Representative Luciano “Lucky” Varela State of New Mexico Senator John Arthur Smith

Chairman Legislative Finance Committee Vice Chairman
325 Don Gaspar, Suite 101 i
Representative Donald E. Bratton Santa Fe, New Mexico 87501 Senator Sue Wilson Beffort
Representative Rhonda S. King (505) 986-4550 Fax: (505) 986-4545 Senator Pete Campos
Representative Henry Kiki Saavedra Senator Carlos R. Cisneros
Representative Nick L. Salazar DAVID ABBEY Senator Stuart Ingle
Representative Edward C. Sandoval DIRECTOR Senator Carroll H. Leavell
Representative Don L. Tripp Senator Mary Kay Papen
Representative Jeannette O. Wallace Senator John M. Sapien
January 4, 2010 Contact: David Abbey, 986-4550

LFC Releases Budget Recommendation

Editors: The two volumes of the LFC budget recommendation will be posted on the committee’s website, Ifc.nmlegis.gov, next week.

The Legislative Finance Committee today released a budget recommendation for the 2010-2011 fiscal
year that calls for spending $5.34 billion from the state’s general fund, a $151 million drop from the FY10
appropriated levels adopted in the regular session before emergency cuts in October.

Even with the reduction, the spending plan for the budget year that starts July 1, 2010, would exceed
expected general fund revenue by $200 million. Although this gap could be reduced by about $80 million if the
federal government extends Medicaid stimulus funds scheduled to end in December 2010, additional cuts or
revenue increases would be necessary to close the gap.

The committee’s spending plan prioritizes existing programs in the key areas of education, health and
public safety that demonstrate efficiency and effectiveness and avoid duplication. The number of state employee
positions is cut by 970, mostly through the elimination of nonessential personnel and positions that have been
vacant for a long time.

“After two rounds of emergency action to balance the FY09 and FY10 budgets, the Legislature is short
on options to address this recession-driven crisis without cutting important services or raising revenue,” said Rep.
Luciano “Lucky” Varela, LFC chairman. “The Legislature is hitting this wall at the same time more New
Mexicans are more in need of safety-net services and less able to afford higher taxes or fees.”

Projected general fund revenue for FY'11 is $149 million less than FY10 appropriations adjusted for both
solvency cuts and the executive order and furloughs. In addition, the plan assumes the loss of $288 million in
federal funds for education and Medicaid, meaning the state would have to make up $437 million to maintain a
flat budget.

The committee’s general fund recommendation of $2.4 billion for public schools would be an increase of
$128 million over the post-solvency FY10 appropriation and reflects the need to replace the $186 million in
federal stimulus funds that will no longer be available. Because of the loss of federal funds, the overall money
available to schools will be down slightly and the committee continues to recommend the Legislature review
possible changes to the funding formula to improve equity and save money. Along with funding for the states’
colleges, education would continue to represent 60 percent of the state’s general fund spending. The
recommendation for higher education is a 3.5 percent reduction from the post-solvency appropriation.

-more-
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Similar to the recommendation for public schools, the recommendation for the Human Services
Department includes an increase in general fund spending mostly to cover the expected loss in federal stimulus
funds for the Medicaid program. Overall, spending would also increase but would not keep pace with increasing
costs, forcing the department to consider program changes to maintain critical services in Medicaid healthcare
coverage, assistance to poor families, and substance abuse and mental health service.

“There is no way to avoid painful cuts this year,” said Rep. Jeannette Wallace, R-Los Alamos, a long-
time member of the Legislative Finance Committee. “The people who provide public services and those who
receive them are going to be fairly unhappy but we have simply run out of options.”

The spending plan projects general fund reserves would be $50 million on June 30, 2010, 0.9 percent of
appropriations and far below what is considered prudent. This figure could grow to 2.5 percent through savings
under the executive order but that figure is also below what is considered safe. Legislative Finance Committee
and Department of Finance and Administration staff are working together on a plan to void inactive capital outlay
projects to boost reserves.

The legislative session starts Jan. 19.
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January 19, 2010

Honorable Members

Forty-Ninth Legislature, Second Session
State Capitol

Santa Fe, New Mexico 87501

Dear Fellow Legislators:

Pursuant to Section 2-5-4 NMSA 1978, the fiscal year 2011 budget recommendation of the Legislative Finance
Committee is provided to you. The committee recommendation for recurring appropriations from the general fund is
$5.34 billion, a $151 million cut from the FY10 appropriated levels prior to the solvency measures adopted during the
special session. Even with the reduction, general fund spending would exceed the expected general fund revenue by
$200 million. This gap could be reduced by about $80 million if the federal government extends Medicaid stimulus
funds scheduled to end December 31, 2009. However, additional cuts or revenue enhancements would still be necessary
to close the gap.

The committee’s recommendation continues to emphasize public education and access to health care and, this year more
than ever, focuses on programs that demonstrate efficiency and effectiveness. The number of state employee positions
would be reduced by more than 970, mostly through the elimination of nonessential personnel and positions that have
been vacant for long periods.

The committee’s general fund recommendation of $2.4 billion for public schools would be an increase of $128 million
over the post-solvency FY10 appropriation and reflects the need to replace $180 million in federal stimulus funds that
will no longer be available. Because of the loss of federal funds, the overall money available to schools will be down
slightly and the committee continues to recommend the Legislature review possible changes to the funding formula to
improve equity and save money. Along with funding for the states’ colleges, education would continue to represent 60
percent of the state’s general fund spending. The recommendation for higher education is a 3.4 percent reduction from
the post-solvency appropriation.

Similar to the recommendation for public schools, the recommendation for the Human Services Department includes an
increase in general fund spending mostly to cover the expected loss in federal stimulus funds for the Medicaid program.
Overall, spending would also increase but would not keep pace with increasing costs, forcing the department to consider
program changes to maintain critical services in Medicaid healthcare coverage, assistance to poor families, and
substance abuse and mental health services.

After two rounds of emergency action to balance the FY09 and FY10 budgets, the Legislature is short on options to
address the recession-driven crisis without cutting important services or raising revenues. The Legislature is hitting this
wall at the same time more New Mexicans are in need of safety net services and less able to afford higher taxes or fees.

I 'would like to thank the membership of the Legislative Finance Committee for their hard work on behalf of the people
of New Mexico and the LFC staff for its thoughtfulness and diligence on this very difficult task. Together, we have
prepared a responsible budget that protects the most vulnerable New Mexicans.

Sincerely, ,,

e

“Lucky” Varela



1/4/10
Fiscal Outlook and 2010 LFC Recommendation for FY11

Revenue and Economic Outlook

From FY08 to FY10 General Fund recurring revenue declined 20 percent, or $1.2 billion, to $4.8
billion. New Mexico lost about 40,000 jobs, or 6 percent of the private workforce, and natural gas
prices dropped to about $4 per thousand cubic feet (mcf). The consensus forecast is for around a 2
percent annual rate growth to begin in the spring but with the previous peak not reached until 2012.
For FY'11 projected General Fund revenue growth is approximately $300 million, or 6 percent, with
significant risks, including unsustainable federal deficits and excess natural gas supplies.

New Money

FY11 projected general fund revenue ($5.12 billion) is $149 million less than FY10 appropriations
adjusted for both solvency and the executive order and furloughs ($5.27 billion). In addition, the LFC
recommendation assumes federal funds available to supplement general fund for education and
Medicaid decline $288 million from the FY 10 level. So, approximately $437 million (combination of
cuts or revenues) is needed for a “flat budget.”

General Fund Reserves and One Time Appropriations

Projected general fund reserves ending June 30, 2010, are approximately $50 million, or 0.9 percent of
appropriations. This could rise to 2.5 percent through approximately $79 million savings directed by
Executive Order 2009-44,

General fund recommendations for special or supplemental appropriations are nil. LFC and DFA staff
are collaborating to develop a recommendation for voiding capital projects that are inactive to boost
reserves.

Fiscal Year 2011 Appropriation Recommendation

The LFC FY11 budget recommendation of $5.34 billion cuts spending by $151.3 million from the
pre-solvency FY10 operating budget level of $5.49 billion. The recommendation also reflects a
decline in use of federal stimulus funds for Medicaid and public education of almost $300 million.
The LFC FY11 recommendation is $200 million greater than projected revenue. While this gap may
be reduced by at least $83 million if the federal government enacts a six-month extension of Medicaid
stimulus funding scheduled to end December 31, 2010, the full Legislature must identify additional
appropriation cuts or revenue enhancements to balance the budget in FY11.

To achieve the spending reductions and avoid across-the-board cuts to agency budgets, the
recommendation prioritizes existing programs that demonstrate efficiency and effectiveness and avoid
duplication. State employee positions are reduced by 955 mostly through the elimination of
nonessential personnel such as public information officers, exempt administrators, and positions that
have been vacant for long periods of time or due to the executive hiring freeze.

The recommendation reduces contractual services spending, defers purchases of computers, vehicles
and capital outlay items, and maximizes use of agency cash balances.

The FY'11 budget recommendations are summarized below.

Public Schools

The committee recommends $2.4 billion for public school support and related appropriations, an
increase of $128 million over the FY10 adjusted appropriation. This includes $198.7 million to
replace federal fiscal stabilization funds used in the FY10 appropriation and about half of the federal
fiscal stabilization funds used in the FY10 solvency bill. The committee recommends the Legislature
adopt changes to the funding formula to advance equity and efficiency. Changes with savings follow:
changing eligibility requirements for small-school adjustments ($29.3 million), changing eligibility
requirement for small-district adjustments ($5.3 million), removing related services staff from the
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training and experience factor in the formula ($18 million), and reducing the unit multiplier in the
funding formula for 12" grade students ($15.9 million).

For FY11, public school support and related appropriations would account for 45.1 percent of total
appropriations form the general fund.

For FY10 and FY11, school districts will receive approximately $90 million in extra federal Title I
funding and $95 million in extra special education funding from the American Recovery and
Reinvestment Act that can be used to makeup a large part of the reductions to general fund
appropriations. ’

Higher Education

The committee recommends a total of $788.4 million recurring general fund appropriations for higher
education, including the Higher Education Department and special schools, which represents a
decrease of $64.8 million, or 7.6 percent, from the FY10 original appropriation. The recommendation
starts with formula funding for workload at a cost of $21.2 million. The cost of workload growth is the
largest since FY05. The recommendation takes growth credit for a tuition increase of 6 percent for
resident students and 15 percent for nonresident students, which reduces general fund appropriations
to higher education institutions by $13.3 million and $3 million, respectively. In addition, the
recommendation includes an additional tuition increase for in-state students at two-year colleges,
which reduces general fund appropriations by $4.2 million. In contrast, student financial aid funding
through the Higher Education Department is one of the few areas in the whole budget held flat.

The higher education recommendation reduces building renewal and replacement funding by 50
percent; assumes productivity savings of $10.4 million, targeted to administrative and overhead
operating; assumes a 5 percent reduction in tuition waivers at all of the state’s post secondary
institutions for general fund savings of $3 million; and includes a $10.4 million reduction in budgets
for instruction and general costs, pro-rated based on each institutions share of the institution and
general budget. This approach treats all students the same, regardless of the enrollment growth or the
timing of enrollment growth at the state’s colleges and universities. Also, general fund appropriations
for instruction and general purposes are supplanted with federal stimulus funds of $10.9 million.
Finally, the recommendation reduces research and public service projects outside the funding formula
by $12.6 million from the FY10 original appropriations.

Human Services Department

The committee recommends total Human Service Department appropriations of $4.48 billion for
FY11, a 4.9 percent increase over FY10. The recommendation from the general fund of $787.2
million is a 9.9 percent increase from FY'10. The increase is necessary to replace lapsing federal funds
in Medicaid from the enhanced federal matching (FMAP) rate. The department will have to
implement administrative and nonessential program saving in FY11 to continue the most critical
functions ~ Medicaid healthcare coverage, cash assistance and support services for families in the
Temporary Assistance for Needy Families (TANF) program, substance abuse and mental health
services, and helping parents get child support payments.

Department of Health

The committee recommends total expenditures of $522 million, with revenues of $270.7 million from
the general fund. This is a decrease of $15.3 million in appropriations from the general fund, or 5.2
percent. The recommendation eliminated 126 FTE vacant for more than one year and reduces
confracts by 7 percent.

Children, Youth and Families Department

The committee recommends $382.4 million for the Children, Youth and Families Department. The
total includes $189.5 million from the general fund, an $11.1 million, or 5.5 percent, decrease from
the FY10 operating budget and a $5.1 million, or 2.6 percent, decrease from FY10 executive order
budget adjustments. The committee recommends general fund decreases of $1.5 million in personal






























