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April 12,2010

Dear Fellow Legislators,

Any hope of a reprieve during the 2010 session from the financial tumult of the 2009 session faded
quickly with the continuing deterioration of the economy. Legislators started the session with the
knowledge that revenue from oil, natural gas, and income and gross receipts taxes were all dramatically
down, and the gap between expected revenue and existing spending had grown to $600 million. In
addition, after two rounds of emergency action to balance the FY09 and FY10 budgets in 2009, the
Legislature was out of options for balancing spending with revenue that did not involve cutting services
or raising taxes.

That battle over the balance of cutting spending and raising revenue — colored by the reality that many
New Mexicans would be hit by either approach at a financially vulnerable time — was unresolved by the
end of the regular session. A balanced budget was quickly adopted in the special session that followed,
but few legislators were satisfied with the results, even though New Mexico has so far escaped the
devastating cuts underway in other states. In addition, the FY11 budget remains at risk with the potential
that it could be knocked out of balance by economic factors or unexpectedly low federal support.

This document reviews the fiscal impacts of the Legislature’s actions during the regular session of 2010.
It also includes a summary of the state’s financial situation. Such a review provides us with a useful
summary of financial legislation as well as a tool for analysis.

I want to thank the staff of the Legislative Finance Committee for their efforts in putting together this
report. The committee staff once again performed effectively and professionally and I believe you will
find this report valuable.

Sincere o

Representative Luciano “Lucky” Varela
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FISCAL OVERVIEW
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New Mexico’s economy deteriorated sharply in 2009, dragging the state’s
revenue outlook down with it. The resulting shortfall between recurring
revenue and recurring appropriations made the 2010 session one of the most
challenging in history. In addition to falling revenue from crude oil and
natural gas production, legislators were confronted by dramatic declines in
income and gross receipts tax collections. Decreases were so rapid that
general fund reserves estimated to exceed 10 percent of appropriations at the
time the FY10 budget was passed were estimated in October to fall below
zero if no action were taken. An October 2009 special session was needed to
address the FY'10 shortfall.

The 2010 regular legislative session struggled with closing an FY11 budget
gap of over $330 million. In the end, another special session was needed,
and a relatively austere budget was adopted that reflected a balance between
additional revenue and spending cuts. Although few were happy with the
budget action, New Mexico has a balanced budget that avoids the worst of
the budget dislocations confronting many other states.

2009 Special Session Solvency Legislation. The October consensus
revenue forecast showed FY09 appropriation account revenues were $214
million less than appropriations, and no authority was provided to cover this
shortfall.  FY10 revenues were forecast to fall $760 million short of
budgeted appropriations. Ending balances would fall to minus $324 million
if no action was taken. In response to the crisis, the Legislature took the
following actions in the October special session. Details are shown in
Appendix A.

Chapter 2, 1* Special Session, (House Bill 3) transferred cash balances from
various funds to the general fund. The bill also voided $1.2 million
appropriated in Laws 2008, Chapter 3, Section 7, for information technology
projects. The governor line-item vetoed a total of $6.5 million from pre-
kindergarten, trail safety, enhanced 911, audit, domestic violence, and other
fund transfers, leaving $107.8 million to be transferred to the general fund.
The bill, a collaborative effort between the Legislative Finance Committee
and the Department of Finance and Administration, identified money not
immediately needed for its intended purpose throughout government.

Chapter 3, 1% Special Session, (House Bill 6) addressed the FY09 imbalance
by transferring up to $225 million from the operating reserve account. In
addition, transfer of $115 million from the tax stabilization reserve fund was
authorized to cover a portion of the FY 10 shortfall.

Chapter 4, 1% Special Session, (House Bill 16) reduced FY10 legislative
appropriations by $839 thousand, or 5.3 percent.

Chapter 5, 1% Special Session, (House Appropriations and Finance
Committee substitute for House Bills 17 and 33) reduced recurring FY10
general fund appropriations by $205.2 million. Another $45.5 million of
nonrecurring reductions were achieved by applying temporary American
Recovery and Reinvestment Act (ARRA) funds. Temporary ARRA funds
amounting to $20 million and allocated to the executive were recommended
to supplant reduced general fund spending.
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Consensus Revenue

Chapter 7, 1% Special Session, (Senate Bill 29) voided 243 general fund
capital outlay projects totaling approximately $136.1 million authorized in
previous years with balances reverted to the general fund. The bill further
authorized severance tax bonds to be issued for the purpose of funding some
viable general fund projects that were voided.

These actions produced total solvency savings of $503.6 million, and with
the $115 million transfer from reserves, yielded an FY10 ending reserve of
3.6 percent of appropriations. Executive vetoes reduced total solvency
savings by $121.9 million. In their place, Executive Order 2009-044
proposed a set of agency reductions and furloughs intended to save roughly
$87 million. With these savings included, the projected FY10 ending
balance was 2.6 percent of appropriations. Although not adequate given the
recent volatility of state revenues, these reserves were a vast improvement
from the projected $324 million shortfall prior to the special session.

December 2009 Consensus Revenue Outlook. In early December, the
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consensus revenue estimating group made modest downward revisions to the
October 2009 consensus forecast — subtracting $10 million in FY10 and $53
million in FY11. In the resulting forecast, total recurring general fund
revenue falls to $4.8 billion in FY10, but then increases by 6.2 percent to
$5.1 billion in FY11. About one-third of the projected FY11 growth is due
to a forecast increase of natural gas prices. Details of the forecast are
discussed later in this section and are presented in Appendix H.

Federal Stimulus/American Recovery and Reinvestment Act. The U.S.
Congress in 2009 passed sweeping measures to stimulate the economy and
provide relief to strapped state and local governments. Each federal agency
created its own rules for distributing these funds. According to the New
Mexico Office of Recovery and Reinvestment, the state has received or will
receive $3.3 billion in funding. The Medicaid funding expires on December
31, 2010, and, therefore, is available for only half of FY11.

The 2010 General Appropriation Act (GAA) for FY11 includes three
significant sources of American Recovery and Reinvestment Act (ARRA)
funding:

e The GAA assumes ARRA-enhanced federal medical assistance
percentages (FMAP) will be extended for the entire FY11. As a
result, $85.3 million more is assumed available from federal funds,
reducing the requirement from the general fund by the same amount.
Both houses of the U.S. Congress have passed legislation with this
extension, but the separate bills must be reconciled. According to the
Council of State Governments, as of March 18, states have assumed
this extension in their appropriation acts.

e The GAA includes $23.9 million to the state equalization guarantee
distribution to public schools and $10.9 million to the institutions of
higher education to be distributed through the higher education
funding formula.

e HB 2 as passed by both houses included $15 million from the
governor’s discretionary allocation from ARRA as part of the state
equalization guarantee distribution for public education. This
funding was meant to offset the general fund reduction, flowing to
the school districts for computing the unit value. The bill also
included $10 million of state agency funding from the discretionary
allocation to offset general fund reductions, of which $5 million was
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intended to support higher education. However, language for both
these appropriations was vetoed.

To provide for better legislative oversight of federal funds, House Bill 247 of
the regular session granted such authority to LFC. The bill was vetoed by
the governor through inaction.

Pre-Session FY11 Negative New Money. As they approached the task of
preparing the FY11 budget, legislators were confronted with a shortfall of
approximately $330 million needed to hold spending flat at the FY10 post-
solvency level. The gap between forecast FY11 general fund revenue and
recurring FY10 appropriations — or “negative new money” — was $149
million. In addition, temporary federal stimulus funding and other one-time
state revenues were projected to fall by $184 million from FY10 to FY11.
This figure would have been $85 million larger except for the anticipated
extension of increased FMAP through FY11. In addition, it assumed that
$25 million of ARRA funds allocated at the governor’s discretion would be
available to offset reductions of general fund appropriations.

Pre-Session FY11 “Negative New Money”

(in millions)
Consensus revenue forecast $5,121
FY10 recurring appropriations* $5,270
“New Money” ($149)
Decrease in ARRA and other temporary funds: FY11 vs FY10 ($184)
Total FY11 budget gap before 2010 sessions ($333)

*After recurring solvency savings from October Special Session and including Executive Order savings.

Regular Session Appropriations Actions. The House Appropriations and
Finance Committee substitute for House Bill 2 included general fund
appropriations of $5.426 billion, approximately $300 million higher than
FY11 revenue. To balance the budget, the House separately approved
revenue-increasing measures totaling just over $300 million. The Senate
approved an amended budget with $5.308 billion of general fund
appropriations, almost $118 million less than the House figure, and also
approved a smaller revenue-raising package. Although time ran out in the
regular session, groundwork was laid so that a compromise could be reached
quickly in the special session. An additional concern was raised, however,
because revenue tracking reports suggested general fund revenue might fall
short of the latest consensus forecast. As the special session began, the
decision was made to proceed with the existing forecast, despite evidence of
revenue weakness, because not enough information was available for a
comprehensive revision and further delay of the session could constrain the
type of revenue law changes that would be possible.

2010 General Appropriation Act (Chapter 6, 2" Special Session).
Chapter 6 includes $5.339 billion general fund spending. With feed bill
(Laws 2010, Chapter 1) spending of $15 million, total FY11 general fund
appropriations of $5.354 billion were approved. The Legislature passed $236
million of revenue increases, which would have yielded a projected small net
surplus in FY11. After vetoes that reduced the revenue increase by $50
million, however, FY11 appropriations are expected to exceed revenues by
$45 million. Appendix B presents total appropriations, revenues, and general
fund reserves. Appendices D and E detail appropriations.

In addition to general fund revenue, the budget assumed temporary funding
from federal stimulus money and other state funds of approximately $225
million. When these temporary funds are included, total spending is down
only 2.2 percent from the FY10 budget after solvency actions. For public



schools, the reduction was 1.8 percent, for higher education 3.5 percent.
Medicaid spending increased 0.8 percent, and other state agencies were
reduced 3.7 percent. These cuts, which total about $125 million, are
illustrated in the following table along with the resulting FY11
appropriations levels.

General Fund Ap

propriations And Other State Funds & Federal Funds Supplanting General Fund: FY09-FY11

(dollars in millions)

Change From FY10 | Change From FY09

Public Schools
Higher Education
Medicaid*

Other

TOTAL

FY11 Appropriations with Vetoes Post-Solvency Post-Solvency
General Federal State
Fund** Funds Funds Total $ Change [ % Change] $ Change | % Change
$2,418.0 $23.9 $2,441.9 ($44.4) -1.8% -$146.8 -5.7%
$788.3 $10.9 $799.2 ($29.2) -3.5%) -$63.6 -7.4%)
$664.1 $168.2 $22.3 $854.6 $6.5 0.8%) -$21.5 -2.5%)
$1,483.5 $0.0 $1,483.5 ($57.6) -3.7%) -$210.0 -12.4%
$5,353.9 $203.0 $22.3| $5,579.2 ($124.7) -2.2%) ($441.9) -7.3%

million in FY11.

*Includes general fund appropriations to HSD & DOH for the developmentally disabled Medicaid waiver program. Federal funds shown are amounts used
to supplant general fund spending only. Total federal funds for Medicaid attributable to the stimulus programs are about $280 million in FY10 and $350

**The general fund appropriations for FY11 include include "sanding" reductions in the GAA, Section 10.

Source: LFC Files
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Public Education. The Legislature provided a 7.6 percent increase in
general fund support for public school support in FY11, keeping overall
decreases to the state equalization guarantee (SEG) to about 1 percent when
temporary federal funds are included. For FY1l1, the Legislature
appropriated $23.9 million remaining from ARRA to SEG, bringing the total
ARRA use for SEG to $234.1 million. Of this amount. $164.7 million from
the general fund was appropriated in FY11 to replace ARRA funds, leaving
an approximately $69 million “funding cliff” that increases the amount of
new money that will be required to hold the FY12 budget flat. Below the
line appropriations — including those for public school transportation,
supplemental distributions, instructional materials, school improvement and
Indian education — are reduced by approximately $6.5 million, or 5.2
percent, from adjusted FY 10 appropriations.

Higher Education. FY11 recurring appropriations for higher education are
$792 million, a decrease of 3 percent from the adjusted FY10 level. This
figure includes $10.9 million of temporary ARRA funds. The Legislature
emphasized formula funding and was able to limit reductions to instruction
and general spending (I&G) to a modest 2.3 percent from FY10 adjusted
appropriations.

Health and Human Services. The FY11 general fund appropriation to the
Department of Health (DOH) is $266.9 million, down $18.5 million, or 6.5
percent, from the FY10 operating budget as adjusted by Executive Order
2009-044. Reductions were across the board and reflect available revenues.
Although 111 positions were eliminated, the reduced appropriations result in
higher vacancy rates in all programs. Significant reductions occurred in the
Public Health Program, with the emphasis on reducing contracts that do not
provide clinical services. The continuation of ARRA-enhanced FMAP helps
the developmental disabilities Medicaid waiver. In addition, the Legislature
added $2.25 million to reduce the waiting list; however, similar efforts in
FY10 were unsuccessful as DOH offered up the funding to meet reductions
required by Executive Order 2009-044.
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The FY11 general fund appropriation to the Human Services Department
(HSD) totals $709.8 million, down $6.4 million, or 0.9 percent, from the
FY10 budget as adjusted by Executive Order 2009-044. The general fund
appropriation for Medicaid is flat from FY10 and is based on the assumption
that Congress will act to extend the enhanced federal matching rate included
in ARRA. The appropriation also includes additional funding from the
tobacco settlement program fund, continuing the remaining 50 percent of the
master settlement payment as passed by Chapter 49 (House Bill 79).
Increases in federal revenue offset larger reductions in general fund
appropriations to Program Support and the Income Support Program.

Public Safety. The FY11 general fund appropriation to the Corrections
Department is $274.2 million, $1 million, or 0.4 percent, over the FY10
budget as adjusted by Executive Order 2009-044. Accelerated inmate
population growth could result in additional expense in the absence of lower
private prison per diem rates. The FY11 general fund appropriation to the
Department of Public Safety is $92 million, up $557.9 thousand, or 0.6
percent, from the adjusted FY10 budget. High vacancy rates in key law
enforcement and crime laboratory technical positions could affect the quality
of service for these public safety programs. An appropriation of $800
thousand from the general fund is targeted for recruiting and training of state
police cadets.

Other General Reductions. Section 10 of the 2010 GAA provides for
across-the-board 0.544 percent reductions in general fund appropriations to
all executive, judicial, and legislative agencies. Exceptions are provided for
programs supporting the developmentally disabled and for Medicaid
programs. Other reductions include $500 thousand for reduced
telecommunications service rates, almost $2 million for reduced risk
management premiums, $366.8 thousand for reduced information
technology service charges by the Department of Information Technology,
$1.4 million in savings from requiring employee pension contributions from
current state retirees who have returned to work, $3.14 million in vacancy
savings from exempt positions, and $200 thousand from reducing funding
for the Employee Assistance Program.

Section 11 of the GAA ensures the savings directed by Executive Order
2009-044 - including savings from furloughs for nonreverting agencies —
will be reverted to the general fund as of June 30, 2010.

Special and Supplemental Appropriations and Fund Transfers. General
fund appropriations in Sections 5 and 6 of the GAA total $11.5 million. They
include $1.5 million for elections, $6 million for school district shortfalls,
and $4 million for emergency support for rural school districts. The
Legislature also recommended $43.2 million in other state and federal funds.
Significant items include $7.7 million for the Temporary Assistance for
Needy Families program, $32 million for the Unemployment Insurance
Program, and $800 thousand for emergency repairs of state-owned
correctional facilities (Appendix J).

Executive Authority To Reduce Allotments. Section 13 of the GAA
authorizes the governor, after review by the State Board of Finance and with
an opportunity for comment by the Legislative Finance Committee, to
reduce allotments to all agencies if the consensus revenue estimating group
forecasts a shortfall between FY11 revenues (including transfers) and
appropriations.  Allotments would be reduced proportionately among all
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agencies and programs except for Medicaid and support for the
developmentally disabled.

Transfers To and From Reserves. Section 14 of the GAA authorizes the
transfer of up to $83 million from the tax stabilization reserve and another
$49 million from the appropriation contingency fund during FY10 or FY11
if revenues are not sufficient to cover appropriations. However, under the
current revenue forecast, FY10 appropriations will exceed revenue by $55
million. In addition, weakness in the revenue outlook has emerged over the
two months since the estimating group met. If these trends are borne out, all
of the reserve transfer authority may be needed by the end of FY10.
Looking ahead to FY11, the line-item veto of some revenue measures means
FY11 appropriations exceed projected revenue by $45 million.

Capital Outlay. Capital outlay was a crucial element to increase general
fund reserves to at least 5 percent. Chapter 105 (Senate Bill 182) voids 2,033
general fund projects totaling approximately $124.1 million and voids 493
severance tax bond projects totaling approximately $47.7 million. Of the
$47.7 million in severance tax bond reversions, $24.4 million was
reauthorized to continue viable general fund projects. The $124.1 million in
voided general fund and $17.7 million of senior severance tax sponge bonds
to be used by the Department of Finance and Administration for general
fund operations has a net positive effect to the general fund of $141.8
million. The governor vetoed projects that recently secured federal or state
matching funds, projects that were fully funded, projects that were “shovel-
ready” or had demonstrated significant progress. The vetoed projects
reduced general fund savings by $6.3 million.

Chapter 4, 2™ Special Session, (House Bill 5) authorizes $45.7 million in
new money for 25 projects statewide. The funding sources include $41.8
million from severance tax bond capacity for 23 projects and $3.9 million
from other state funds for two projects. The bill also contains 26
reauthorizations for projects totaling nearly $33.4 million authorized in
previous years.

Chapter 3, 2™ Special Session, (Senate Bill 1) authorizes the issuance of
general obligation bonds (GOB) totaling approximately $175.5 million,
including cost of issuance totaling $640.3 thousand for four bond issues. The
four bond issues include: $7.7 million for senior citizen infrastructure and
equipment statewide; $5 million for replacement of state-owned school
buses, public school books and instructional materials, and a student count
security system; $7 million for public, public school, academic, and tribal
libraries statewide; and $155.2 million for higher education and special
school infrastructure and renovations. Issuance of the general obligation
bonds requires approval by the electorate in the November 2010 general
election.

Legislation Affecting Revenues. A significant portion of the legislative
session was preoccupied with whether and how to raise revenue to cover a
portion of the projected $330 million FY11 shortfall. A variety of measures
was considered, including almost all major tax programs, temporary and
permanent changes and also possible changes to distributions from the
state’s permanent funds. In the end, a diverse set of proposals was adopted,
which has the advantage of “spreading the pain” to some extent and also
preserves the existing balance in the state’s tax code between efficiency —
the need to minimize harmful economic impacts — and equity — the need to
treat all taxpayers fairly.




LFC Principles of Good Tax
Policy

Adequacy:
Revenues must fund needed
services.

Efficiency:
Tax base should be broad
with low rates.

Equity:
Taxpayers should be treated
fairly.

Simplicity:
Compliance costs should be
minimized.

Accountability:
Tax benefits should be
carefully monitored.

Food Gross Receipts Tax. One part of the Senate Finance Committee
Substitute for Senate Bills 10, 12 and 13 would have significantly revised the
GRT on sales of food for home consumption. Rather than the deduction in
present law, the state would have allowed a credit for its own 5 percent tax.
Local option taxes, which vary by location but average about 2 percent
statewide, would therefore apply to food sales. In addition, the state would
no longer make hold harmless distributions to local governments to
compensate them for foregone food tax collections, resulting in general fund
savings of $68 million per year. To mitigate possible negative impacts of
the provisions on low-income households, the bill also increases the amount
of the low-income comprehensive tax rebate (LICTR) by about $5 million
per year.

All of these provisions were vetoed by the governor, reducing expected
general fund revenue by $62.7 million in FY11. In his veto message, the
governor stated taxing a basic necessity like food is bad policy. However,
this position is inconsistent with principles of good tax policy as endorsed by
LFC. Good tax policy is achieved by maintaining a broad tax base with the
lowest possible tax rates. This means that some necessities should be taxed.
The GRT is the mainstay of state and local finances in New Mexico. If large
parts of consumer expenditures are exempt from the tax, tax rates are forced
upward, and more tax burden is borne by businesses, possibly reducing
economic growth.

The governor also expressed concerns about the impacts of the proposal on
low- and middle-income households. Using data from the Consumer
Expenditure Survey, estimated food tax per family under the proposed
change was about $80 per year. However, impacts of the food tax on low-
and middle-income households are substantially mitigated by the following
provisions in present law:

e Food purchased with food stamps — available to households with
incomes up to 130 percent of the federal poverty level — are exempt
from tax regardless of the proposed food deduction repeal.

e The low income comprehensive tax rebate provides payments of
$10 to $450 per return depending on family size and income.

e The working families tax credit can exceed $300 per year for a
family with one child and $500 per year for families with two
children. Benefits phase out with income, but some benefits go to
families with more than double the poverty income level.

e An additional personal exemption for low- and middle-income
families provides benefits of as much as $350 per family to
households with up to $36,667 of income (single) or $55,000
(married).

Because these benefits are targeted directly at low- and middle-income
households, while the food tax deduction is not targeted but applies to all
food sales, the latter is a poorly targeted means of reducing tax burdens and
effectively wastes a large portion of the foregone revenue.

GRT and Compensating Tax Rates. Another $60 million would be raised by
increasing the statewide GRT and compensating tax rate by 1/8 (0.125)
percent. This revenue source improves adequacy because the resulting
revenues are predictable, but it may impair the state’s economy by
increasing New Mexico’s already-high rate of tax on business purchases.



General Fund Impacts of 2010
Revenue Measures Passed and

Signed

(in millions)
FY1l1
PTE Withholding $15.6
Fire Protection Fund $2.2
Solar GRT deduction -$4.3
Cigarette tax increase $35.9
Income tax add back $66.0
Compensating tax fix $11.6
Increase GRT 1/8% $59.9
Total Revenue Bills $186.2

Nonrecurring revenue:

Tax Amnesty $2.1

Source: LFC Files

Compensating Tax Reform. Recent court decisions have opened the door to
a relatively easy means of avoiding the tax by those who purchase from out-
of-state sellers with no “nexus” or physical connection to New Mexico. The
provision in Senate Finance Committee Substitute for Senate Bill 10 would
prevent this means of evasion, thus increasing general fund revenue by about
$12 million and also preserving fairness between in-state and out-of-state
sellers. The potential revenue gain from this provision is highly uncertain,
because the extent of evasion under present law is unknown.

Income Tax Deduction Add-Back. New Mexico allows income tax payers
who itemize deductions to use the same deductions as allowed on their
federal income tax returns. One of these deductions is the amount of state
income and sales taxes paid. Thus, the state has allowed an income tax
deduction for income taxes paid. The provision in Senate Finance
Committee Substitute for Senate Bill 10 would eliminate that deduction, thus
raising $66 million in FY11. Most of the resulting tax increase will be borne
by higher-income taxpayers, which meets the tax policy goal of adjusting tax
burdens according to ability to pay. On the downside, increasing high-
income taxes may discourage investment in the state’s economy. Negative
impacts should be mitigated, however, because state taxes remain deductible
for federal income tax purposes, so a portion of the increased tax will take
the form of reduced federal tax liabilities.

Cigarette Tax Increase. Chapter 5, 2" Special Session, (House Bill 3)
increases the state’s excise tax on cigarettes by 75 cents per pack of 20
cigarettes. The statute also limits the tax exemption for tribal sellers to those
tribes that certify to the Taxation and Revenue Department that they have an
excise tax of at least 75 cents in place. As passed, the bill provided that $11
million of added revenue would go to public school and Children, Youth and
Families Department early childhood programs. That provision was vetoed
by the governor, however, as was a provision in present law that distributes a
portion of cigarette tax revenue to county and municipal programs. Local
revenues are reduced by about $2.3 million per year as a result of the vetoes.
The governor also vetoed the sunset of the tax increase after four years.
Resulting general fund revenue will be $35.9 million per year.

Pass-Through Entity Withholding. Chapter 53 (House Bill 120) imposes
new tax-withholding requirements on a variety of pass-through entities, that
is, businesses not directly liable for income tax but that pass their income
through to owners who are themselves liable for tax. Currently such
businesses report their income annually, and only companies in the oil and
gas business are required to make payments quarterly. The proposal would
extend that requirement to all types of businesses. No withholding is
required if the owner receiving payments is a resident of New Mexico. This
proposal was estimated to increase general fund revenue by $15.6 million
through improved compliance.

Fire Protection Fund Distributions. Chapter 52 (House Bill 114) postpones
for a year the increased rate of distribution of insurance premiums tax
revenue to the fire protection fund. The change generates an additional $2.2
million to the general fund.

Executive Action and General Fund Reserves. Gubernatorial vetoes had a
major impact on the revenue-raising measures passed by the Legislature.
Added FY11 revenues were reduced by $50 million, from $236 million to




$186 million. As a consequence, general fund reserves are expected to fall
to 5.2 percent of recurring appropriations at the end of FY10 and to 4.2
percent at the end of FY11 (Appendix B). This outlook is at risk, however,
as recent revenue collections suggest that the consensus outlook may have
been too optimistic.

20%

General Fund Reserve Balances:
Percent of Recurring Appropriations

*Estimated
Source: LFC Files
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General Fund Appropriation History. At $5.35 billion, FY11 general
fund spending is down $673 million from the originally budgeted amount for
FY09. State general fund spending as a share of total personal income is
also down sharply, falling below 8 percent after reaching almost 9 percent in
FYQ09. The decrease in general fund spending over the last two years means
that total spending increased from $3.5 billion in FYO1 to a budgeted $5.35
billion in FY11, a cumulative increase of almost $1.9 billion, or 54 percent.
The compound growth rate of spending over the 10 years from 2001 to 2011
is 4.4 percent. Personal income has grown at a 4.8 percent compound rate
over the same period, so the general fund share of personal income has fallen
slightly over this time. After falling by 10.1 percent in FY10, general fund
spending will increase by 1.6 percent in FY11. Spending will be at its
lowest level since FY07.

General Fund Expenditure History

(in billions)
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Source: LFC Files

Economic_Outlook. After decreasing by 2.2 percent in FYQ9, U.S.
economic output is forecast by the IHS/Global Insight economic forecasting
service to increase 0.4 percent in FY10 and 2.4 percent in FY11 (Appendix
G). Output is being stimulated by business equipment spending, exports
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and, to some extent, single-family housing. However, this uptick in output is
not sufficient to generate enough job growth to reduce the unemployment
rate until mid-2011. National unemployment is expected to peak around
10.5 percent in the current quarter and will average 10 percent during FY11.
High unemployment will cause consumers to be cautious, leading to a
subdued recovery. IHS/Global Insight expects the federal stimulus program
to contribute about 1.3 percentage points to U.S. output growth in 2010,
creating or saving about 2.5 million jobs. Costs of the stimulus, along with
the financial bailout and weakened federal revenues, will maintain the FY10
federal budget deficit around the $1.4 trillion level seen in FY09. As the
economy emerges from the recession, the federal government will be forced
to reduce fiscal and monetary stimulus programs that have injected
enormous sums over the past two years. This will further subdue growth
rates over the next several years.

New Mexico’s employers have reduced payrolls by 5 percent — over 40,000
jobs lost — over the course of 2009. The state will continue to lose jobs until
the second half of 2010. Mining, construction and manufacturing companies
have eliminated almost 20 percent of their jobs. Most other sectors are down
by 5 percent to 10 percent. Only the healthcare and military sectors continue
to add jobs. Job losses, combined with nonexistent pay raises, will cause
total payrolls to decrease by 3.1 percent in FY10. Growth at a modest rate of
3.8 percent is expected in FY11 as total employment begins to rise, and
salary increases are enough to at least keep pace with inflation.

New Mexico Employment Growth

percent change versus prior year

2008Q3 200901 2009Q3 2010Q1 201003 2011Q1

Source: FOR-UNM Economic forecasting service, November 2010 forecast

The consensus revenue estimating group expects total general fund recurring
revenue to fall from $5.3 billion in FY09 to $4.8 billion in FY10 and then to
rise to $5.1 billion in FY11. The FY10 year-over-year decrease is mainly
due to energy-based revenue (down $292 million), GRT revenue (down
$130 million) and investment earnings (down $47 million). Growth is
expected to return in FY11 with a strong rebound in corporate income tax
(CIT) and energy-related revenues and with modest growth in personal
income tax (PIT) and GRT.
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Energy-Related Revenue
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December 2009 Forecast Annual Changes by Revenue
(millions of dollars)

Consensus Group
Economic Outlook

FY09 FY10 FY11 FY12
Gross receipts tax (26.5) (129.9) 54.0 97.0
Selective sales taxes 4.6 (10.5) 24.4 15.8
Personal income tax (255.1) 31.0 67.5 57.0
Corporate income tax (192.1) (2.5) 40.0 50.0
Energy-related revenues (252.3) (292.0) 100.4 30.7
Investment earnings 31.2 (47.4) 4.3 0.9
Other revenues (5.7) (44.9) 6.9 53.6
Total Recurring Revenue (695.8) (496.3) 297.5 305.0
Percent Change Versus Prior Year
Gross receipts tax -1% -7% 3% 6%
Selective sales taxes 1% -3% 6% 4%
Personal income tax -21% 3% 7% 5%
Corporate income tax -54% -2% 25% 25%
Energy-related revenues -20% -30% 15% 4%
Investment earnings 5% -T% 1% 0%
Other revenues -2% -16% 3% 22%
Total Recurring Revenue -12% -9% 6% 6%

Source: LFC Files

General Fund Outlook For FY12. Looking ahead to FY12, the consensus
group expects relatively strong growth of 6 percent in total recurring revenue
Appendix H). Growth is due to broad-based revenues as well as continued
improvement in energy-related revenue. However, even with a relatively
strong growth forecast and including the new revenue-raising provisions
adopted by the Legislature in 2010, balancing the FY12 budget will present a
considerable challenge because of the need to replace large amounts of one-
time funding. Under current projections, state revenues will be $236 million

FY2009 FY2010 FY2011
O U.S. GDP m NM Employment

Source: LFC,DFA, TRD Files

s short of the amount needed to maintain the current level of services in FY12.
Appendix | presents details of this calculation.
2
FY12 Budget Outlook
§ 1 (in millions)
> Revenue:
g Consensus forecast $5,425.8
E o 2010 Legislation $171.6
b Total revenue $5,597.4
g 14 Appropriations:
; Flat budget FY11 general fund $5,353.9
S 2. Replace temporary federal & other funds $323.7
a Funding for temporary reductions in FY11 budget<1> $155.8
3 Total needed for current services $5,833.4
Surplus/deficit ($236.0)
" Source: LFC Files

<1> Includes employer share of ERB/PERA contribution, Tobacco revenue used for
Medicaid, TANF carryforward, et al.
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FY10

PUBLIC EDUCATION

Despite facing an unprecedented decrease in general fund revenue, the
Legislature provided a 7.6 percent increase in general fund appropriations
for public school support in FY11, keeping overall decreases to the state
equalization guarantee (SEG) to just under 1 percent. To accomplish this,
the Legislature examined categorical or “below-the-line” expenditures and
funded only those key programs aligned with such high priorities as early
childhood education and restructuring poverty schools and did not fund any
new programs.

FY10
SEG FY09 Adjusted FY11
Appropriation 2,383,573.2 ] 2,105,762.2 2,280,805.0
ARRA Replacement - 210,200.0 23,898.0
Sand Reduction (12,407.6)
Total 2,383,573.2 | 2,315,962.2 2,292,295.4
Dollar Increase Over Prior Year (67,611.0) (23,666.8)
Percentage Increase (Decrease) -2.8% -1.0%

State Equalization Guarantee. As shown in the table above, for FY11
only $23.9 million remains from federal American Recovery and
Reinvestment Act (ARRA) funds. General fund appropriation increases of
7.6 percent do not quite make up for the loss of ARRA funds, so combined
state equalization guarantee funding is down $23.7 million or 1 percent.

For FY11, the secretary of public education has set a preliminary unit value
of $3,712.45. This is a reduction of $80.20 per unit, or 2.1 percent, from
FY10. The unit value typically increases slightly later in the school year as a
result of a small amount being held back, but if revenue continues to slide as
expected, this may be unlikely.

“Opening the door” costs continue to be a priority for education advocates,
particularly with regard to rising insurance costs. The Legislature responded
by appropriating more than $15 million to SEG for increases in fixed costs
and insurance costs (Appendix K). The result will be a more modest
increase in premiums for teachers and other education staff, well below
anticipated increases for state agency personnel, and a relatively unchanged
benefit plan for FY11.

Continuing a five-year trend, total enrollment remains relatively flat with
approximately 324,000 students attending schools statewide.  Units
generated by these students also appear to have leveled off somewhat with
one glaring exception: enrollment growth. For FY10, districts and charter
schools claimed more than 6,000 growth units at a cost of more than $23
million, while the number of students statewide grew by only 1,424, It
appears that almost all enrollment growth units above those projected by the
Public Education Department (PED) for FY10 are attributable to charter
schools, both new charters and those adding programs. Of concern is the
fact that those students moving out of district schools into charter schools are
also funded for FY10 at their old schools. This double funding is having a
significant impact on the overall state budget as more and more charter
schools come on line, a problem that will be exacerbated by the five to 10
new charter schools expected annually for the foreseeable future.
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In addition to the general fund appropriation of $164.7 million to SEG to
replace federal ARRA funds for FY11, $3.7 million is included for fixed
costs, $14 million for enrollment growth, and $11.5 million for insurance
costs. Chapter 67 (Senate Bill 91) delays the sixth-year increase in the
employer share of contributions to the Educational Retirement Board for one
year. Full implementation of the seven-year plan will now take place in
FY13 rather than FY12.

Categorical Public_School Support. Below-the-line appropriations —
including those for public school transportation, supplemental distributions,
instructional materials, school improvement, and Indian education — are
reduced by approximately $6.5 million, or 5.2 percent, from FY10
appropriations as adjusted by Laws 2009, 1% Special Session, Chapter 5,
(House Appropriations and Finance Committee Substitute for House Bill 17
and House Bill 33). The reductions are attributable to the continuing
revenue predicament as well as the availability of federal Title | and special
education stimulus funds, allowing the Legislature to prioritize formula
funding. Of the 5.2 percent overall reduction to categorical support, the
transportation distribution was reduced by only 1.3 percent from FY10,
recognizing the need to provide adequate funding for to-and-from school
transportation costs.

School Improvement and Student Achievement. A number of existing
categorical programs are eligible to use additional Title I and special
education funds received from ARRA to keep programs whole and improve
support for students. Additionally, a number of these programs, particularly
the extended school-year program, kindergarten-three-plus, school
improvement, teacher professional development, instructional materials, and
school library materials are excellent ways to spend stimulus dollars to
maximize the benefit to students and staff without expanding recurring
programs. In addition, for FY11 PED is expected to receive more than $24
million in school improvement funding through ARRA to focus
improvement efforts on the 35 highest-needs schools in the state.

Related Appropriations. To prioritize formula funding, the Legislature
funded a limited number of important categorical initiatives that positively
impact student achievement. These include prekindergarten ($8 million),
kindergarten-three-plus ($5.5 million), breakfast for elementary school
students ($2 million), innovative digital education and learning-New Mexico
(IDEAL-NM) ($712 thousand), after-school programs ($150 thousand),
advanced placement ($563 thousand), apprenticeship assistance ($200
thousand) and graduation, reality, and dual-role skills (GRADS) ($550
thousand).

Public Education Department. A general fund appropriation of $14.8
million to PED for FY11 reflects a $699.4 thousand, or 4.5 percent,
reduction below FY10 operating levels as adjusted by Executive Order
2009-044. In addition to the department’s base funding, special recurring
appropriations of $700 thousand were included for the student, teacher
accountability reporting system (STARS) and the operating budget
management system (OBMS), both important components of the state’s
accountability and management operations.
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Hispanic Advisory Council
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A limited number of statutory changes were enacted during the second
session of the 49™ Legislature that will affect the department, districts, staff,
and students. Significant among these are Chapter 65 (Senate Bill 85),
creating the School Leadership Institute administratively attached to the
Higher Education Department. The institute will provide a comprehensive
and cohesive framework for preparing, mentoring, and providing
professional development for principals and other public school leaders.

Chapter 68 (Senate Bill 97) provides for the secretary of public education to
waive certain requirements of law and rule to allow for one-year flexibility
for school districts to meet state fiscal solvency requirements. These could
include increased class size, teaching load, length of school day, staffing
patterns, subject areas, and purchases of instructional materials.

Chapter 108 (Senate Bill 132), creates the Hispanic Education Act to study,
develop, and implement educational systems that affect the educational
success of Hispanic students to close the achievement gap and to increase
graduation rates, among other purposes. The act establishes the Hispanic
education liaison, prescribes duties of the liaison, and creates the Hispanic
Education Advisory Council.

Public School Capital Outlay. Chapter 104 (House Bill 68), the public
school capital outlay omnibus bill, makes a limited number of changes to the
capital outlay process. Provisions allowing for grant adjustments for certain
school facilities in remote rural areas were vetoed. The bill:

e Allows, rather than requires, the Public School Facilities Authority
(PSFA) to enter into contracts for inspection of capital outlay
projects;

e Extends the time period for awarding funds for roof repairs and
replacements;

e Allows the PSFA to administer procurement for certain emergency
projects; and

o Repeals an appropriation from the 2009 special session of $29
million for insurance premiums paid by school districts.

Special Appropriations. An emergency supplemental appropriation of $6
million for FY11 is included for use by school districts experiencing
shortfalls. The appropriation is to be distributed through an application
process based on demonstrated need.

A second appropriation of $4 million is included for small rural school
districts in financial need that have a total membership of fewer than six
hundred students in their elementary, middle, and high schools. None of the
appropriation is to be distributed to any school district having cash and
invested reserves, other resources, or any combination thereof equaling 5
percent or more of the school district's operational budget. This provision
should ensure districts are maximizing all resources before requesting funds.
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POSTSECONDARY EDUCATION

Recognizing the need to fund base programs, the Legislature emphasized
formula funding and was able to limit reductions to instruction and general
funding (I&G) to a modest 2.3 percent from FY10 post-solvency
appropriations. General fund appropriations to fund higher education and
the special schools are detailed in Appendices L and M.

The Legislature appropriated $792 million from the general fund and $10.9
million in federal funds from the American Recovery and Reinvestment Act
(ARRA) to higher education. These appropriations fully funded the annual
growth in workload at the institutions at a cost of $21.2 million, and assumed
a number of negative adjustments. These include a tuition revenue credit of
5 percent for both in-state and out-of-state students at all institutions ($12.1
million), an additional 4 percent at two-year institutions ($2.1 million), and
an overall 1&G base reduction prorated to each institution’s percentage of
total 1&G of $23.2 million.

Undergraduate
Resident Tuition
Credit versus Tuition
and Fees -- University

Responding to institutions’ requests, the General Appropriation Act (GAA)
provides flexibility for 1&G funding but the Legislature, concerned that
institutions might make reductions primarily to instruction and hold

8% Average administration harmless, required that each institution report, as part of the
budget approval process, any situation where the percentage of funding spent

7% ] on instruction is reduced below prior-year levels. This requirement was

6% - vetoed by the governor, yet the Legislature remains very concerned with

50 | institutions reducing funding for instruction. The intent was for institution to

4% | . _make rgductions primarily from the general category and limit reductions to
instruction.

3% - I B

2% 1 P Student Financial Aid. For FY11, total appropriations of $23.8 million to

1% - the Student Financial Aid Program are flat over FY10 but reflect a $2.3

0% | million decrease in appropriations from the general fund. The difference is

offset with a $2.3 million appropriation from the college affordability

endowment fund. The appropriation leaves a balance of approximately $15.7

million in the fund for expenditure in future years. Total funding for the

Student Financial Aid Program increased by a modest $362 thousand from
m Tuition Credit O Tuition & Fees FY10 and includes $41 million from the lottery tuition fund.

Source: LFC Files

2006-2007
2007-2008
2008-2009

2009-2010
2010-2011

Special Projects. For FY11, the Legislature generally reduced funding for
research and public service projects with overall institutional budget
reductions of approximately $6.3 million, or 5 percent, from the FY10
appropriation adjusted for solvency. Of that amount, funding for athletics is
reduced by almost $500 thousand and educational television is reduced by
about $127 thousand. No new research and public service items were
created, and the Legislature allowed institutions to move dollars around and
reprioritize funding among projects, resulting in a reduction of funding
categories. The University of New Mexico (UNM) Health Sciences Center
(HSC) eliminated individual line items for nurse midwifery, the Emergency
Medical Services Academy, specialized perinatal care, pediatric pulmonary,
and pediatric dysmorphology among others, moved funding for these
projects into instruction and general funding, and will continue to provide
these services as part of their base program.
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A limited number of amendments were adopted, increasing funding to a few
projects. Some of these include $400 thousand to the Health Sciences
Center at the University of New Mexico (UNM) for the Bachelors of Arts-
Medical Doctor program, $230 thousand to the Department of Agriculture
for soil conservation programs, $140 thousand for student success programs
at Eastern New Mexico University, $65 thousand for tuition differential at
the UNM Law School, and $165 thousand to Luna Community College for
economic development programs.

Statutory Changes. A limited number of statutory changes were enacted
during the 2" Session of the 49™ Legislature that will affect the department
and institutions of higher education. Among these, Chapter 36 (House Bill
90) includes federal Bureau of Indian Education high schools and tribal
colleges in the dual credit program and defines the terms “bureau of Indian
education high school” and “tribal college.”

Chapter 65 (Senate Bill 85) creates the School Leadership Institute
administratively attached to the Higher Education Department (HED). The
institute will provide a comprehensive and cohesive framework for
preparing, mentoring, and providing professional development for principals
and other public school leaders.

Chapter 71 (Senate Bill 152) adds a new statutory section to prohibit public
and private postsecondary institutions from selling student lists to credit card
issuers and from contracting or cooperating with credit card issuers to
distribute or market credit cards and provides for civil action.

Chapter 112 (House Bill 70) codifies the requirements for a comprehensive
Prekindergarten through 20 data system that collects, integrates, and reports
data from the Public Education Department (PED), HED, and other
agencies; prescribes components of the data system; designates PED and
HED as “data system partners”; and creates and prescribes membership and
duties of the Data System Council.
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HEALTH AND HUMAN SERVICES

Medicaid

Appropriations
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With the continuing decline in revenue that required FY10 budget reductions
to state agencies, the Legislature sought to minimize the impact of further
budget reductions to health and human service agencies. Appropriations to
these programs were aided by additional federal funds in FY11; however,
that funding could not fully offset the decreasing state revenues. The health
and human services agencies, in a time of growing caseloads due to the
recession, must prioritize services for the state’s most needy populations.

Human Services Department and Medicaid. Executive Order 2009-044
required the Human Services Department (HSD) to reduce the general fund
appropriation in the FY10 operating budget by $28.7 million. Almost $22
million of this reduction occurred in the Medical Assistance and Medicaid
Behavioral Health programs. This reduction was offset by $16 million of
additional federal funds and appropriations from the tobacco settlement
program fund, leaving a net $5.9 million reduction despite the Legislature’s
efforts to hold the Medicaid program harmless from cutbacks during the
2009 special session. Another $3.9 million was reduced from state funds for
clients in the Temporary Assistance for Needy Families (TANF) Program
and other programs in the Income Support Program. The executive order
reduced contracts by $1.7 million — $730 thousand from the Behavioral
Health Services Program, $800 thousand in the Medical Assistance Program,
and $190 thousand in Program Support. In personal services and employee
benefits, the order reduced general fund revenue by about $1.2 million,
mostly by swapping $1.1 million of federal revenue (including ARRA funds)
in Program Support and Child Support Enforcement. For FY11, the GAA
general fund appropriation is restored by $22.3 million (Appendix N).

FY11 Medicaid. The FY11 general fund appropriation for Medicaid
programs at HSD totals $591.3 million, with an additional $9.9 million for
administration (Appendix O). Combined with $194.5 million of other state
funds and matched with $3.13 billion of federal funds, the total appropriation
for Medicaid and administration is $3.93 billion. The appropriation is based
on an assumption that the federal government will take action to extend the
ARRA-enhanced federal matching rate, known as the federal medical
assistance percentage or FMAP. With the extension, the FMAP rate should
average about 80.1 percent in FY11, leaving a state share of about 19.9
percent of Medicaid expenditures.

Other federal funds and state appropriations will ease an FY10 budget
shortfall for Medicaid programs. Section 6 of GAA reappropriates $5.5
million of general fund revenue to meet the Medicaid shortfall. In addition,
HSD was awarded a $5 million federal bonus payment for exceeding an
enrollment target set by the federal Children’s Health Insurance Program
Reauthorization Act (CHIPRA). The federal Department of Health and
Human Services also will apply the enhanced FMAP rate to state Medicare
Part D “clawback” payments, saving New Mexico about $7.4 million in
FY10 and $6.3 million in FY11. If the ARRA FMAP rates are extended by
six months, the FY11 savings may double. These additional funds and the
“hold harmless” provision of the GAA — preventing a reduction of the
appropriation for Medicaid programs — will help the program meet the
growing enrollment projections. Nevertheless, the department will have to
continue the cost-containment efforts begun in FY10.
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The department projects that enrollment will continue to grow through
FY11, reaching more than 518,000 individuals by June 2011 in the Medicaid
and CHIP programs. HSD initiated a waiting list in the State Coverage
Insurance program and projected an enrollment decline of about 2 percent
per month, falling to just over 37,000 by June 2011. With another 11,000
individuals in other programs, total enrolment in HSD healthcare programs
is projected to exceed 566,000 by the end of FY11.

As the economic recovery lags, the pressure on enrollment will increase,
exacerbating a difficult revenue problem in FY12. If the federal government
extends, as anticipated, the enhanced FMAP rate through FY11, beginning in
FY12 the state share of Medicaid expenditures will increase by more than 10
percent. This shift will require the state to increase its share of costs by
some $300 million. ARRA prohibits the state from changing eligibility in
the program, but the state will have to undertake significant changes to the
program during FY 11 to continue serving those enrolled in the program.

The Legislature passed Chapter 101 (House Bill 237) to consider
government restructuring and several memorials (Senate Joint Memorial 1
and Senate Memorial 27 and House Memorial 28) to address restructuring
the Medicaid program in the face of potential federal reform and revenue
shortfalls. Through these task forces and study groups, the state should seek
broad consensus on how to maintain these healthcare programs for low-
income New Mexicans during this continuing economic recession.

Tobacco Settlement Program Fund. The estimated master settlement
payment to New Mexico is $44.56 million in FY11. The Legislature passed
Chapter 49 (House Bill 79) to continue distributing 100 percent of the
payment to the tobacco settlement program fund for appropriation for state
programs, and GAA appropriates all $22.28 million to HSD for Medicaid
programs (Appendix P).

Temporary Assistance for Needy Families. With near unprecedented
growth in caseloads in the Temporary Assistance for Needy Families
(TANF) Program, the Legislature placed a priority on providing cash
assistance. Because the appropriation is from a federal block grant
(Appendix Q), the increased appropriations for cash assistance required a
reduction to appropriations for support services at other agencies. The FY11
appropriation, for example, does not include funding for the strengthening
families program at New Mexico State University, the home visiting
program at the Children, Youth and Families Department (CYFD), or
additional substance abuse services. Funding from TANF for domestic
violence services at CYFD, job placement services at the Commission on the
Status of Women and NMSU, and the GOLD Mentor program at the Aging
and Long-Term Services Department (ALTSD) were all reduced. Despite
these reductions, the appropriation still includes $31.7 million from TANF
balances. Another $7.7 million in special and supplemental appropriations
for cash assistance may deplete all balances by the end of FY11. Absent an
extension of ARRA stimulus funds for TANF programs, the Legislature may
have to appropriate some $32 million more from the general fund to
continue these support services in FY12.

Department of Health. The general fund appropriation in GAA to the
Department of Health (DOH) of $266.9 million is 3 percent, or $8.1 million,
lower than the adjusted FY10 operating budget (Appendix R). Executive

18



General Fund
Appropriation for
Developmental
Disabilities Services
versus Waiting List

5,000 + - $90
- $80
4,500 + $70
4,000 + + $60
L $50
3,500 | 5408
2
3,000 - - $30
L $20
2,500 - $10
2,000 - + $0
© . D G
S o280
L i [N 9'
1

— Clients Served
= \Vaiting List
—a— GF Appropriation

Source: LFC Files

The Family Infant Toddler
Program met all eight federal
performance measures in 2009,
and New Mexico ranks third
among the states in percent of
children served.

Order 2009-044 reduced the FY10 budget by $10.4 million. The combined
reduction for FY11 from the original FY10 operating budget is $18.5
million, or 6.5 percent. Authorized FTE were reduced by 111 vacant
positions. Contracts in public health were reduced by $10 million, mostly in
nonclinical contracts to maintain emphasis on client services and disease
prevention. The appropriation for trauma, emergency medical services,
sexual assault programs, and utilities and other expenses at the new state
scientific laboratory are at levels requested by DOH. GAA language for the
Health Certification Licensing and Oversight Program requires the program
to raise fees to the statutory limits to increase revenues.

Developmental Disabilities Medicaid Waiver. Approximately 3,980 special
needs individuals receive services under the developmental disabilities (DD)
Medicaid waiver allowing in-home care. In addition, 30 individuals are
provided services as “medically fragile.” The fund transfer to HSD of
approximately $63 million will need to be more than $9 million higher if the
ARRA-enhanced FMAP is not extended through the end of FY11. The
appropriation includes $2.25 million that may only be used to enroll an
estimated 140 additional clients from the DD waiver waiting list. In several
committee meetings, the Legislature expressed dissatisfaction with DOH’s
decision to reduce general fund spending by $8 million in the DD program
pursuant to Executive Order 2009-044. Not only was this action contrary to
the Legislature’s desire to reduce the waiting list, it also allowed the
department to defer decisions on program cuts required due to reduced
general fund revenues.

In an effort to limit payments to plaintiff’s attorneys and related fees in
defending the Jackson lawsuit, language in the GAA would have limited
payments for these expenses to $100 thousand and used any savings from
this restriction to enroll clients from the DD waiting list. The governor,
however, used a line-item veto to remove the restriction.

Family Infant Toddler Program. The 2009 GAA provided an additional
$500 thousand to increase services for the 11,000 children at risk of, or
diagnosed with, developmental delays. In the 2010 session, the Legislature
avoided cuts in this program for FY11; services are provided through
contractual services. In addition, the program received $1.5 million from
ARRA through the Individuals with Disabilities Education Act.

Immunizations. Appropriations from the general fund for this program will
not increase in FY11; however, ARRA provided $650 thousand to expand
immunizations. In addition, the Centers for Disease Control and Prevention
provided vaccines worth over $700 thousand. DOH has made immunization
a priority, and it continues to be a key measure of the Public Health
Program.

Aging _and Long-Term Services Department. The general fund
appropriation in the 2010 GAA to the Aging and Long-Term Services
Department (ALTSD) of $46.7 million is 2.1 percent, or $1 million, lower
than the adjusted FY10 operating budget (Appendix S). The adjusted FY10
budget reflects the $1.3 million general fund reduction required by Executive
Order 2009-044. The combined reduction for FY11 from the original FY10
operating budget is $2.3 million, or 4.7 percent. The Legislature considered
the savings required by Executive Order 2009-044 as a starting point for
reviewing the agency’s request. In addition, the $750 thousand transfer from
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the TANF program to ALTSD for the GOLD mentor program was reduced
to $350 thousand. The funding should be sufficient to maintain direct
services to clients.

Coordination of Long-Term Services (CoLTS). While management of the
CoLTS Medicaid waiver program is shared with HSD, all funding for the
program is included in the HSD budget. ALTSD is responsible for program
management; however, no formal agreement exists between the agencies as
to responsibilities. The final appropriation to the Long-Term Services
Program was approximately $100 thousand less than the executive
recommendation and reflected a reduction of 2 FTE vacant for more than
one year. CoLTS continues to have rising per-client costs due to
unanticipated demand for services. Costs have increased approximately 10
percent in the past year. In addition, audits conducted by HSD found that
CoLTS providers, Evercare in particular, were not providing required data to
the state and continued to be slow in reimbursing providers. Both
contractors have been put on corrective action plans, and Evercare is being
financially sanctioned for noncompliance. As of February 1, 2010, the
sanctions total $1.1 million.

Aging Network. The Legislature’s goal was to minimize reductions in this
program, which provides nutritional security to many seniors as well as
meeting places for social interaction. Distribution to the agency areas on
aging were left at FY10 general fund levels, although approximately $600
thousand in ARRA funding could not be replaced by general fund. The
general fund appropriation to support this program is $26.6 million, about 57
percent of the agency’s total general fund appropriation.

Children, Youth and Families Department. The FY11 general fund
appropriation to the Children, Youth and Families Department (CYFD) of
$191.3 million is 1.7 percent, or 3.3 million, lower than the adjusted FY10
budget (Appendix T). The adjusted FY10 budget reflects the $6 million
general fund reduction required by Executive Order 2009-044. The
combined reduction for FY11 from the original FY10 operating budget is
$9.3 million, or 4.7 percent. Also, 20 FTE were deleted bringing the agency
total to 2,120.1 FTE.

Protective Services. The Protective Services Program’s recurring general
fund appropriation decreases $1.4 million from the FY10 original operating
budget. The decrease in general fund appropriation includes $1 million in
contractual services.

House Memorial 35 requests that the Governor’s Council on Women’s
Health, or its successor, convene a task force to study policy options related
to paid maternity leave, paid time off, part-time employee benefits, policy
incentives for family-friendly small businesses, employment-based
childcare, and other issues that will improve the health of women and
families by addressing economic security. Also, the Workforce Solutions
Department is requested to update its survey of employee benefits and report
its findings by August 2010. The task force is to report to the interim
legislative Health and Human Services Committee by November 1, 2010.

Juvenile Justice. The Juvenile Justice Facilities Program has a recurring

general fund appropriation reduction of $389.6 thousand, or 1 percent, from
the original FY10 operating budget. The FY11 budget includes $500
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thousand in contractual services for staff training at Youth Diagnostic and
Development Center to implement the Cambiar New Mexico model. Also,
CYFD received $400 thousand in capital outlay to renovate and equip the
Youth Diagnostic and Development Center in accordance with the Missouri
model and Cambiar NM.

House Memorial 29 requests CYFD convene a work group to research and
recommend changes to policy for the detention of youth 18 to 21 years of
age. The work group is to make recommendations to the legislative interim
Courts, Corrections and Justice Committee, as well as the secretary of
CYFD, before November 30, 2010, on changes needed to state law.

House Memorial 40 requests CYFD continue working with its task force to
implement a sustainable plan for a continuum of gender-responsive services
and programs for girls in the juvenile justice system. The task force is to
continue its review of current risk assessment tools, existing treatment
options for gender-responsive services and programs, and best-practice
models for implementing and sustaining gender-responsive services and
programs in the juvenile justice system. The task force is to report its
findings and recommendations to the appropriate interim legislative
committee by September 2010.

Domestic Violence. The Legislature reduced TANF block grant funding by
$1.6 million and the general fund appropriation by $2 million for domestic
violence services (Appendix U). However, these decreases were partially
offset by budgeting $1 million in fund balances from the domestic violence
offender treatment and intervention fund. The Legislature passed the
following three domestic violence bills: Chapter 86 (Senate Bill 26) creates
the New Mexico Domestic Violence Leadership Commission, Chapter 85
(Senate Bill 2) amends the definition of “household member” in statute, and
Chapter 32 (Senate Bill 167) adds domestic abuse to endangered persons and
requires notification of the missing person report.

Senate Memorial 55 urges the New Mexico Legislative Council Service
(LCS) to focus on solving the domestic violence and child abuse crisis and to
appoint a task force to address the issue. The task force is to report to LCS
by October 2010 on its recommendations for structures to put in place to
minimize, stop, and prevent domestic violence incidents and their impacts.

Early Childhood Services. Recurring general fund appropriations to the
Early Childhood Services Program decreased $4.4 million from the original
FY10 operating budget. The general fund decrease includes $3.1 million in
contractual services and $1.3 million in childcare assistance (Appendix T).
The total budget reduction in FY11 to childcare assistance is 2.8 percent.
Pre-kindergarten is reduced by $500 thousand in the general fund
appropriations and $500 thousand in TANF funding. Home visiting
maintains its FY10 original general fund appropriation level at $2.2 million
and is reduced in TANF funding by $500 thousand (Appendix U).

In the 49™ Legislature 2" Special Session, Chapter 5, (House Bill 3)
increased the excise tax rate on cigarettes by 75 cents a pack and would have
made a distribution of 7.11 percent to CYFD for early childhood programs.
However, the governor vetoed earmarks for the use of the revenue. It was
estimated the appropriation would have been approximately $6 million for
FY11 only. The funding will now go to restoring the state general fund.
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LABOR AND WORKFORCE DEVELOPMENT
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Workforce Solutions Department. The general fund appropriation to the
Workforce Solutions Department (WSD) of $5 million is 27.5 percent, or
$1.9 million, lower than the adjusted FY10 budget (Appendix EE). The
adjusted FY10 budget reflects the $402.9 thousand general fund reduction
directed by Executive Order 2009-044. The combined reduction for FY11
from the original FY10 operating budget is $2.3 million, or 31.5 percent.
The majority of the general fund decrease is offset by using $1 million of
American Recovery and Reinvestment Act (ARRA) unemployment
insurance (Ul) modernization funding and $700 thousand in cash balance
from the employment security department fund. Seventeen FTE were also
deleted, bringing the agency total to 509.5 FTE.

Unemployment Insurance Trust Fund. Employer taxes are collected by
WSD and deposited in the federal treasury in the New Mexico Ul trust fund.
Due to the growing unemployment rate over the past year and half, WSD
experienced an unprecedented demand for unemployment insurance benefits
— paying $386.6 million in FY09. The trust fund is declining at a rate of
around $1 million a day, and WSD has projected the trust fund will have a
negative balance by January 2011. Two years ago, the fund was among the
most solvent in the nation, with a balance of $553.3 million.

Chapter 55 (House Bill 144) enacted the following statutory changes to
address the declining New Mexico Ul trust fund:

e Implements unemployment insurance contribution
effective January 1, 2011, through December 31, 2011;

o Eliminates the state Ul trust fund that was created by diverting
funding from the New Mexico Ul trust fund so interest earned could
be used to support activities related to unemployment or
employment security;

o Transfers the state Ul trust fund balance, approximately $107
million, to New Mexico’s Ul trust fund for payment of benefits; and

o Discontinues the temporary increase to the weekly benefit amount
enacted by Laws 2009, Chapter 97, changing it from 60 percent to
53.5 percent of the average weekly wage.

increases

The estimated revenues to New Mexico’s Ul trust fund from the changes to
statute are approximately $133 million for FY1l. If New Mexico’s
unemployment rate continues to rise, it is likely increases to the
unemployment insurance contribution by employers will continue and
possibly increase in 2012.

Unemployment Insurance Modernization Funding. ARRA included $39
million in Ul modernization incentive payments to New Mexico. WSD
received the first incentive payment totaling $13 million, which the
Legislature has appropriated for enhancements to the Ul claims and
interactive voice response systems, facility upgrades to department buildings
statewide, and for improvements and administrative costs associated with the
Ul program. New Mexico is projected to receive $26 million from the
second incentive payment that the Legislature appropriated for operational
and administrative expenses associated with the employment security
program in the Workforce Transition Services Program, for enhancements to
the Ul program, and to fund phased implementation of the Ul tax system.
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PUBLIC SAFETY

Public safety is a high priority for New Mexico citizens and legislators alike.
Law enforcement and correction facilities are labor intensive and also
require costly recurring expenditures for automobiles, fuel, facility
maintenance, and inmate medical care. However, public safety fared well,
with both the Department of Public Safety and the New Mexico Corrections
Department receiving FY11 appropriations from the general fund in excess
of the FY10 adjusted appropriation, two of only eight state agencies to
receive increases other than education.

Department of Public Safety. The 2010 General Appropriation Act (GAA)

State Road Fund Transfers appropriates $127.5 million to the Department of Public Safety (DPS),

to Motor Transportation including $92.6 million from the general fund (Appendix V) and $16.4
$10 - Division million federal funds. The original FY10 general fund appropriation was
] $94.8 million. Executive Order 2009-044 reduced this appropriation by $2.8
$9 1 million for an adjusted FY10 general fund appropriation of $92 million. The
FY11 general fund appropriation of $92.6 million is an increase of $600
% thousand over the FY10 adjusted appropriation, or approximately 0.6
percent.

$7 A

The appropriation to the Law Enforcement Program totals $80.1 million and
includes $68.5 million from the general fund. The original FY10 general
fund appropriation was $69.5 million. Executive Order 2009-044 reduced
the program by $1.7 million for an adjusted total of $67.8 million. The
FY11 general fund appropriation of $68.5 million is $700 thousand higher
than the adjusted FY10 appropriation. Federal funds total $3.5 million and
include $1.7 million from various grants used for overtime to conduct
targeted enforcements and investigations related to federal initiatives. In the
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52 | 49" Legislature, 2" Special Session, Chapter 4, (House Bill 5) provides
$300 thousand in severance tax bonds and $300 thousand in reauthorized
$1 - severance tax bonds from county fairgrounds and rodeo facilities for
automobiles for law enforcement officers. The general fund appropriation
$0 : : : : . | [ dedicates $800 thousand for recruiting and training new cadets.

FY07 FY08 FY09 FY10 FY1l

Source: LFC Files The Legislature created the Motor Transportation Program in 2009,
separating the division from the Law Enforcement Program. The FY11
appropriation to the Motor Transportation Program totals $23.4 million and
includes $9.9 million from the general fund, equal to the adjusted FY10
total. The original FY10 appropriation from the general fund was $10.3
million and the program reduction from Executive Order 2009-044 was $411
thousand. In addition, the FY11 state road fund transfer to the Motor
Transportation Program is $6.95 million, the same as FY10.

Corrections Department. The FY11 appropriation for the Corrections
Department (NMCD) is $299.9 million, of which $274.2 million is from the
general fund (Appendix W). The original FY10 appropriation from the
general fund was $284.6 million. Executive Order 2009-044 reduced the
appropriation by $11.4 million for an adjusted FY10 general fund
appropriation of $273.2 million. The FY11 general fund appropriation of
$274.2 million is $1 million higher than the adjusted FY10 appropriation. In
addition, other state fund revenues are increased by $2 million and federal
funds by $1 million, resulting in a total increase of $4 million over the FY10
adjusted appropriation. It is anticipated that contracts for medical and

23



Ending Inmate

Populations
7,000 -

6,000 ,,—7_7D7D

5,000 -

4,000 H (— [

3,000 H —{ (]

2,000 -

1,000 + |

FY06
FYO07
FYO08
FY09

O Male m Female

2/27/2010

Source: Corrections Department

private prison providers will not increase due to low inflation and modest
inmate population growth.

Inmate Population and Cost Items. The total state inmate population grew
from 6,445 on July 1, 2009, to 6,560 on February 27, 2010, an increase of
115 inmates, or 1.7 percent. This growth rate would increase the inmate
population to approximately 6,617 by the end of FY10. NMCD contracts
with JFA Associates for population trends, and a June 2009 report estimates
there will be 6,586 inmates by July 2010 and 6,685 by July 2011. The
current growth rate puts the projected actual number of inmates slightly
higher than the JFA estimate. Accelerated population growth or an inmate
demographic requiring incarceration at medium-security private prisons will
result in additional costs in the absence of negotiated per diem contract
reductions.
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NATURAL RESOURCES

Budgetary issues for natural resource agencies focus on funding core agency
objectives in the face of general fund reductions. The Legislature chose to
meet this challenge through greater use of other state revenues and

Office of the State elimination of vacant positions.
Engineer
Annual Funding State _Engineer. The general fund appropriation in the General
g0 , (@l sources) Appropriation Act (GAA) to the Office of the State Engineer (OSE) of $18.4
million is 12.2 percent, or $2.6 million, lower than the adjusted FY 10 budget
$50 | (Appendix X). The adjusted FY10 budget reflects the $1.2 million general
fund reduction mandated by Executive Order 2009-044. The combined
reduction for FY11 from the original FY10 operating budget is $3.8 million,
$40 1 or 17.1 percent. The agency’s FTE count is reduced by 13 vacant positions,
2 530 accounting for $960.8 thousand recurring general fund savings.
E Energy, Minerals and Natural Resources. The general fund appropriation
$20 4 in the GAA to the Energy, Minerals and Natural Resources Department
(EMNRD) of $22.9 million is 3.9 percent, or $934 thousand, lower than the
$10 adjusted FY10 budget (Appendix Y). The adjusted FY10 budget reflects the
$995.4 thousand general fund reduction effected by Executive Order 2009-
$0 | 044. The combined reduction for FY11 from the original FY10 operating
§ § § g budget is $1.9 million, or 7.7 percent. The agency’s FTE count is reduced by
Lo 25 vacant positions, accounting for $632.1 thousand recurring general fund
Source: LFC Files savings.
Other Legislation. Chapter 89 (House Bill 113) amends sections of the
Energy, Minerals and Aquatic Invasive Species Control Act, Section 17-4-35, NMSA 1978, to
Natural Resources allow officials acting in their official capacity to possess aquatic invasive
Department Annual species when conducting sampling at lakes, shipping samples to laboratories
Funding for analysis, and transporting the samples for destruction.
(all sources)
$80 Chapter 83 (Senate Bill 186) implements the Natural Heritage Conservation
$70 Act to preserve land, conservation easements and other property interests to

safeguard the land and water available for forests and watersheds, natural
$60 areas, wildlife and wildlife habitat, working farms and ranches, outdoor
recreation and habitat restoration.

$50 |
(%]
é $40 4 Chapter 6 (House Bill 2) authorized the transfer of $750 thousand from the
E $30 game protection fund to EMNRD for Pecos Canyon State Park and other
state park facilities to support maintenance and infrastructure that would
$20 + benefit anglers and hunters. The executive vetoed this language.
$10 |

Environment. The general fund appropriation in the GAA to the New
$0 - Mexico Environment Department (NMED) of $14.8 million is 2.4 percent,
or $364.1 thousand, lower than the FY10 budget adjusted per Executive
Order 2009-044 (Appendix Z). The adjusted FY 10 budget reflects an $800.4
thousand general fund reduction. The combined reduction for FY11 from the
original FY10 operating budget is $1.2 million, or 7.3 percent. The agency’s
FTE count is reduced by 35.5 vacant positions, accounting for $126
thousand recurring general fund savings.
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Source: LFC Files
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The other state funds appropriation includes a $3 million decrease in the
corrective action fund (CAF), used to clean up petroleum product pollution,
to ensure fund solvency. The agency spent an additional $4 million CAF in
FY10 for clean-up costs relating to the new Santa Fe courthouse site.
Adjusting for this reduction, the GAA increases use of other revenues by
$332.6 thousand, or 1 percent.

Nuclear Workers Assistance Fund. Chapter 50 (House Bill 101) creates a
new nuclear workers assistance fund in the New Mexico Department of
Environment (NMED) to help cover the cost of the Office of Nuclear
Worker’s Advocacy (ONWA). Established two years ago, the office assists
nuclear workers seeking claims under the federal Energy Employee
Occupational Iliness Compensation Act. Currently, program costs run about
$200 thousand and are supported by general fund. Due to general fund
reductions made for FY09 and FY 10, the bill provides an alternative funding
source to ensure the program’s continuation. The fund would receive a fee
assessed on successful claimants in the amount of 0.5 percent of the award
for initial claims filed through ONWA. A 5 percent fee would be assessed on
successful claims awarded after the office re-files and wins a judgment on
denied petitions. Based on reported awards of almost $13 million since
inception, the fund is projected to provide about $110 thousand annually.
This bill contains an emergency clause.

Petroleum Storage Tank Regulations. Chapter 27 (House Bill 81) amends
sections of the New Mexico Hazardous Waste Act and the Ground Water
Protection Act to comply with federal law for petroleum storage tanks.
Section 1527 of the federal Energy Policy Act of 2005 requires states
establish a program that makes it unlawful to deliver, deposit, or accept
petroleum products in a storage tank facility that the state has determined to
be ineligible for such delivery. Federal law required this delivery prohibition
program to be implemented by August 8, 2007; New Mexico is currently the
only state or territory that does not have this statutory authority.

This bill provides the authority to the Environmental Improvement Board in
Section 74-4-4 NMSA 1978 to promulgate rules establishing such a delivery
prohibition program. An amendment exempts petroleum storage tank
facilities in rural or remote areas from the new rules, thereby ensuring that
the public continues to have access to motor fuel in those regions.

Eastern New Mexico Water Utility. Chapter 39 (House Bill 15) creates a
regional water utility district in Eastern New Mexico within Curry County
and Roosevelt County boundaries for the benefit of Curry County, the cities
of Clovis, Portales, and Texico, the towns of Melrose and Elida, and the
Village of Grady. Current groundwater supplies are rapidly depleting in that
region. NMED states this utility will seek a long-term source of water that
will rely on the Ute Reservoir, a surface water source.
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ECONOMIC DEVELOPMENT

Development Incentives. The Legislature in 2010, despite challenging

Total Business budggtary congjitions, approprigted money for job creation, apprO\_/ed
Incentive Tax Credits bonding author!ty to help rewt_allze_ downtown Las C_ruc_:e_s, and after tr_ymg
; for several sessions, passed legislation to reduce tort liability for spaceflights
Claimed . 7. .
(in millions) at Spaceport America. Additionally, following on the heels of the LFC
report Survey of Economic Development Initiatives, which identified a need
$90 for improved economic development incentive accountability, legislators
$80 ~ ] passed a bill establishing guidelines for new incentives to increase
:ng ] transparency and accountability.
:ig || [ Accountability. Chapter 87 (Senate Bill 47) establishes guidelines for all
$30 | new economic incentives to improve transparency, fiscal discipline, and
$20 | political accountability. The legislation requires that all new incentives
$10 - i include
$0 e A statement of purpose;
NSRS A RS RN e The designation of an agency responsible to establish measurable policy
AR A A AR AR ) . , .
_ goals, track state expenditures, quantify the state’s return on investment
gg;;ﬁfr;;‘j;‘at'o” and Revenue and report regularly to the interim Revenue Stabilization and Tax Policy

Committee and the LFC;
e A requirement that the Economic Development Department (EDD)

Number of Business track job creation;
Incentive Tax Claims Specific standards for the taxpayer to qualify for the incentive;
e Reporting requirements for the taxpayer;
2,000 e A description of financial obligation of the taxpayer if the specific
standards are not met; and
1,500 1 e A mandatory review of the incentive no more than every seven years.
1,000 The bill also requires EDD to publish an aggregate list of the economic
500 | development tax incentives used by each taxpayer annually.
0 . ‘ Las Cruces Tax Increment Development District. During the 2010 regular
S > e E Q@ session, the Legislature passed Chapter 11 (House Bill 112) and Chapter 9

ARAN AR AN (Senate Bill 95), which permit the issuance of $8 million in tax increment
Source: Taxation and Revente development b_onc_js by the Downtown Las Cruce_s Tax Increment
Department Development District (TIDD). The tax-exempt bonds will be secured by 75

percent of state gross receipts tax (GRT) revenue generated within the
district. The city of Las Cruces has also dedicated 75 percent of both its

Tax Credits Claimed in GRT and property taxes, and Dona Ana County has dedicated 75 percent of
2008 its property taxes in addition to 75 percent of the first 1/8 percent increment
_ (in millions) of its county local option tax. All bonds secured with state GRT revenues
Film $46.0( I must be retired by December 31, 2018.
Renewable Energy $15.1
;e‘:hlngloﬂi’;gbs :i'; The city of Las Cruces, as well as registered property owners within the
Hiw:_wzae Jotl;{;c. ) 47 district’s boundaries, approved a Tax Increment Development Plan for
Im?estme?n $1'8 downtown revitalization in 2007. Main Street, which runs directly down the
Lab Partnerships $2:4 center of the TIDD, was closed off to automobile traffic in the 1970s, turning

Other s2.o| | all of the street’s storefronts into store backs. This seriously hampered the
efforts of local businesses, causing the downtown section of Main Street to
become largely vacant. The majority of bond proceeds to the Las Cruces
Source: Taxation and Revenue Department Downtown Revitalization TIDD will be used to finance road construction
projects designed to open Main Street to automobile traffic and create a

Total $82.7
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Jobs Funded by JTIP
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Source: Economic Development
Department

more pedestrian-friendly environment. The district represents the first New
Mexico TIDD administered entirely by a municipality as opposed to a
private developer.

Job Training Incentive Program. Chapter 79 (House Bill 8) appropriates
$5 million to the development training fund for the Job Training Incentive
Program (JTIP) administered by EDD. JTIP provides classroom and on-the-
job training for newly created jobs in expanding or relocating businesses.
The program reimburses 50 percent to 75 percent of employee wages, and up
to one-third of JTIP funding is prioritized for rural, frontier, and distressed
areas.

Spaceport. Chapter 8 (Senate Bill 9) authorizes the Space Flight Informed
Consent Act to reduce tort liability for spaceflight activities. The bill
provides protection to spaceflight entities for injury or death of a spaceflight
participant. The act is modeled after the federal Commercial Space Launch
Amendments Act of 2004 (Space Launch Act) and laws passed in Virginia
and Florida. The act defines spaceflight passengers as “participants” instead
of passengers and requires each participant to sign an informed consent
statement that acknowledges and identifies the inherent risks of spaceflight.
The act does not, however, provide immunity in the event of gross
negligence or willful or wanton disregard for the safety of participants.
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JUDICIAL

Courts General Fund Coyrts. In FY11, courts will receive_increased revenues to pay for leases,
Summary malntenapce, cou_rt interpreters, and jurors. The Legl_slgture also approve_d
(in millons) two new judgeships. The FY11_ general fund appropriation fqr the courts is
$160 1.8 percent lower than the adjusted FY10 budget (Appendix AA). Laws
2009, Chapter 5, 1% Special Session, reduced FY10 general fund budgets
$120 for state, district and metropolitan courts and judicial agencies by 2 percent
or $3 million.
$80
Driving-while-Intoxicated Grant Fund. Section 4 of the 2010 General
$40 Appropriation Act (GAA) appropriated $1.5 million in driving-while-
intoxicated grant fund revenues to help supplant drug court general fund
$0 reductions. However, the governor vetoed the appropriation.
A O D
Q*Q <<“\0 <<“\Q <<“\\/ Q’k\/ Judgeships. Chapter 3 (Senate Bill 6) creates additional judgeships in the
Source: LEC Files 1st Judicial District and in the Dofia Ana County Magistrate Court. While

several judgeships were requested, only two were created as they did not
require any additional general fund monies in FY11, but there will be a

Distribution of general fund requirement in FY12 and beyond.
General Fund
(in millions)

Judicial Fees. Chapter 7 (Senate Bill 226) creates a magistrate court
operations fund in the state treasury and a temporary new magistrate court
operations fee of $4 to be credited to the operations fund. It is estimated the
new fee will generate $600 thousand before it expires in FY14. Funds
raised through this bill will be used to maintain facilities and security
systems and prevent furloughs.

District Attorneys and Public Defender. The GAA reduces the general
fund appropriation for the district attorneys and Administrative Office of
the District Attorneys (AODA) by 1.3 percent (Appendix BB). Language
o District Courts m Metro Court will allow unexpended balances remaining at the end of FY08 or any year
O State Courts 0 AOC thereafter from grant revenue received from the U.S. Department of Justice
related to the Southwest Border Prosecution Initiative to remain in the
recipient district attorney office for expenditure in any future fiscal year.
The balances exceeded $2 million at the end of January 2010.

Source: LFC Files

District Attorneys

General Fund The FY11 general fund budget for the Public Defender Department is $41.3
Summary million, a 1.3 percent decrease from the adjusted FY10 budget. The FY10
adjusted budget reflects the Executive Order 2009-044 general fund
reduction of $854 thousand. The FY11 general fund reduction from the
agency’s original FY10 operating budget of $42.7 million is 3.3 percent.

oo} o o —
o o - -
> > > >
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Source: LFC Files

29



GENERAL GOVERNMENT

On December 4, 2009, the
governor appointed a
Committee on Government
Efficiency. The committee was
required to develop efficiency
measures that could be
adopted during the 2010
legislative session to reduce
government expenditures by at
least $50 million.

The following statistics obtained
from the Arrowhead Center
were cited as evidence to
support the conclusions made
by the Committee on
Government Efficiency:

e New Mexico government’s
24.5 employees per
thousand population is
substantially higher than
the U.S. average of 14.3

e With the exception of New
Mexico and Oklahoma, the
trend in employment per
thousand population has
trended down from 2000 to
2008

e New Mexico appears to
have a relatively high rate
of non-instructional
employment in higher
education of 7.3 per
thousand population as
compared to the U.S.
average of 3.6

e New Mexico has slightly
higher employment in the
corrections industry than
surrounding states and
relative to the U.S. average

e New Mexico has relatively
high employment per
thousand population in
state-supported hospitals

Government Restructuring Task Force. Chapter 101 (House Bill 237)
creates a 17-member Government Restructuring Task Force to study the
resources of state agencies’ programs, services, funding and policies, and the
public need served by them, and also seeks to examine the laws,
constitutional provisions, rules, and court decisions governing state
government and reorganization. The 17-member task force comprises the
following:
o Five members of the House of Representatives appointed by the
Speaker of the House
o Five members of the Senate appointed by the Committee’s
Committee unless appointments are made in the interim by the
President Pro Tem after consulting with a majority of the
Committee’s Committee members
e Six members from the public and private sector, three of whom are
appointed by the Speaker of the House and three of whom are
appointed by the President Pro Tem of the Senate; and
e One member will be the Secretary of the Department of Finance and
Administration

The task force must study

¢ Recommendations of the governor’s Committee on Government
Efficiency;

¢ Need for consolidating agencies and eliminating or reducing
redundant, duplicative, or overlapping programs or services;

e Current and projected staffing needs of state agencies for full-time,
part-time, term, temporary and contract employment; and

e Current and projected revenue estimates for the next three to five
fiscal years.

The task force must make a report of its findings and recommendations by
December 1, 2010, to the governor and Legislature and must make
presentations to the Legislative Council, Legislative Finance Committee and
the Legislative Educational Study Committee. A final report and proposed
legislation must be made available to the governor and legislators by
December 31, 2010.

A similar study conducted by the Committee on Government Efficiency was
released on January 14, 2010. Recommendations of Improving Government
Efficiency included several proposals involving governmental
reorganization, eliminating boards and commissions that no longer serve a
purpose, and consolidating boards and commissions with overlapping or
similar purposes. In addition, the report recommended Medicaid benefit
changes and changes to the public school and higher education funding
formulas. Estimated savings for all suggested changes totaled $129 million.

Related Legislation. The Legislature introduced several bills aimed at
consolidating a number of state agencies and programs to generate cost
savings and develop efficiencies. Examples include the following:

e Senate Bill 242 creating the Commerce and Economic Development
Department by consolidating the Economic Development Department,
Tourism Department, Workforce Solutions Department, and Regulation
and Licensing Department;
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Members of the Committee on
Government Efficiency

included:
e Former Governor Gary
Carruthers,

e Current and three former
Department of Finance and
Administration (DFA)
secretaries,

e One former DFA budget
director,

e The architect of
government reorganization
in the Governor Apodaca
Administration.

State Investment Council

Previous Structure:

e Governor (Chair)

e State Treasurer

e State Land Commissioner

e Secretary of DFA

e Chief Financial Officer of a
State Higher Education
Institution

e State Investment Officer

e Three Public Members
Appointed by the Governor

New Structure:

e Governor (Chair)

e State Treasurer

e State Land Commissioner

e Chief Financial Officer of a
State Higher Education
Institution

e Secretary of DFA

e Four Public Members
Appointed by the Legislative
Council

e Two Public Members
Appointed by the Governor

e House Bill 94/Senate Bill 118 merging the Aging and Long-Term Care
and Human Services Departments;

e House Bill 95/Senate Bill 117 merging the Homeland Security and
Emergency Management Department and Department of Public Safety;

o House Bill 221 consolidating the Health Care Licensing Boards; and

o House Bill 