive annual financial reports. Health

care is by far the most significant of these other

post-employment benefits (OPEB), but they

also include dental care, life insurance and
other promised benefits that provide economic

security to retirees. What is most significant,

however, is not the amount states are spending

on these benefits today. The real impact on

states' fiscal health-and on the public sector
employees counting on these benefits-comes

from the dramatic and unrelenting growth of

the annual costs of OPEB.

For many years, the fiscal challenges and

complexity of retirement benefits were barely

noticed in many states. But new accounting

standards, established in 2004 by GASB, are

finally bringing the issue front and center.

States and other large governments (those

with annual revenues greater than $100

million) will first report on these liabilities in

their fiscal year 2008 financial reports, which

will generally come out sometime between
December 2008 and March 2009. But actuaries

for most states have already completed

preliminary assessments of the bill that will
come due for retirement benefits during the

next 30 years. Armed with these and other
documents gathered from a number of state

governments, PCS has developed a complete

and up-to-date compilation of states' long-

term liabilities for those benefits." These

numbers are likely to be refined over the
coming year-but they are reasonably accurate

and the best available figures at this time.

According to PCS data, the total actuarial
accrued liability for state employees' retiree

health care and other post-employment

benefits is about $381
billion.Afl About 97
percent-$370 billion-of

the obligations for state

employees over an
amortization period that

usually runs about 30

years was unfunded at
the end of fiscal year

2006 (see Exhibit 3-1).

The $381 billion figure is

a conservative number
that does not reflect the

full extent of the long-
term cost, as some states

sn^r 1 -ts ^^ ^ crs

face large bills for teachers as well. Cities,

counties and school districts also are totaling

up their own liabilities and will continue to do

so over the next several years. (Credit Suisse,
which published a report on OPEB liabilities

last March, estimated the total liability for

states and local governments at about $1.5

trillion.a°)

In an ideal world, states would fund retiree
health care and other non-pension benefits as

they're earned, as they generally do with
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pensions. This would reduce intergenerational

inequity and would also lessen the total amount

owed. (This is because a state that puts money

aside for the future in a qualified irrevocable

trust can earn higher interest rates over time.)
But because states generally have not pre-

funded retiree health and other non-pension
benefits, there's a lot of catching up to do.

Moving to full funding is a daunting task,
because the annual required contribution is, on

average, about three times what states currently
pay each year to meet costs for current retirees.

So what are states doing to address current

and future obligations to their employees as
they try to balance competing pressures to

build a strong workforce and control

spending? Some are embarking on the pre-
funding road and are putting money aside in

trust funds. Others are redesigning the
benefits themselves, using accrued sick leave

ee

ial aecrued Iiabili

to set up retiree health care savings accounts

or shifting retirees to Medicare advantage drug

prescription programs. Some states are already
cutting back in various ways that will whittle

down costs-for instance, by elevating

retirement ages for new or non-vested
employees or by increasing retiree
contributions to premiums. At least one state,

Illinois, has attempted to buy out some
employees by offering a lump sum, as General
Motors has done in the private sector.'"

As the shock of identifying the long-term costs
of retiree health care and other non-pension

benefits ebbs, many questions remain about

how cuts in benefits or other changes may
affect employee behavior and the bottom line.
States and other governments have embarked

on a multiyear process in which they surely will

be watching each other to see what works and

what does not. This is just the beginning.
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Highlights From the Data
Exhibit 3-1 provides data for 45 states: 43
states have produced actuarial valuations of

their OPEB; the data include estimates for
Illinois and Texas. The figures in the exhibit

assume that the state is paying for these

benefits on a pay-as-you-go basis.91 The long-
term costs drop considerably if states

consistently pay their annual required
contribution (ARC) and deposit it in a qualified

irrevocable trust. The savings come from the

higher investment return that results from long-

term savings and earnings that build up over

time. As of the end of fiscal year 2006:

• Only six states-Arizona, Ohio, Oregon,

North Dakota, Utah and Wisconsin-were

on track to have fully funded OPEB

obligations during the next 30 years. A few
other states have moved in that direction

since fiscal year 2006.

• Only three states had funded more than 50

percent of their actuarial liability: Wisconsin

at 99 percent, Arizona at 72 percent and

Alaska at 65 percent.

• Of the five largest states-California, Texas,
New York, Florida and Illinois-none had put

aside any money for other post-employment

benefits.

• Eleven states had estimated Iiabilities in excess

of $10 billion, led by New York with $50 billion,

California with $48 billion and New Jersey and
Connecticutwith $22 billion each. Illinois is

also included on this list with $48 billion in

liabilities, according to estimates by the Civic

Committee of the Commercial Club of

Chicago."'

• Most of the states with large liabilities

relative to their size are located in the East:

New Jersey, New York, Connecticut,

Maryland, Delaware and New Hampshire.

• Four states had put aside at least $1 billion
for future OPEB expenses: Ohio, with $11.1

billion; Alaska, with $2.2 billion; Wisconsin,

with $1.8 billion, and Arizona with $1 billion.

The Challenge of Rising Cc^sts
This report does not attempt to evaluate the

virtues or flaws of states' decisions to offer
larger or smaller benefit packages to their

employees. Instead, the analysis focuses on the

real world as it exists today-one in which
many states will see the price tag on retirement
benefits rise significantly well into the future.

New Jersey, for example, paid $200 million-a
systemwide total-for the health care costs of

its current retirees in fiscal year 2000. By fiscal

year 2005, this amount had mushroomed by

355 percent to $911 million. In the years since

2005, and for the foreseeable future, the costs

are rising far faster than the rest of the budget.
The state's 2007 retiree health costs were $1.2
billion, and the 2008 bill will be 25 percent

higher than that. By contrast, state spending

generally will rise 7.2 percent from fiscal year
2007 to fiscal year 2008, according to the New

Jersey Treasury Department.°6

States that pay a large portion of retirees' health
care costs have generally struggled with rising
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geographically, are largely in the same boat
when it comes to bills coming due for OPEB, as

Exhibit 3-2 illustrates. That is why these and

other states are thinking hard about what mix

of actions to take. Without appropriate
attention and planning, these obligations only
get bigger and more difficult to manage.

Until recently, most states have permitted their

OPEB obligations to grow with little or no
consideration for how to pay for them. As noted

earlier, our analysis revealed that about 97

percent, or $370 billion, of these 30-year

obligations were unfunded at the end of fiscal
year 2006. By sharp contrast, all states attempt to
set aside large pools of assets to fund long-term

pension liabilities, albeit with varying success.

However, a few states, including Utah, Maine

and Michigan, have been estimating the costs

health Gare benefi.ts for reetir eS wilk k e felt raost acutely lay s,tates an
nd. Nlaine.

Projected cost of retiree healthcare benefits
2006-2015

In millions
AIhIE

$115 4°
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$95^.94 am^-0 .... .
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bills. In Maine, benefit payments were 6.7

percent of payroll for fiscal year 2007, but will

rise to at least 11.2 percent of payroll in fiscal

year 2016, according to state figures.°'

Caiifornia's Legislative Analyst's Office pegged
growth in retiree health care costs at nearly 11.8
percent between 2007 and 2008. By contrast,

other state spending grew less than 1 percent.

In Nevada, pay-as-you-go costs were projected

to rise 20 percent from 2008 to 2009,

according to information presented to the
legislature in January 2007. If the state were to

fund its ARC in 2008, the payment would be

four times the pay-as-you-go cost.'a

If states persist on the pay-as-you-go path, the

bills for retiree benefits other than pensions will
continue to grow quickly. Nevada and Maine,

two very different states socioeconomically and
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of their non-pension benefits for some time.

Others, such as Alaska, Kentucky and Arizona,

have included retiree health care as part of

pension funding. As a result, although these

states' pension funding levels may have
appeared somewhat deflated compared with

other states in the past (when few states were

paying attention to long-term retiree health

care costs), they now have a jump on many

other states.°9

At the end of fiscal year 2006, 13 states had

some funding set aside, although most of the
amounts were minimal. Ohio stands out in the

amount of money socked away: $11.1 billion at

the end of fiscal year 2006, a sum that grew to
$12.8 billion by the end of fiscal year 2007,

accordirrg to the Ohio Public Employee
Retirement System. But even Ohio's retiree
health benefits are only 39 percent funded, up

from 35 percent in 2006.

How the States Stack Up
PCS's analysis shows how strikingly different

the states are from or e another. Half the states
account for almost 94 percent of the total

unfunded OPEB liabilities. "The diversity of the

states is far more dramatic on the retiree
health issue than many others," said Pattison.

"We have some members who see this as

almost a crisis and others have no problems."

ai iRi rC aFCTOR RETIREMENT BENEFITS

The job is all the tougher because of

the many other long-term costs
emerging as states' populations and

infrastructures age. States face retiree

OPEB bills simultaneously with rising

pension costs; expanding budgets for
prisons; and demands for more money for
schools, maintenance backlogs for bridges,

roads and water systems and other needs.

At the same time, governments are under

pressure to keep taxes low.

The underlying problem, said Elizabeth

Keating, a professor at Boston College's Carroll
School of Management, has been fiscal systems
based on an annual cash budget, which does

not hold decision-makers responsible for the

results of their choices down the road. She and

others maintain that governments need to
focus attention on the long-term ramifications

of their decisions. Meanwhile, state budgets,
employees, retirees and taxpayers are likely to

face tough times ahead. "I hope the
experience with retiree health makes people
realize that we have some pretty significant

fiscal challenges over the long term," said Scott

Pattison, executive director of the National
Association of State Budget Officers. "I hope

this changes the dynamic in which we make
policy decisions over the short term without a

realization of the costs that are going to grow

over the next five, 10, 15 years and beyond."

Much of the difference is directly tied to the

decisions that governments have made about
how large or small retirement benefits should

be and who should receive them. Even

neighboring states, which may well be drawing
employees from the same group of applicants,
have made remarkably different choices about

the benefits they provide their retirees. For





monthly subsidy toward health insurance

coverage for every year of employment up to
30 years. On the other hand, California, North

Carolina and Texas often pay retirees' entire

premiums, according to the Workplace

Economics 2006 State Employee Benefits

Survey.,o,

States' liability amounts are determined not
only by the size of states' contribution to

retirees' insurance premiums, but also by such
factors as the number of retirees covered, the

vesting period, the type of health plan, and
dependent and spousal coverage. (See "The
OPEB Menu" for a more thorough description

of the most important variables that come into

play.)

Retirement age is a particularly pertinent
factor. All states' retirees are living longer and

so remain beneficiaries for a longer time.

Beyond that, the age at which states permit
various employees to retire and collect
benefits varies greatly. The retirement age is
critical because the cost of covering an
individual retiree who has not yet become
eligible for Medicare can be much greater than
the cost of covering a retiree who is Medicare
eligible. In New Jersey, for instance, spending
for the average pre-Medicare retiree is $573 a
month, 189 percent of the cost for a retiree
who is covered by Medicare, according to the
most recent State Health Benefits Survey from

the Segal Company.'"' A study by Alaska's

actuary analyzed retiree health care costs and

found that 75 percent of the state's OPEB
spending came from employees who retired
before 65. This information helped convince
the Alaska legislature to cut off benefits to pre-
Medicare retirees as part of its substantial

retirement reforms of 2005.t03

S tates At'llempt t® Move Forward
GASB's role is to establish accounting and

financial reporting standards-not to require
goverriments to make any particular policy or
management decisions. But on the verge of

disclosing their liabilities for retirement
benefits, many governments confront the need

to take action. "There are two ways to address
the issue," said Jason Dickerson, a legislative

analyst in California who has been following
the topic there and in other states. "You can

put money aside to fund benefits or you can

change benefits so as to reduce future costs."

A January 2007 Aon Consulting survey of

governments of all sizes shows many leaders
are still unsure of where to turn.10" The survey,

released in July, showed that fewer than half
the governments surveyed had developed a

plan of action to handle the new accounting

standards. Ninety percent did not know how
they would get the money to fund the long-

term obligation, although more than half were
considering long-term funding options. A third

of the respondents were contemplating plan

modifications-either revising eligibility

requirements, increasing cost sharing, cutting

coverage for future employees or moving to a

defined contribution approach, which would

shift the risk of medical inflation to retirees.

In fact, a hybrid approach seems increasingly

likely for a number of states. "Initially, a lot of

our clients were looking at this in black and
white: pay for it all or reduce all the benefits,"

said Tirn Nimmer, an actuary at Aon, which

performed the actuarial valuations for non-
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pension benefits in eight states. "I'm guessing

that almost all of them will land in that,gray

area of a combination of the two. They're
looking for what's politically palatable and

what is fiscally palatable_"

To see what states are doing at this early
stage, PCS analyzed survey responses from
Pew's Government Performance Project and

legislative data from the National Conference

of State Legislatures (NCSL).

Fully Funding the Longmterm Obligations

According to NCSL's legislative tracking, at least

13 states in 2007 set up state trust funds or

provided enabling legislation for local trust
funds. A haridful of other states had already

taken these actions. These irrevocable trusts

require that all the money that goes in is used

in a predeterrriined way-in this case, to pay for

retirement benefits in years to come. The

stipulation prevents budget raiders from
siphoning off these funds for current needs.

Ohio (see "States to Watch") has used such a
mechanism to hold the funds it has been setting

aside for OPEB obligations slrice 1974. Utah

also established an irrevocable trust for its
OPEB costs and appropriated the full actuarially

required contribution of about $47 million for
both fiscal years 2007 and 2008. Alabama,

Delaware, Georgia and West Virginia (see
"States to Watch") are among the states that

have also set up irrevocable trusts.

Some states are considering earmarking
revenue streams to fund their long-term liability,

such as a portion of lottery proceeds or tobacco

settlement dollars, according to the National
Association of State Comptrollers, which has set

up an OPEB Implementation Network.'°'
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Massachusetts passed irrevocable trust

legislation for fiscal year 2008 and is fully
funding its $1.1 billion anticipated annual

required contribution for 2008 with
approximately $340 million of general fund

dollars and most of its accumulated unspent

tobacco settlement receipts. Governor Deval
Patrick proposed dedicating up to 90 percent

of future tobacco settlement proceeds to at

least partially fund OPEB costs in the
irrevocable trust. The legislature rejected the

proposal, but created a commission to study
future funding with a report due in December

in time for the fiscal year 2009 budget debate.

Other states may be looking at the option of
bonding out their OPEB obligations. One state

that selected this option is Wisconsin. In 2003,

it issued $600 million in OPEB bonds as part of
a larger transaction that also included the
issuance of $729 million in pension bonds. The

OPEB portion of this transaction was the first

time a bond had been used to pay for the

actuarial liability for other post-employment

benefits at the state level. It has enabled the
state to come close to fully funding its fairly

modest OPEB obligation.tOA

However, there is an inherent risk in bonding

to meet retiree obligations, based on the

timing of the transaction. For example, New
Jersey implemented a $2.8 billion pension
bonding plan in 1997, and it fell victim to bad

timing when the market turned sour and the

interest paid on the bond exceeded what the
state earned on its pension investments. Other

governments that sold pension obligation
bonds in the late 1990s also lost money in the

early part of this decade.

The appeal of irrevocable trusts goes beyond
the obvious desire to provide security for

retirees and protection for future taxpayers. If

states start funding their retiree benefits

PROMISES WITH A PRICE: PUBLIC SECTOR RETIREMENT BENEFITS

through this vehicle, their actuaries can actually

decrease the total actuarial liability. That's

because it is presumed that invested money
will earn more interest if it is set aside for the

long haul, reducing the long-term cost of
benefits. (See "Other Benefits of Full

Funding.")

However, government officials wonder what

will happen to money that has been
"irrevocably" dedicated to retiree health care if

the federal government passes some kind of
universal health insurance. "A lot of people are

resistant to putting that money aside because
tax laws aren't clear on their ability to take that

money out," said Dickerson of the California

Legislative Analyst's Office.

In any case, for most if not all states, the

option of fully funding these liabilities in the

near future is not feasible because of the
dramatic rise in costs. Exhibit 3-3 compares the

costs states spent in 2006 with the amount
determined by actuarial valuations as
necessary to move toward full funding. The

states where the red and blue lines are closest

have already started moving toward funding

these benefits.

In fact, based on data from 40 states with

explicit OPEB liabilities, PCS has calculated

that the median annual required contribution

states would need to move toward full funding

of their plans can be almost three times what

they are paying right now: $314 million
compared with $110 million, respectively.

An effort to begin funding for the future is
worth considering for a variety of reasons.

However, given the size of their long-term

liabilities, many states are going to be
supplementing that effort with other steps to

reduce the bill coming due.
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Scaling Back on Benefits
In general, states have far more flexibility to
make changes to retiree benefits like health care

than they do to pensions. But it gets more
complicated when it comes to individual states,

in part because of how they make their decisions
about benefits. One might assume, for instance,

that in heavily unionized states, benefits would
be determined by labor negotiations. But that's
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not always true. At the state level in California,

for example, retiree health benefits are not a
topic open to union negotiation. These
decisions are the province of the pension

systems' board, according to Dickerson of the

California Legislative Analyst's Office. On the
other hand, in California's local goverriments,

labor negotiations have already started to have

a2es,^the impactot ti+acount ra

e Whole-thil

rat

nFn#
ualifies

ey,esza

lori4=te

ount ratei



>auBC

ma` CalifoPnia

an impact. This has also been the case in the

private sector (see "A Harbinger?").

In other states the decisions may fall to the

legislature or collective bargaining with unions,

and the flexibility to make changes depends
on state law and past labor agreements. For

example, in 1997 in Connecticut, the

administration of then-Governor John Rowland
reached a 20-year agreement with the state's

labor unions, which prevents any significant
changes from being made until 2017. "That's

tied our harids," said Nancy Wymari, state

comptroller.

A smattering of states have made changes
over the last several years-but experts predict

that this kind of activity will be ever more
common as states move from the head-

scratching phase to more clear-cut plans.
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This topic is so new that there is little or no

evidence that any one of the approaches that

states have taken thus far is necessarily
superior to others. Here are examples of what's
been happening across the country in the last

several years:

• In 2005, Pennsylvania started requiring new
retirees to pay 1 percent of their annual base

salary at the time of retirement for health

care costs. In addition, as of July 1, 2008, 20

years of state service will be required for

lifetime health benefits in Pennsylvania
compared with 15 years in the past.10'

• In 2006, North Carolina increased the time
that new employees need to work to qualify

for full subsidization of benefits.t0d (See

"States to Watch.")
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The following describes the state's health care

benefits for retirees before and after the reforms.

BEFORE. The state required co-payments from

active employees but not from retirees.

Retirees paid a premlum based on years of

service and date of hire, but it was
considerably discounted from what the state

actually spent. Retiree health care costs were

covered on a pay-as-you-go basis, with the
premiums from active employees providing a

$100 million subsidy for retiree costs every

year. Supplemental Medicare coverage was
provided on a fee for service basis. Meanwhile,

the number of retirees was growing at a net

rate of 1,000 a year.

AFTER. Co-pays were set for retirees at $10 for

primary care, $20 for specialists and $50 for

emergency room visits, with retirees expected

to pay 20 percent of hospital expenses not
covered by Medicare. Out of pocket expenses

were capped at $500. All retirees were
required to join a Medicare advantage
prescription drug plan. These actions reduced

per capita costs from $300 per member per
month to $121 per member per month. In
addition, the West Virginia Retiree Health

Benefits Trust Fund was set up. It currently has
$39 million with another $63 million deposit
expected by year's end. Finally, to relieve some

pressure on retirees' wallets, the state reduced
premium costs by a flat $22 per Medicare

member per month.

A number of retirees are unhappy with the

change, but it could have been worse; the
state's original proposal in fall 2006 was
considerably more expensive for retirees. In

adopting the new plan, the state-heavily

unionized-worked with a number of labor
groups. Although they vary in their level of
acceptance, Cheatham said "most are satisfied

with where we ended up." At this point, there

has not been any litigation regarding the
changes. "Had we not made these changes to

reduce the liability we would have had to do
something more drastic to retiree benefits in

the future," said Cheatham.

Cheatham added that by changing to the
Medicare drug prescription plan, the state was

able to take advantage of federal dollars that

directly fund that program. By contrast, if the

state had continued to provide its own
prescription drug benefits, the subsidy
provided by the federal government under

Medicare Part D could not be used to reduce
the other post-employment benefits liability,

according to GASB rules.

Ohio
Only a small number of states have
accumulated significant assets to offset their

OPEB obligations. Ohio, which had $11.1
billion saved as of fiscal year 2006, has
accumulated much more than even the next

closest state (Alaska at $2.2 billion).
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Ohio began offering health care to its retirees

in 1969 and started paying their health

insurance premiums in 1974."' Managers
initiated the first round of restructuring in 1986

by raising eligibility from five years of service
to 10. The state introduced wellness programs
and choice of plan during the 1990s. And it

continued to restructure further by placing a
cap on the lifetime benefit an individual retiree

can receive as well as increasing deductibles
and co-payments and tightening definitions of

dependents.

The solvency test measures how long any

dedicated funds will last given the expected
level and timing of expenditures. Because
Ohio has partially funded its OPEB obligation,

the solvency test can be used to gauge its
progress. In 2005, officials with the Ohio Public

Employees Retirement System estimated the
solvency period at 17 years. It grew to 18 years

in 2006 and is estimated at 27 years for 2007,

according to state officials.
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Utah
Utah is noteworthy because it has a relatively

modest long-term liability of $750 million or

$488 million, respectively, for its non-pension

benefits, depending on whether the state
follows a pay-as-you-go approach or continues
to pay the annual required contribution, as it

has done in 2007 and 2008. Yet it has taken

steps to restructure its benefits as a result of
requirements to disclose these obligations.

During its 2005 session, the Utah legislature
passed a bill, effective
January 1, 2006, allowing
retiring employees to
receive 25 percent of the
value of unused sick leave
as a contribution into a
401(k) account.1° (Those
who retired before January
1, 2006, were able to cash

out this amount of unused
sick leave.) The value of
any unused sick leave
earned after this date is
converted into a health
reimbursement account. A
prior provision allowing

employees to receive health and life insurance

coverage for up to five years or until they

turned 65 is being phased out.

Employees have not accepted these changes

without a fight. Utah was sued by the Utah
Public Employees Association on behalf of five

anonymous plaintiffs who charged that the

legislature had illegally changed the rules of
vesting and contributions."s The state Supreme

Court held that the legislative change was not

an unconstitutional taking and that the
plaintiffs did not have a property interest in the

specific use of unused sick leave.



North Carolina
North Carolina offers other post-employment

benefits to retired state employees, its
universities and community college faculty and
teachers who are members of the Teachers' and

State Employees' Retirement System, as well as

to other systems covering the judicial and

legislative branches of government. The plan is
the same as the one covering active employees.

In 2006, the North Carolina legislature
overwhelmingly passed a bill that increased

OPEB vesting periods from five to 20 years for

employees hired after September 30, 2006.
Those retiring with fewer than 20 years' service

will have to pay between 50 percent and 100
percent of their health insurance premium,

depending upon the number of years served.""

Because this reform is prospective, the state
will not realize any financial benefits until 2011,

when its OPEB obligation is likely to be
somewhat reduced."' Figuring out the impact

of the change is highly complex. While it

certainly cuts back on the number of
individuals who are eligible for full benefits, it

will also result in a phenomenon economists

call "adverse selection," which occurs when
plan members who pay more in premiums than

they consume in services exit the plan.
Because those retiring with fewer than 20 years

of service will now have to pay a significant
portion of their premiums, many employees
are expected to obtain health insurance from a

lower cost provider. This loss of premium
payments partially offsets the positive fiscal
impact. It also means the resulting pool of plan
members will be older and sicker, which could

have a similar effect.

The net result of this reform is still anticipated

to save money. But states should thoroughly

investigate all restructuring options to ensure
that the unintended consequences of changes

to OPEB plans are not greater than the

anticipated benefits.

Innovation in Management

Two factors lead to the large year-to-year
increases in retiree health care benefits: the
increasing number of retirees and the inflation

of medical costs. States' estimates of liabilities

vary somewhat depending on their
assumptions about these two variables.
Pinning down medical inflation is particularly

tricky. Analysts in California and elsewhere
have expressed concern that assumptions

paint a way-too-optimistic portrait of what will
happen over time. Still, governments have
used a variety of management tools to whittle

away at what they're spending on health care.
Practices that have proven particularly useful

include establishing preferred drug lists,
pushing the use of generics rather than brand-

name drugs, shifting to managed care, and

providing preventive services.

Here are three particularly hot areas of focus for
governments to bring down retiree health costs:

Savings through consolidation
States can help their localities and themselves
by bundling their plans under a single
administrative umbrella. This can have
immediate benefit because when risk is spread
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over a larger population, premiums tend to

decline. Also, the so-called "big pencil"

approach makes it far easier to bargain

effectively with health care providers. Groups
of employees can potentially also lower

administrative costs as investment costs and

overhead decline per member.

Missouri has been resolutely attempting to use

consolidation to check health care costs for

retirees. As of February 2007, the Missouri

Consolidated Health Plan (MCHCP) claimed
104,545 members, or about 24 percent of all

government workers in the state"' The plan's

comprehensive annual financial report points to
an extremely moderate increase of 1.7 percent

in medical costs from fiscal year 2005 to fiscal

year 2006 and an overall increase in operating
expenses of only 3.3 percent during that period.19

In March 2006, a Missouri Foundation for

Health report called on the state to expand

eligibility for the plan to include non-
governmental entitics, seeing an opportunity

to provide affordable health care coverage for

alI citizens using this successful structure. The

report stated, "Because MCHCP already
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provides coverage not just for state employees
but also for a variety of municipal employers, it

is logical to consider it as a candidate to serve

small non-governmental employers as well." 10

Wellness programs
Many governments are promoting smarter

choices for employees and retirees in four
categories: health assessments and monitoririg;

health insurance incentives; healthy work
environment initiatives, and physical fitness

programs. Governments can use these
programs to lower costs and get beneficiaries

more involved in managing their care.
Texas offers among the most comprehensive

wellness programs. In its plan year ending
August 31, 2006, the Texas Blue Connection

Preventive Care Intervention program sent
nearly 92,000 women over age 40 "birthday

cards," encouraging them to be screened for
cancer and osteoporosis. Nearly 50,000 men

over age 50 were sent similar cards

encouraging prostate exams."'



Aggressive health care
management
California's public employee retirement system

recently initiated a purchasers' coalition to
work with hospitals to increase the quality of

service while managing costs. Called a

"Partriership for Change," the program
promotes performance measurement and

public reporting. It strives to increase
competition by negotiating rates with hospitals

based on performance and value, while

providing reliable data for purchasers to help

make decisions. Benchmarking is used to

increase transparency.

In summer 2003, the Massachusetts Group

Insurance Commission (GIC) embarked on a
multiyear effort called the Clinical Performance

Improvement Initiative."' The initiative, which

Conclusion
As states begin to report on the costs of health
care and other non-pension benefits for public

sector retirees, the long-term liabilities
appearing on their "balance sheets" are likely

to generate significant attention. A handful of
states have been coping with how to pay for

other post-employment benefits for some
tirne, and these examples highlight the

has become central to the GIC's strategy for

health care coverage, seeks to deliver high-
quality and cost-efficient health care to the
GIC's 289,000 members. Now in its third year

of implementation, the initiative relies on a
database of over 150 million claim lines

supplied by the six health plans currently

providing coverage to GIC members. All of the
claims are de-identified, which means that

personal information is protected. The
database is used to make quality and resource

efficiency comparisons among physicians. The

GIC's health plans use the results of the
analysis to rank their doctors and stratify them
into different groups or tiers. The health plans
use modest co-pay differentials as incentives to

encourage members to utilize higher tiered,

more cost-efficient providers. This approach
also seeks to encourage providers to improve

their care delivery so as to "lift all the boats."

benefits of consistent funding, reasoned policy

decisions and good management. At this

point, most states are just beginning to
understand the problem, which is an important

first step. The challenge of averting a funding
crisis is daunting-but it will get exponentially

larger if ignored.
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Appen d ix B
The Stand-Out States
To identify the degree of challenge states face

in meeting their non-pension obligations to

retirees, PCS turned to means used by GASB,

Standard & Poor's and Moody's Investor

Services for adjusting comparisons of states.
We looked at the 40 states for which actuarial

valuations are now available and for which we

could isolate the state contribution for state
employees only. Exhibits B-1 through B-4 put

retiree benefit liabilities in context based on

population, personal income and payroll.

For those 40 states, the mean per capita costs

of their accrued liabilities is $1,283."' Since

Per capita
Exhibit B-1, which is based on population data

from the U.S. Bureau of the Census and the
U.S. Department of Commerce, shows the 10

states with the highest per-capita unfunded
actuarial accrued liability (UAAL) for their state

employees. This indicates the fiscal burden

each state's citizens are carrying because of

the UAAL, although it does not assess their

ability or capacity to pay.

States
Connecticut

Hawaii

Delaware

New i!ork

Nemt;3ersey "

SOURCE: Pow center r, the States; easetl orf A^tdatial valuobc

there's a wide range of benefits offered, the

median is $774. Looking at the unfunded
liabilities as a percentage of total state
personal income, the mean is 3.4 percent and

the median is 2.5 percent,"" and when viewed
as a percent of covered payroll, the mean is
191 percent and the median is 135 percent."'

The following section provides tables showing
the states that stand out from the pack. These

figures assume that the states are not pre-
funding the obligation. Once again, if the ARC

is paid consistently over time, the AAL and

UAAL drop considerably.

The top three states all have per-capita unfunded

accrued liabilities over five times the mediari,
suggesting a relatively heavy burden. Illinois does

not appear in Exhibit B-1 because an actuarial
valuation was not available. However, as

previously noted, the Civic Committee of the
Commercial Club of Chicago estimated the

liabilityfor state employees at $48 billion. Using
this information, PCS estimates Illinois' per capita

liability at $3,741, which would make it among
the top five states in liabilities per state resident.

!Capi#

$6.1$b New Hampshir

...$5,283 Massachusetts

.$5,167 ;Kentucky

$-2,590 Alaska'

$2,572 Median

.$2,47A Mean

Capi;
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Hawaii .'`

Delaware..

As a percentage of personal income
Per-capita statistics, however, do not tell the

whole story because they do not take into
account the differences in wealth or ability to

pay- Measures of personal income in the

states, as reported by the U.S. Department of
Commerce, help get at that factor. Subject to

this further level of analysis, the 10 states with

C2ntEr on the;5 P:-Valuaiiti

2°^S , '^Louis

.4°l0 ^' fVlairii

As a percentage of payroll
Another measure used to gauge relative

burden-and one that GASB will ask states to
produce in their financial reporting-involves

the size of the obligation compared to the size

of the payroll being covered. Covered payroll

is a tricky statistic because some states report

the covered payroll for the state portion of
their retiree benefits while others report only

the largest liabilities do not change
dramatically. But the order shifts a bit. Hawaii

climbs to the top, and Kentucky appears as its

burden rises when measured by its ability to

pay. If Illinois data were included, it would

appear in Exhibit B-2-again in the top five-

at 9.8 percent.

-Iampsf7ire^.

IAAL(P®rsanal li

the amount for the entire plan. For purposes of

this calculation, PCS has excluded the data for
those states reporting the latter. For the 34

states where both UAAL and covered payroll

data for the state only were available, the

median ratio is 135 percent. The 10 states with

the highest ratio are reflected in Exhibit B-3.

Statcs :.. . UAALICover^d=Payroll T^tated;

Connecticui

Nev^ York

061s ,, ^'sLou g

Kentucky ^ 4 259' Callfomia

Alaparna 414°^ NeivJers

4q Md.e tan5

Mame

3OURCE. Paw Center on the Stazos, Basedon Actuanal Ua1eations

0, , ,;

77% Mean
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Note the rise of New York and the appearance
of Alabama, Maine and California- Again, if

Illinois data were considered, its unfunded
liability as a share of payroll would be ranked

first at 709 percent. Why did these states rate

so high on UAAL/covered payroll? One

plausible explanation according to a number of
sources, including New York's Citizens Budget

Commission, is that employees in some of

those states may have received wage increases
that were relatively low in exchange for better

post-retirement benefits over the years.'.'

States at the Other End of the Spectrum

Until recently, Indiana and Nebraska were the

only two states that offer no benefits for

retirees over age 65 (although both do have
some provisions for retirees who are not yet

eligible for Medicare)."' Oregon also

eliminated its coverage for Medicare eligible

retirees who were hired on or after August 29,

2003, according to the GAO."" Eight

additional states-Idaho, Iowa, Kansas,
Minnesota, Mississippi, Montana, South Dakota
and Wyoming-pay no premiums for retirees,

but do allow all eligible retirees to sign on to

the state plan.129 This type of benefit provides

an "implicit subsidy," which comes from
allowing retirees to participate in the same
pool as younger and generally healthier state

employees. Because retirees are much older

than the average participant in state plans,

St8tes

Wisconsin'

Arizona

towa

North Dakota

Wyoming

Med ari

SOURCE: Pow CenSer pnthe $Nacg ed ari uailel valuet tirl:

they are more expensive to cover, bringing up

the average costs of the entire plan. In
Wyoming, for example, although the retirees

pay for benefits themselves, the inclusion of
these older men and women in the insured

pool increases the costs to the state by some

$72 million over a 30-year period."°

Exhibit B-4 shows states that have the smallest

long-term obligations relative to the state's
population and as a share of personal

income."'

In Kansas, Indiana, Minnesota, Mississippi and

Nebraska-five of the seven states where

actuarial valuations were unavailable-the
unfunded actuarial liabilities are likely small.

tl./Capita

140;
774
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Endnotes
123 Of the 43 states that have completed an actuarial valuation, 40

states were used in this calculation. These numbers do not
reflect Oregon, New Mexico and West Virginia because their
valuations did not disaggregate state only data. PCS was able
to calculate the state employee portion of OPEB UAAL. for

Arizona, North Carolina and Ohio.

124 Similar to the per capita calculations, Oregon, New Mexico and
West Virginia were not included because their valuations did

not disaggregate state only data.

125 PC5 was only able to gather covered payroll for state
employees in 37 of the 40 states where we hzve actuarial

valuations and were able to disaggregate state data.

126 New York's Citizen Budget Committee, The Case for

Redesigning Retirement Benefits for New York's Public

Employees, (April 29, 2005).

127 Workplace Economics, Inc, 2006 State Employee Bene/its

Survey.

128 United States GovernmentAccountablllty Office, 2007.

129 Workplace E<onomics, Inc, 2006 State Employee Benefits

Survey.

130 Repurt on the State of Wyoming Retiree Health lnsurance Study

and GASB 45 Llability (presented by Buck Consultants to the
State of Wyorning Joint Appropriations Committee, November

1,2005),
http://personnel.state.wy.us/EGI/Buck%20Retiree%20Study.pdf.

131 Orice again, these figures are only for the 40 states wtiich have
actuarial vzluations and where state employeas could be

Isolated.

132 Wisconsin took care of its modest unfunded liability for other
post-employment benefits by bonding it out. See p. 50 in
Section 3, Other Benefits. The $600 million in other post-
employment benefit bonds may not take care of the full
amount, however, as costs are outpacing projections.
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