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nor’s Budget recommendations, and high-
light significant changes and policy
initiatives.
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FY 2009 Budget
Executive Summary

The proposed FY 2009 Budget has been reduced by $500 million compared to the FY
2008 Budget signed into law last June. Actual reductions, however, total $2.7 billion in
order to offset mandatory cost pressures that would have otherwise brought spending to
$35.7 billion in the next fiscal year. With all cuts and restraints combined, FY 2009
appropriations total $32.97 billion, compared to $33.47 billion in the FY 2008
Appropriations Act.

The FY 2009 Budget represents a turning point in the fiscal management of the State.
New Jersey has historically taken a short term view to balancing the budget. With
reliance on short term fixes, non-recurring revenues, one-time actions and reductions to
support higher spending, budgets to date have simply failed the most fundamental test of
matching recurring expenses with recurring revenues. As we approach FY 2009 and
beyond, the choices we face today have been set in large part by the decisions of
yesterday. This budget begins the process of unwinding the ties that bind New Jersey’s
ability to fund its priorities and prevent our citizenry from controlling their own fiscal
destiny. However, simply cutting expenditures is not sufficient.

Changing course will be neither easy nor painless. This budget resets our spending to
more closely match our revenues and thus requires many unpleasant choices about which
activities, services and benefits are most critical.

The choices are unavoidable, because the revenues to sustain current levels of
appropriations are simply unavailable. Below are some of the significant aspects of the
FY 2009 Budget:

e Reduces the size and the cost of government by over $350 million;

e Provides $16.7 billion in property tax relief, an increase over the current year,
including $11.5 billion in support for preschool-12 education and funding for the
new school formula;

e Reduces the reliance on non-recurring resources from $1.8 billion to less than
$600 million;

e Protects programs that provide public safety and those programs that service and
protect the needs of the most vulnerable;

e Incorporates fair and common sense apportionment of reductions.

Finally, the budget DOES NOT RELY ON ANY NEW OR INCREASED TAXES.

As with the current year, nearly three-quarters of the budget will continue to support
State aid and grants, which reach millions of New Jerseyans through hundreds of valued
programs, ranging from property tax rebates for working families to prescription
assistance to our senior citizens. Hundreds of millions of dollars in budget reductions are
recommended, but great care has been taken to blunt the impact on this majority portion
of State spending.
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Defining the Problem and How it was Solved

When the FY 2009 Budget planning process began in earnest last fall, baked in spending
pressures grew the budget from the $33.47 billion in the current FY 2008 Budget to an
estimated $35.7 billion. This growth was based on contractual, mandatory and statutory
increases including over $500 million in additional costs for the new school funding
formula.

As the process moved forward, it became clear that the growth in revenues fell far short
of matching the pace of spending growth. Revenues were projected to total less than
$32.5 billion.

The difference between the projected revenues of $32.5 billion and the projected
spending level of $35.7 billion represented the $3.2 billion structural shortfall. In
keeping with the principle to not close this shortfall through new or increased taxes, we
approached budget balancing through spending constraints, reductions and other actions.

We closed the $3.2 billion structural gap with $2.7 billion in actions that impact spending
and using a $500 million portion of the $834 million of excess surplus that is projected by
the end of the current year.

Nearly $1.7 billion, or over 61%, of the spending actions are actual reductions to the base
budget. The other $1 billion represents reductions or limitations of growth and other
actions to offset spending.

Reducing the Size and Cost of Government

The budget will reduce the size and cost of State government by over $350 million and
the number of employees by a minimum of 3,000 through a combination of an Early
Retirement Incentive Program (ERI), attrition and targeted layoffs. The operating
budgets of the executive departments have been decreased directly by $193 million. For
the first time in the last 35 years EVERY executive branch department will have its
operating budget reduced. In addition, departments will have to realize the impact of
savings of $136 million from the Early Retirement Program and $25 million through
procurement efficiencies.

The budget calls for the elimination of three Cabinet level agencies — the Departments of
Agriculture and Personnel and the Commerce Commission. The essential functions of
these agencies will be consolidated into other executive branch departments or agencies.
These savings result from the elimination of administrative functions, including three
cabinet level positions, and efficiencies gained through consolidation.

The budget for the executive branch includes $209 million in employee related savings
through an ERI, targeted layoffs and the elimination of funding for positions that have
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been vacant due to the hiring freeze that has already reduced the payroll by nearly 2,000
employees since Governor Corzine took office.

The Judiciary and the Legislature also will face reductions of $27 million and $1 million,
respectively.

In contrast to previous early retirement programs, this initiative will provide strict
controls on the back filling of employees so as to not erase ERI cost saving benefits to the
State.

The combination of initiatives to reduce the number of State employees is anticipated to
induce departments and agencies to further streamline and prioritize their functions and
programs.

Increasing Property Tax Relief and Support for Education and the New
School Funding Formula

Despite the need to reduce spending by $2.7 billion, total recurring property tax relief
will increase by $73 million from the amount spent in the current year. This budget will
provide nearly $16.7 billion in total property tax relief which still represents more than
50% of the budget.

The core components of the property tax relief include:

$11.5 billion in support of preschool-12 education;
$2.5 billion in direct relief to taxpayers;

$1.8 billion in aid to municipalities; and

$800 million in other local aid

The $11.5 billion in support of preschool-12 education is $600 million above the FY
2008 appropriation, and represents over one-third of the total budget. Of this increase,
approximately $530 million is in the form of additional direct aid to school districts under
the new school funding formula, which increases relief to all school districts, including
boosts of 10% to 20% to a majority of the districts.

Despite fiscal pressures, this budget allocates $2.5 billion for direct property tax relief.
This funding ensures that 1.6 million homeowners will continue to receive average
rebates of approximately $1,000.

In all, 90% of homeowners will continue to receive rebates while 1.2 million
homeowners, or 70%, will receive the same rebate amount that they received last year.
The preservation of these benefits is achieved, and more than $300 million in savings are
realized, by reducing income eligibility limits — from $250,000 to $150,000 — and
lowering the level of rebates for those between $100,000 and $150,000 from 15% of
property taxes paid to 10%.
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The increase in rebates provided to renters in the current budget will be rolled back to the
previous level with the exception of the inflationary increase that was provided in FY
2008. A portion of the savings from this change will be redirected to vouchers for rental
assistance.

This budget will also provide $169 million in funding for the Senior Tax Freeze program,
an increase of $16 million, or more than 10%. The program will provide 158,000
residents with checks averaging $1,069, which is $125 more than FY 2008 average
checks. The Governor is also proposing that the income limit for the program be
increased to $75,000 and that these 150,000 to 200,000 newly eligible homeowners
would receive a reimbursement of two thirds of their property tax increase.

The budget will also include a reduction in the level of aid to municipalities. The budget
will provide over $1.8 billion in aid to municipalities, a decrease of approximately $190
million, which represents less than 10% of the amount provided in the current year.

A portion of the reduction in municipal aid will be targeted to those municipalities with
populations of less than 10,000. This group of towns will be given priority standing in
the awarding of the $32 million in grants from a state fund that encourages consolidation
and shared services.

Reducing Reliance on Non-Recurring Resources

Continuing the trend of the first two Corzine Administration budgets, the use of non-
recurring resources, excluding prior year surplus, has been decreased from $220 million
to $69 million. This represents a 96% reduction from the $2.7 billion average during the
FY 2003 to FY 2006 period.

This budget will, however, still require the use of $500 million of the $834 million excess
surplus that is anticipated to be available at the end of the current year. In comparison,
the FYY 2008 Budget relied on nearly $1.6 billion of excess surplus to support spending.

The unused portion of the excess surplus will be deposited into a special reserve fund to
support long term liabilities such as pensions, including the cost of the proposed Early
Retirement Program and post retirement medical benefits, as well as funding necessary
capital investment.

Fair and Common Sense Apportionment of Reductions

As was noted in the section on how the budget was balanced, nearly $1.7 billion of the
$2.7 billion in spending actions represent actual reductions in base spending levels. The
reduction in the size and cost of government discussed in the previous section is $350
million of the $1.7 billion. The remainder of the actual reductions in spending
necessarily impact the nearly 75% of the budget that is distributed in the form of State aid
and grants.
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The budget attempts to spread the impact of these reductions as evenly as possible so that
no one area or group of citizens is disproportionately affected.

Higher Education

The budget will provide overall support for higher education of $2.098 billion, which
represents an overall reduction of $76 million from the $2.174 billion spent in the current
year.

State support for the senior public colleges and universities will total $1.437 billion, a
decrease of $63 million from the current level of $1.499 billion. Direct operating support
for the state’s public colleges and universities will decrease from $901 million to $805
million. This reduction will be offset by the State providing over $38 million to fund
negotiated salary increases.

The State support for the county colleges will total $222 million, a decrease of $11
million from the current level of $233 million. Direct operating aid will be decreased by
10%, from $163 million to $147 million, while State support for debt service on capital
projects will increase from $35 million to $40 million.

The State support for the private colleges and universities will also be reduced by 10%
from $20 million to $18 million.

The budget will provide $323 million in funding for various tuition assistance programs,
a net increase of $14 million. The Tuition Aid Grant (TAG) program will receive $245
million in funding, a net increase of $15 million. The program, however, will be adjusted
to limit the TAG awards to incoming freshmen at the State’s private colleges and
universities to the level of TAG awards at Rutgers. In addition, the Outstanding Scholars
program will continue to be phased out and income limits will be placed on the NJ
STARS program.

Hospitals

The budget will provide $902 million in State and federal support for hospitals’ Charity
Care, Hospital Relief payments, Graduate Medical Education (GME), cancer grants and
other programs. This is a reduction of $143.5 million from the current $1.045 billion
level.

The budget will provide $608 million for the Charity Care program, a reduction of $108
million from the current level of $716 million. The formula to distribute these funds will
be adjusted to maintain necessary support for essential hospitals and updated based on
current service data. A portion of the $608 million will not be distributed but instead will
be held in a newly created Health Care Stabilization Fund to assist hospitals facing
specific financial needs during the fiscal year.
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In addition, the budget will reduce Hospital Relief Offset Payments from $203 million to
$183 million and the Graduate Medical Education program will be reduced from $60
million to $50 million. A new $15 million appropriation will be included to support
hospitals that plan to close facilities through the use of the Hospital Asset Transformation
Program.

Finally, grants for cancer facilities and research will be reduced from $66.5 million to
$46 million. A portion of the money will be allocated to the nationally designated Cancer
Institute of New Jersey in New Brunswick as well as appropriations to support debt
service at specific facilities. The final portion will be available for grants to other cancer
centers for research funding and will be distributed based on the determination of the
Commissioner of Health and Senior Services.

Other Areas

On a much smaller scale the budget impacts other programs that the State supports such
as arts, history and tourism funding and many other important programs. The budget
impact on these programs is presented in a more detailed section of the Budget in Brief.

In spite of the fact that the budget decreases overall, there are some important increases in
the budget not previously mentioned. These represent important commitments and
include $60.9 million for community placement costs for the Divisions of Developmental
Disabilities and Mental Health Services, a $60 million increase in support for NJ Transit,
and $41 million to annualize the Cost-of-Living increase for Community Providers.
There is also $15 million to enhance the State Rental Assistance Program.

Conclusion

The $32.969 billion budget proposed by the Governor delivers on the first component of
the four point program outlined in the State of the State address. In fact, it exceeds the
goal of freezing spending by actually reducing spending by over $500 million.

This budget also takes a step toward achieving the second component of the Governor’s
plan by significantly reducing the use of non-recurring revenues and moving the budget
toward a balance between spending and recurring revenues. Legislation will be needed to
require the Executive and Legislative branches of government to limit growth in future
spending to certifiable revenues.

The third component of the Governor’s plan will require that the voters be allowed to
amend the New Jersey Constitution to limit future state borrowing.

Finally, there must be a continued discussion to develop realistic alternatives to pay down
the State’s debt and fund vital capital investments.
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The ability to pay down the State’s debt and reduce the annual debt service is an
important component to limiting future spending increases while at the same time
maintaining programs and services. Preliminary estimates reflect that even after the
precedent-setting actions taken in this budget to cut spending and reduce the reliance on
non-recurring actions, the State is still likely to face a structural deficit of approximately
$1.7 billion in FY 2010, even without meeting an actuarially required contribution to the
State’s pension fund. State revenue increases simply cannot keep pace with increases in
mandatory spending. The reduction in half of the State’s debt would result in a debt
service savings of at least $1 billion, which would be just over one-half of the projected
deficit for FY 2010. The reduction in debt service is an action that has no impact on any
State service or program. Absent a reduction in an area such as debt service, the State
will continually need to reduce base spending to offset mandatory and contractual
increases.
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Setting A New Course For New Jersey

New Jersey’s Fiscal Dilemma —
Historical Context

Nearly 20 years have elapsed since the State of New
Jersey’s Budget was considered to be “structurally
sound.” During that time, Administrations of both
parties have balanced the State Budget through
temporary solutions, many of which were politically
expedient, and by deferring embedded -- and growing
-- structural problems to future years. As a result, a
shortfall that was fairly modest at its onset has
evolved into a full-fledged financial emergency, one
that now threatens to paralyze our ability to invest in
our future and fund the public’s priorities.

The duration of our fiscal dilemma is now matched by
its depth. The annual deficit between the cost of
current services and ongoing revenues has remained
stubbornly high, totaling an estimated $3.2 billion in
fiscal 2009 and representing nearly 10% of the entire
State Budget. If the Budget had assumed full funding
of the State’s pension obligation, spending in fiscal
2009 would have increased by $780 million and the
projected deficit would have totaled approximately $4
billion. A lack of fiscal discipline, and an absence of
political will, has gradually ground down our
financial underpinnings.

While the root causes are well documented, a few
fundamental myths persist: that the problem is
temporary and sometimes prone to exaggeration; that
it derived largely from mismanagement by a select
few; that the Budget is replete with low-value,
“discretionary” programs operated primarily by State
employees; and that the simple elimination of waste,
fraud and abuse could erase most of the problem. In
short, while efforts to root out inefficiency are
steadfast and unyielding, the perception that such
efforts alone will bring the Budget into balance is
unrealistic.

The plain facts bear repeating. This fiscal
predicament is long-standing and growing.
Shortsighted fiscal policies, as detailed in the
following pages, have not been limited in time and
scope, but rather were conveniently embraced on a
fairly consistent basis.

As to Direct State Services, that portion of the State
Budget represents only 20% of the total, down from
25% just ten years earlier.* And while added pressure
is being brought to bear on remaining areas of waste,
including the creation of the new Office of the State
Comptroller, the size of the problem extends far
beyond what can reasonably be associated with
inefficiency. Rather, fundamental choices are
necessary to limit spending to only the most essential
services.

New Jersey’s fiscal policies have more resembled a
patchwork quilt than a long-range financial blueprint.
Though the natural rate of growth in recurring
revenues has been fairly strong over time at 2% to 3%
annually, the rate of spending growth has been far
greater at 6% to 7%. Along the way, major tax
revenues were reduced without corresponding cuts to
programs, thus compounding the gap. In the absence
of a long-range view, new programs were added
without fully accounting and budgeting for their
inevitable future growth. Expensive federal mandates
triggered spending increases for programs such as
education and child welfare. In response, the State
simply tried to maintain the status quo. A “credit card
culture” pervaded considerations of debt, where fiscal
control has been particularly hard to enforce. Today,
New Jersey’s bonded indebtedness totals $32 billion,
approximately triple the amount that existed just ten
years ago, leaving State residents with one of the
highest debt burdens in the country.

Finally, in a more subtle but significant way, aging
infrastructure and ongoing demographic changes have
exerted steady but powerful pressure to spend. The
public’s perception of that reality, however, has
historically been fairly low. For example, much of
the infrastructure work that has been accomplished
was supported through State borrowing. With
borrowing costs now approaching $3 billion in State
spending, this “hidden expense” is clearly crowding
out important programs and services in the Budget,
including those for our children, senior citizens, and
highly vulnerable populations.

" Based on FY1998 appropriation, adjusted for cost shifts.
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The public budget debate must be refocused.
Realistically, the debate should no longer center on
achieving balance by cutting the “trove” of well-
funded, “discretionary” programs. In fact, this trove
does not exist. Fundamental spending reform,
particularly of the magnitude required to re-establish
the State’s fiscal balance, necessitates deep cuts to
critical programs that are highly valued by taxpayers
and budget stakeholders across the state.

That particular task poses an immense challenge.
Many of the State’s largest programs and services
have survived periods of dire fiscal constraint for one
simple reason: they are vitally important. That
importance extends not only to those who benefit. It
is also an extension of how we view ourselves and the
type of society we choose to live in. This includes a
basic safety net for the poor, the infirm, and the
elderly through programs such as Medicaid, child
welfare, long-term care for the mentally ill and the
disabled, and Pharmaceutical Assistance for the Aged
and Disabled (PAAD). It also includes property tax
relief, education, health, public safety, environmental
protection, and transportation, each of which enjoys
high levels of public support. Clearly, the hard part is
not merely cutting the Budget, but rather doing it in a
way that is responsible and humane.

The next section outlines important details in each of
these areas, providing a reference point for Governor
Corzine’s proposed reforms, which are outlined later
in this chapter.

Spending and Revenue Growth

Spending growth in the State Budget is driven by
three basic forces: mandatory growth required to fund
the current level of services, State Aid for localities
and property tax relief, and discretionary growth (i.e.,
“Other Growth™). Powerful cost drivers such as
school enrollment growth, medical inflation, and
increases in social service caseloads exert just as
much influence on spending as any set of discrete
policy decisions. Moreover, these factors are heavily
influenced by ongoing changes in the economy,
population shifts, and demographics, each of which
evolves independently, outside of the State budget
process.
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The first set of accompanying pie charts compares the
growth in State funds over the past ten years with the
growth recognized during the first two years of the
Corzine Administration. In each case, the lion’s share
of the growth is categorized as either mandatory or as
related to State Aid and property tax relief. In a key
difference, however, the ten-year trend clearly
exhibits a much higher rate of growth for
discretionary spending (i.e., “Other Growth”) at
nearly 8%, than the amount attributed to the first two
years of the Corzine Administration, which was less
than 2%. That is, over 98% of the budget growth
funded during this Administration was either
mandatory in nature or related to State Aid and
property tax relief.

Components of Growth - FY 1998 to FY 20038

(in millions)

Other Growth, $1,288,
7.7%

ory & State Aid &
Property Tax Relief
Growth, $15,39,
92.3%

Total Budget Growth - $16,684

Components of Growth - Corzine Administration
(FY 2006 to FY 2008)
(in millions)
Other Growth, $89,
1.6%

Mandatory & State Aid
& Property Tax Relief
Growth, $5,462,
98.4%

Total Budget Growth - $5,551

98% of spending growth during this Administration was Mandatory
or related to State Aid or Property Tax Relief.

As illustrated in the accompanying charts titled
“Components of Mandatory Growth,” the basic
components of mandatory growth are somewhat
predictable. Consistently, nearly half of this growth
relates to employee benefits, reflecting rising costs for
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health benefits as well as statutory commitments for
pension obligations. As a result of actions taken prior
to the Corzine Administration, growth attributable to
debt service rose significantly, from the historical
benchmark of 14% to nearly 22%, largely for one
reason: a massive bond refinancing implemented in
fiscal 2006. This maneuver generated one year of
budget relief but triggered a large annual cost spike in
debt service of over a quarter billion dollars
beginning in fiscal 2007, the first year of the Corzine
Administration. (See “Shortsighted Fiscal Decisions”
below for other, similar examples.) Conversely, the
percentage of growth attributable to social service
programs (including “Child Welfare™) actually
declined under this Administration, from the
historical rate of 28% to approximately 21%, as the
federal government assumed more of the cost of drug
coverage for seniors, Medicaid beneficiaries, and the
disabled through the Medicare Part D program.

Components of Mandatory Growth - FY 1998 to FY 2008
(inmillions)

Medicaid & PAAD& ~ Other, $1,104,

Charity Care/Farily 11.6%

Care, $2,067,
21.7%

Debt and TTF, $1,347,
14.1%

Child Welfare, $626, Ermployee Berefits &

6.6% Salary Increases, $4,383,

46.0%

Total Mandatory Growth - $9,527

Components of Mandatory Growth - Corzine Administration
(FY 2006 to FY 2008)
(in millions)

Other, $347, 11.0% Debt and TTF, $676,

21.5%

Medicaid & PAAD &
Charity Care/Family
Care, $492, 15.7%

Child Welfare, $172,

0/
5.5% Employee Benefits &

Salary Increases, $1,455,
46.3%
Total Mandatory Growth - $3,142

Growth in mandatory spending is concentrated in four areas:
health-related, child welfare, debt and employee benefits.

Most important is the relationship between average
annual spending growth and “normal” revenue
growth (i.e., the amount attributable to an ongoing
expansion of the State economy, absent tax
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increases). In recent years, annual spending growth
has ranged from $1.6 billion to $2.8 billion, or
approximately 6% to 7% of total spending, while
“normal” growth in major taxes (i.e., Income, Sales,
and Corporate Business Tax) has hovered around 2%
to 3%, or between $500 million and $700 million
annually. The resulting gap is a key component of the
annual State Budget deficit.

Shortsighted Fiscal Decisions

In a practice that spanned multiple budgets crafted
under both political parties, increased spending has
been consistently supported through a series of one-
time revenues. Future costs were simply viewed as
someone else’s problem. Benefits were liberally
expanded, despite the lack of an identified source of
funding for the cost growth that was likely to follow.
Budget flexibility was gradually hamstrung by the
dedication of base revenues for specific program
interests, as fiscal integrity gave way to narrow,
special interests. This collective shortsightedness is
illustrated in the examples listed below, all of which
are prime factors in our current fiscal dilemma.

Reliance on Non-Recurring Revenues

The accompanying chart depicts the historical use of
non-recurring revenue, including diversions of
dedicated and trust fund revenues and securitization
of future revenue streams to fund current operating
costs. As one point of reference, non-recurring
revenues accounted for 12% to 14% of total
appropriations in fiscal 2003 and 2004. This short-
sighted approach has been virtually eliminated during
the Corzine Administration, however. As illustrated
in the chart, the use of dedicated funds to balance the
State Budget has decreased by 96% when compared
to the period of fiscal 2003 to 2006. Because revenue
diversions in those prior periods simply masked the
imbalance between spending and ongoing revenues, it
merely postponed the day of reckoning we now face.
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Diversions from Dedicated Funds Down by 96%
Compared to FY 2003—FY 2006

(InBilliors)

Average FY 20082006 Average FY 20072009
$2.7 billion $140million

Embedded in the chart is over $5 billion of debt that
was securitized by dedicated revenues to pay for
operating costs from fiscal 2003 through fiscal 2005.
This activity included securitizations related to the
Tobacco Settlement in fiscal 2003 ($1.6 billion) and
fiscal 2004 ($1.6 billion), as well as two other deals
anchored by a dedication of cigarette tax revenue and
a surcharge on unsafe driver violations in fiscal 2005
($1.9 billion). In each case, the resulting revenue was
used to temporarily plug a hole in the State Budget
that immediately reappeared in the following year.
The debt service on these issuances totals
approximately $11.7 billion, and the cost of that
liability will not be fully paid until 2043. Essentially,
the State will pay nearly 40 years of debt service for 1
year’s worth of operating costs.

Unfortunately, the use of non-recurring revenues for
ongoing costs is a longstanding practice, one that
actually dates back much earlier than fiscal 2003. At
best, it may be described as imprudent. At worst, it is
disingenuous.

Dedication of General Fund Resources

In an effort to ensure resources for narrow
programmatic interests, a variety of funding

dedications have been added to the State Budget over
time. Dedications are authorized by the State
Constitution (e.g., Open Space, Transportation Trust
Fund) or statute (e.g., program fees). While the
dedication of new resources is essentially budget
neutral, the commitment of existing General Fund
revenues sharply limits flexibility in handling cost
growth, forcing program cuts in unrelated areas to
make up the difference.

Rapid Growth in State Workforce

As shown on the accompanying chart entitled “Full
Time Executive Branch Employees,” the total number
of Executive Branch employees grew by over 10,000
staff (i.e., nearly 17%) from fiscal 1998 (60,051)
through fiscal 2006 (70,126, just prior to this
Administration). This increase was concentrated
primarily in the Departments of Human Services,
Corrections, and Law and Public Safety and the
Motor Vehicle Commission. Based on the average
salary and fringe benefit rate that existed in fiscal
2006 (i.e., $54,000 and 32.8%, respectively), these
additional employees cost approximately $720
million annually as of that fiscal year. While a
portion of these new staff was added in response to
federal or court mandates (e.g., child welfare,
accreditation of Human Services institutions) or
emergent circumstances (e.g., security concerns
following September 11™), others were based on
policy decisions, including the need to expand or
improve service.

Full Time Executive Branch Employees
1998 - 2008

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
January

Full-ime Executive Branch staffing increased by over 10,000 from 1998 to start of Corzine
Administration.

Conversely, since the start of this Administration, the
full-time payroll has declined by nearly 2,000
employees. This number increases to almost 3,000 if
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court-mandated growth related to child welfare is set
aside. This decrease is illustrated in the
accompanying chart, “Staff Reductions During the
First Two Years of the Corzine Administration.”

Staff Reductions During the
First Two Years of the Corzine Administration
70,500
70,000
69,500 -
g 69,000
E’ 68,500
68,000
67,500 - . -

FY06 Admin Start FYo7
—&— Total Employees
- W- Total Employees wio Growth in Department of Children and Families

Executive Branch payroll has declined by over 2,000 employees during the Corzine Administration (and nearly|
3,000 without court-mandated growth).

FY08 Current Pay Period

Pension Contributions

Unfortunately, the history of policy decisions
affecting the State pension system is symptomatic of
the State’s general fiscal malaise, as it exhibits many
of the same imprudent financial practices that plague
the State Budget. The accompanying chart, “State
Pension Costs — Historical and Projected,” depicts the
roller coaster ride of State pension appropriations that
has depleted system reserves and left us with a strong
case of fiscal whiplash.

State Pension Costs *
Historical and Projected
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* Defined Benefit Plans
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The seeds of this problem were sown in the mid-
1990s, when New Jersey sold pension bonds and re-
valued its pension investments (from their original
“book” value to their current market value). These
tactics enabled the State to avoid making its normal
appropriations into the system, thus relinquishing
those resources to support other programs. The
pension funds were invested in the stock market and,
initially, produced a sizeable balance. That balance
provided a convenient rationalization for two things:
1) the elimination of State and local government
contributions (i.e., pension “holidays”) totaling an
estimated $8 billion over seven years; and 2) an
expansion of benefits through changes in the
calculation of pension benefit payments. From fiscal
1997 through 2005, no appropriations were made to
the Public Employees’ Retirement System (PERS),
the State’s largest system. Similarly, from fiscal 2000
through 2005, no appropriations were provided to the
next largest system, the Teachers’ Pension and
Annuity Fund (TPAF).

Beginning in fiscal 2000, however, the value of the
State’s pension investments declined precipitously
due to the stock market crash, resulting in an asset
loss of approximately $20 billion (24%) by the end of
fiscal 2002. Income tax receipts over this same
period also were adversely affected. However,
instead of instituting deep program cuts to re-align
budget expenses with available revenues, the State
shorted the pension system by substituting excess
pension assets in place of the normal cash
appropriation. The Benefit Enhancement Fund,
which was originally created to support some of the
aforementioned benefit expansions, was also tapped
for this purpose.

This combination of asset losses and increased
benefits triggered a rapid and steady increase in the
system’s unfunded liability (i.e., degree to which the
actuarially-determined obligations exceed the value of
pension assets). From fiscal 2004 to the present, the
unfunded liability more than doubled, from $12
billion to approximately $25 billion, of which $16.6
billion represents the State’s liability.

Today, the assets in the pension system have been

depleted-- including the Benefit Enhancement Fund,
which has been completely exhausted-- yet the long-
term obligation remains and in fact is growing. The
growth of these obligations has been curbed to some



SUMMARIES OF APPROPRIATIONS

degree by the Corzine Administration’s policy to
resume cash contributions. The first two Corzine
Administration budgets allocated approximately $2.2
billion in cash contributions to the five defined-
benefit pension systems, which is greater than the
amount of cash contributed to those systems over the
previous 15 years combined. To continue to address
this obligation, our current pension appropriation of
$1.1 billion is expected to nearly triple to $3 billion
by fiscal 2014, a level that is likely to squeeze
considerable flexibility out of the State Budget.

State Debt — The “Credit Card Culture”

In recent years, the State has used debt both to
balance its annual budgets and as a convenient
response to unrelenting spending pressures. Each
tactic is problematic, representing prime examples of
the “credit card culture” that characterized our past
view of debt obligations.

Clearly, the issuance of long-term debt to balance an
annual operating budget is an imprudent strategy, just
as it would be for an individual family. While debt
proceeds provide short-term relief, the bonds must be
repaid, with interest, thus dramatically escalating the
ultimate cost of current services. The mere fact that
this particular debt was supported by a dedicated
funding source is a weak rationale.

While the capital needs of our State are vast and
growing, some degree of restraint is also needed in
choosing what problems to address with debt, how
much to invest, and how to efficiently control that
spending. The State simply does not have the
resources to be “all things to all people.” Decisions
on school construction, transportation, open space,
and other worthy programs must be subjected to
rigorous analysis, and a sense of fiscal discipline, to
ensure the most effective use of limited funds.

In the early 1990s, New Jersey’s debt service was
manageable--as a percentage of State Personal
Income, it was consistent with the average for all
states. Every year since then, however, New Jersey’s
debt level has exceeded this average. The
accompanying chart, “Net Tax-Supported Debt
Outstanding,” shows that the level of outstanding
State debt has increased by almost 13% per year since
1990.

Net Tax-Supported Debt Outstanding
12.7% Annualized Rate of Growth

15
10 III
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Net Tax-supported debt has grown at a compounded rate of
12.7% since 1990.

This increase is due primarily to the State’s issuance
of “contract debt,” namely that which has not been
approved by the public but rather is issued by
independent authorities. In contrast, the amount of
“general obligation” debt, which is approved by the
voters and carries the full faith and credit of the State
of New Jersey, remains at the same level as it was in
1990, at $3 billion.

The result of this increase is that, by fiscal 2008, New
Jersey residents faced the third highest total debt
burden in the nation. To pay off this debt, each and
every resident of the State—every man, woman, and
child—would owe $3,700. In contrast, the median
debt burden per capita in the U.S. is under $800.

What are the true impacts of the State’s credit card
culture? Not only does this reliance place an ever-
growing burden on State residents and businesses, but
debt payments essentially “crowd out” appropriations
needed for education, health care, property tax relief,
and other key programs. Debt service, which solely
represents past obligations, will cost the State $2.6
billion in the current fiscal year. This amount, which
the State is required to pay to satisfy the holders of its
bonds, represents approximately 8% of the total State
Budget.

Even this troubling level of debt masks the absolute
level of the State’s long-term obligations. It excludes
the full cost of the State’s legal and ethical obligation
to pay pension and medical benefits for State and
local retired employees. Adding the total amount of
costs for these obligations to the State debt, as
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illustrated in the accompanying chart, reveals that the

State actually faces a long-term obligation estimated Shortfall in Contributions to Long-Term Debt
at $115 billion. (This amount includes a local share of _ - Amount Contribution
$8 billion in unfunded pension liabilities.) Annually Required Gontribution Y2008 Brgela™ | | snorta
. . Debt Servi $2.6 hillion - $2.6 billion = $0 billi
Long Term Obligations = o o o
Pension Contribution $2.3 hillion - $1.1 billion = $1.2 billion
Debt $32 billion Post Retirement Medical Liability ~ $4.9 billion - $1.1 billion = $3.8 billion
Total $9.8hillion - $4.8hillion = $5.0 billion
Unfunded Pension Liability* $25 billion Shortfall in FY2008 contributions adds $5 billion to long-term debt obligation. |

Post Retirement Medical Liability $58 hillion New Jersey"s Lower Credit Rating Imposes

Additional Costs

Total $115 billion
As recently as 1992, New Jersey had the highest

! Excludes "current" pension obligation possible credit rating, with Moody’s Investors Service
rating the State’s bonds as Aaa. Since then, Moody’s
has downgraded New Jersey’s credit ratings on three
separate occasions, as seen on the accompanying
chart, “New Jersey’s Credit Rating Downgraded.”
The State’s current rating is Aa3.

Due to its structural imbalance, the State currently is
not fully funding its annually required contributions,
which is the amount needed just to keep pace with its
obligations and not fall further behind. As illustrated

in the accompanying chart, the State appropriated
panying ’ Pprop New Jersey's redit Rating Downgraded:

$4.8 billion for these obligations in fiscal 2008, Moody's Bond Ratings

representing 14% of the total Budget. Nevertheless, o 1060- 2007

this amount represents less than half of its estimated S| Aee—dm  a am A AL Aal

annually required contribution of $9.8 billion. Fully %

funding this year’s contributions to meet long-term R Aa2
obligations would require 29% of the entire State 3 ned— AP
budget, a staggering sum which would trigger g

massive cuts in all other spending. Instead, the failure 1000 1902 1994 1906 1908 200 2002 004 206 2007

to provide these required contributions adds an (== R0 Woocys Bord Faigs |

additional $5 billion to the State’s long-term

obligations, further exacerbating the structural ___ _ _
Moody's has downgraded NJ's credit rating three times since

|mbqlance n future years. Th's ever-g_rowmg_Cycle 1992, the last time NJ had the highest rating of Aaa.
requires drastic measures to right the fiscal ship and

to keep New Jersey from sinking more deeply into

debt These downgrades are further validation of the State’s
deteriorating fiscal situation. Moreover, they
represent additional costs for the State. As of
September 2007, New Jersey’s relative income-tax-
adjusted interest rates were higher on its bonds than
32 other states, all of which had higher credit ratings
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from Moody’s. Paying more debt-related interest
simply means that the State has fewer funds available
to pay for current services. To create a more proper
balance, and to chart a new direction for the future, it
is critical that the State devise a plan for fiscal
discipline in decisions involving long-term debt.

Federal Mandates

Some of the State’s most significant spending
demands are triggered by mandates imposed by
federal courts and by the federal government.
Implementation is costly and the State is often given
little discretion. To the extent that other, less costly
program alternatives could have been chosen instead,
these mandates limit the State’s ability to address
other pressing needs.

Two prime examples of federal mandates in the area
of public education are the No Child Left Behind
(NCLB) Act and the additional services to special
education children required under the Individuals with
Disabilities Education Act (IDEA). The NCLB of
2001 changed the federal government's role in K-12
education by focusing on school success as measured
by student achievement. As a condition of receipt of
federal Title 1 funding, all public schools must
administer annual tests in reading and math, and
administer the science test once every 3 years, to each
student in grades 3 through 8. Schools must
administer these tests once more to students sometime
between Grades 10 and 12. The federal resources that
were provided for the increased testing did not cover
the additional cost, however. The fiscal 2008 and
2009 State support for testing totals $20.7 million, an
increase of $6 million from fiscal 2003 expenditures
of $14.7 million. It is important to note that NCLB is
up for reauthorization in the U.S. Congress; changes
from that process could further increase State costs.

As a second example, at the time the federal
government enacted IDEA in 1975, it committed to
funding 40% of the cost of educating a special
education child. Unfortunately, the federal
government has never come close to fulfilling this
obligation. Federal Funds Information Services
estimates that New Jersey would have received more
than $500 million in additional federal funding in
fiscal 2007 if the federal government had fully funded
its commitment.
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This pattern repeats itself across several other
programs. For example, since fiscal 2004, the State
of New Jersey’s child welfare agency has been under
a federal court order. The Modified Settlement
Agreement is a direct result of a federal lawsuit with
plaintiff’s counsel, Children’s Rights, Inc. This
settlement agreement mandates the Department of
Children and Families to meet specific requirements
agreed to by both parties. If the provisions are not
met, the plaintiff can request a court intervention. As
a result, the State has provided the Department of
Children and Families with approximately $355
million more in fiscal 2008 than in fiscal 2004, in
order to accomplish the provisions. The yearly
increase in appropriations since fiscal 2004 is
illustrated in the accompanying chart, “Growth in
NJ’s Child Welfare Reform Appropriations.”

Growth in NJ's Child Welfare Reform Appropriations
FY 2005 - FY 2008

(InMilions)

FY 2005 FY 2006 FY 2007 FY 2008

In response to a federal mandate, NJ increased its Child Welfare Reform appropriations every year
since FY 2004.

Note: InFY 2007, a shift of $31.8 mfrom the Department of Human Services is included.

The State also must respond to a federal court
mandate when deciding how to provide services for
its developmentally disabled and mental health
clients. The U.S. Supreme Court ruled in its
Olmstead decision that every state must ensure that
such residents are served in the most appropriate
setting possible. If capable, these residents must be
allowed to transfer from developmental centers and
mental health hospitals to community residential
programs or their own homes. As a direct response to
the Olmstead mandate, the State provided the
Divisions of Developmental Disabilities and Mental
Health Services with an additional $20.5 million in
fiscal 2007 and $48.4 million in fiscal 2008.
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Lack of Federal Support

A related constraint for New Jersey, despite the
efforts of the entire Congressional delegation, is the
paucity of federal aid received in comparison to most
other states. New Jersey taxpayers pay much more in
federal taxes than they receive back in federal
benefits. According to the Tax Foundation, New
Jersey has never been higher than 48" in the nation
since 1981, and typically has ranked last among the
states.

For the most recent year analyzed, fiscal 2005, the
Tax Foundation found that New Jersey residents
received only 61 cents in federal benefits for every
dollar that they paid in federal taxes, the lowest ratio
in the nation. The accompanying chart, “Federal
Funding Received per Dollar of Federal Taxes Paid,”
illustrates how much less New Jersey receives than
even its neighboring states. As a result, the burden
falls more heavily on the State to make up the
difference.

Federal Funding Received per Dollar of Federal Taxes Paid
NJ versus Neighboring States, FY 2005
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In FY 2005, NJ received 61 cents back for every dollar sent to the
federal government, which was the worst ratio in the nation.

Source: Tax Foundation

Moreover, the federal government actually has
reduced funding in recent years for a wide variety of
programs across all states, including New Jersey. In
just one example, the federal Department of Health
and Human Services issued a series of new
regulations in the past year altering the Medicaid
program. The national Center on Budget and Policy
Priorities (CBPP) estimates that these regulations, if
not modified, would reduce federal Medicaid funds
for all states by $15 billion over the next five years.
Because these are changes in regulation, they do not
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require the approval of the U.S. Congress. Other
proposed changes, such as those affecting the federal
State Children’s Health Insurance Program (SCHIP),
would adversely impact states like New Jersey which,
due to the higher costs of living in the Northeast,
provide coverage to children and families at higher
levels of income.

Finally, the President’s proposed Fiscal 2009 Federal
Budget recommends additional decreases in funding.
In a report dated February 4, 2008, the CBPP
estimates that, if the President’s proposed budget
were to be enacted, New Jersey would suffer cuts in
federal funding of over $540 million, after adjusting
for inflation. This ongoing pattern of reduced federal
aid adds to the uncertainty and fiscal stress that the
State experiences as it struggles to maintain key
services while complying with mandated
requirements.

The Impact of Aging Infrastructure

Families in New Jersey understand very well the
temptation to cut spending on home maintenance
projects during difficult financial times. However,
they also realize that continuing to do so year after
year converts small problems into major and costly
emergency repairs. The very same dynamic holds
true for State government, but the scale is greater and
the stakes are higher.

What should the State be setting aside for
infrastructure maintenance? There are a number of
different nationally-recognized standards which are
typically based on 3% of either total operating
revenue, or the value of land, buildings and
equipment, or the value of buildings only. These
standards would require annual appropriations
ranging from $100 million to $558 million.

In reality, the State spends far less than any of these
recommended amounts. Though the State presently
appropriates $1.2 billion in capital each year, 98% of
this amount is dedicated to specific needs, including
$895 million for the Transportation Trust Fund.
Excluding those amounts, as well as capital
appropriated to interdepartmental accounts, only $22
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million was provided in fiscal 2008 for the remaining
State departments. The following chart,
“Infrastructure Funding,” illustrates the gap that exists
between State capital funding and the national
standards.

Infrastructure Funding:
Benchmarks vs. NJ's Discretionary Appropriated Capital FY 2008

(In Mllions)
3%of total operating
revenue
3% of capital asset value
3%of building replacement
value
NJ's actual appropriated
discretionary capital
t
$ $100 $200 $300 $400 $500

NJ's actual discretionary capital appropriation is only 4%to 22% of nationally-recognized benchmerk levels.

The aforementioned $22 million in discretionary
capital also pales when compared to the departments’
annual capital request, which in fiscal 2009 totaled
$863 million. Those requests reflect an assortment of
needs ranging from various institutions for the
developmentally disabled, mentally ill, veterans, and
juveniles, to correctional facilities, environmental
infrastructure, information technology, and other
assets.

For example, while the State estimates that $60
million is needed to repair and replace aging roofs,
only $8.3 million is recommended for fiscal 2009.
Similarly, the Department of Corrections requested
$87 million for its facilities, but only $13.9 million
was recommended. Consistently under-funding means
that the backlog of maintenance needs continues to
grow. Equally important, this situation increases
pressure on agency operating budgets, which are
already stretched thin.

Generally, State facilities are far older than those of
states in other regions of the country. A 2008
analysis using data from the State’s Land and
Buildings Asset Management (LBAM) system found
that the average State-owned building of 1,000 or
more square feet is 49 years old. Certain key
buildings are even older—the average Human

Services facility is 57 years old and the average
Education and Juvenile Justice facilities are 58 years
old. Three of the State’s corrections facilities were
first opened in the late 1800s. While this need is
rarely discussed in budget debates, the cost of
maintaining buildings which date back to the
Eisenhower administration (or earlier) is a significant
cost driver.

Moreover, the rate of inflation for infrastructure
maintenance has been rising faster than the Consumer
Price Index (CPI). For example, while the CPI
increased at an annualized rate of 2.9% from 2002 to
2007, inflationary costs for highway and street
construction rose at an annualized rate of 7.9% over
the same period. The accompanying chart, “Highway
and Street Construction Costs—Cumulative
Inflation,” illustrates this increased inflationary
pressure that the State faces with regard to roadways.

Hghway and Street Construction Costs -
Cumulative Inflation
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‘ Highway and street construction costs increased by 46 percent from 2002 to 2007.

Source: U.S. Bureau of Labor Statistics

Going forward, the State will need to identify a
fiscally prudent solution to this problem, one that
provides an adequate stream of capital funding for all
departments while providing relief to agency
operating budgets.

Demographic-Related Cost Growth

Changing demographics exert constant but subtle
pressures on the State Budget by increasing the
demand for services at a rate that outpaces the growth
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in revenue. Trends in age distribution and
immigration each contribute to this structural
imbalance, along with population density and
development characteristics unique to New Jersey.

With the Baby Boom generation beginning to retire
and life expectancies continuing to grow, seniors will
comprise an increasingly larger share of the
population. For example, the New Jersey population
aged 85 and older grew by 33% from 2000 to 2007
compared to 5.3% for the general population, and its
rate of growth is expected to rise in the coming years.
Projected growth for those aged 65-84 is more modest
but also is increasing at a rate that outpaces the
general population. The resulting increase in the ratio
of elderly to the working-age population is illustrated
in the accompanying chart.

Number of Individuals Aged 65+
per 100 Individuals Aged 18-64
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The age dependency ratio is projected to increase by 25%from 2010 to 2020 and
increase by 60%from 2010 to 2030.

Source: U.S. Census Bureaur: 2000 Census, Interim State Population Projections (2005)

This increase will have a two-fold impact on the State
Budget: 1) it will decrease tax revenue, as a greater
share of the population will pass its peak earning and
spending years; and 2) it will increase demand for
State services, as a greater share of the population
will require services such as health and prescription
drug benefits.

Immigration is also a factor, as the percent of foreign-
born residents increased by almost 46% from 2000 to
2007. This increase was driven by authorized
immigration, as the share of total immigrants arriving
without authorization declined from 2000 to 2006.
Newly-arrived immigrant populations traditionally
require higher levels of government assistance over
their first few years, as they make the transition
towards becoming citizens.
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The accompanying chart displays growth rates for
these key demographics compared with projected
growth in recurring State revenue. As illustrated, the
disparity in growth between cost drivers and recurring
revenue is likely to pose budget challenges for years
to come.

Growth in Key Demographics vs. Recurring Revenue
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cost drivers will far outpace revenue.
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Sources: U.S. Census Bureau: 2000 Census, Interim State Population Projections (2005), American
Community Survey; NJ School Boards Association

Population density and development patterns also
play a role in State expenditures by increasing the use
of highway and mass transit systems, increasing
demand for social services, and triggering spikes in
school enrollment. New Jersey is the most densely
populated state in the country in terms of persons per
square mile (as shown in the accompanying chart)
and in housing units per square mile, with both
measures far exceeding the national average and that
of neighboring states.

Population Density, NJ vs. Neighboring States
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While overall growth in school enroliment has been
flat in recent years, increasing suburbanization and
development has spawned pockets of high growth,
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with 52 school districts realizing enrollment increases
of 25% or more from 2000 to 2007. This growth,
combined with rising special education enrollment,
leads to increased school expenditures even when
total enrollment stabilizes.

Where We Are Headed Without Fiscal Reform

As noted earlier, spending has grown at an annual clip
of 6% to 7%. In contrast, base revenues (without any
tax increases or any non-recurring enhancements)
tend to grow at an annual pace of 2% to 3%. As
noted in the accompanying chart, this set of
circumstances is projected to trigger a deficit of $1.7
billion, assuming that the State's Pension contribution
is set at 65%. If that contribution were fully funded,
an additional $800 million in spending would be
required and the deficit would grow to $2.5 billion.
Beyond fiscal 2010, the structural gap will continue
so long as mandatory spending growth exceeds the
increase is base revenues, thus requiring additional
reductions to the base budget or tax increases.

Projected Shortfall Continues Into FY 2010

(In Millions)
----—--DIFF-------
FY2009 FY2010 $ %
OPENING FUND BALANCE $ 1434 $ 600 $(834) (582
REVENUES
Income $12,866 $13,638 $ 772 6.0
Sales 8,710 8,971 261 30
Corporate 2,460 2,460 - -
Other 8433 8433 - -
Total Revenues $32,469 $ 33,502 $1,033 32
TOTAL RESOURCES $33,903 $34,102 $ 199 0.6
RECOMMENDATIONS/PROJECTIONS ~ $32,969 $35,179 $2,210 6.7
FUND BALANCE $ (1,077)
Long Term Obligation and
Capital Expenditure Fund $ 334
Required Ending 600 $ 600
Fund Balance with Required Ending $ (1,677)

Governor’s Plan to Restore Fiscal
Balance

In his January 2008 State of the State address, the
Governor outlined four elements required for the
“transformational change” that is necessary to rebuild
New Jersey’s financial foundation. His financial

restructuring proposals are designed to ensure that
government officials cannot return to the ways of the
past, when gimmicks, unfunded liabilities, and
irresponsible borrowing became accepted budgeting
practices.

The four tenets for financial restructuring and stability
include:

Spending Freeze

The Governor’s first objective, to freeze spending at
its current level, was meant to provide a “timeout” so
that the base budget could be re-set to match recurring
revenues. In fact, the Fiscal 2009 Budget actually
reduces spending below the amount originally
budgeted for the current year by $502 million, or
nearly 2%.

Legislation: Recurring Spending and Revenue

Next, the Governor proposed that legislation be
enacted to prohibit future spending levels from
exceeding certified, recurring revenues. Given the
depth of our fiscal problem, several years of sharp
restrictions on spending are required before true fiscal
balance is achieved. This legislative restriction will
permanently instill a sense of fiscal discipline, thus
avoiding potential backsliding. Instead, the use of
one-time revenue (including any previous year’s
surplus) will be limited to debt relief, supplemental
payments for pension and healthcare, and capital
projects.

Voter Approval of New Debt

The third aspect of this plan is to amend the State
Constitution to end easy access to borrowing without
voter approval. Doing so will eliminate ongoing
attempts to circumvent the voters, as evidenced by
approximately $24 billion in contract debt issued
without public authorization over the past decade.
Specifically, the amendment would require that all
debt which does not have a dedicated source of
revenue be approved by the voters.
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Financial Restructuring/Debt Reduction Plan

Finally, the Governor proposes to capture the value of
our toll roads to pay down 50% of State debt and fund
transportation improvements. By creating a non-
political Public Benefit Corporation to manage the
operation of the New Jersey Turnpike, the Garden
State Parkway, and the Atlantic City Expressway,
funds can be raised to pay down existing debt,
immediately eliminating approximately one-third of
the State’s structural deficit. In addition, a permanent
source of funding for the Transportation Trust Fund
will support maintenance, repairs and upgrades to our
vital transportation network for decades to come.
Nonetheless, the Governor is open to an alternative
solution that achieves these same goals, assuming it is
viable.

Fiscal 2009 Governor’s Budget —
Implementing the Plan

The structural deficit of $3.2 billion that the State
faced for fiscal 2009 simply represents the difference
between a projected spending level of $35.7 billion
and the $32.5 billion in estimated revenue. As noted
earlier, the projected deficit would have totaled
approximately $4 billion if the Budget had assumed
full funding of the State’s pension obligation, which
would have increased spending by $780 million.

Given that the Fiscal 2008 Appropriations Act totaled
$33.5 billion, the Governor’s commitment to keep
spending flat required at least $2.2 billion in budget
cuts and growth constraints. In actuality, the Fiscal
2009 Budget is lower than the final Fiscal 2008
Budget by $502 million, and that cut is in addition to
the aforementioned $2.2 billion in cuts required to
achieve a flat Budget.

To provide some historical context, the spending level
in the enacted Appropriations Act has been equal to
or lower than the previous year only four times in the
past 50 years. More typically, the State Budget has
grown from year-to-year, as evidenced by an average
annual growth rate of approximately 10% over the 50
year period and 7% over the past ten years. Clearly,
holding spending flat against the prior year, much less
reducing it further, is no small feat.
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*Data compares Recommended Budget to the prior fiscal
year’s Appropriations Act.

Highlights of the proposed fiscal 2009 savings
initiatives totaling $2.7 billion are detailed below,
divided between Base Budget Reductions of $1.7
billion and Revised Growth Projections of $1 billion.

Base Budget Reductions

The $1.7 billion in cuts to base appropriations include
several initiatives originally proposed by the
Governor’s Commission on Government Efficiency
and Reform (GEAR), such as a proposed Early
Retirement Incentive Program (ERI) as well as
several departmental consolidations. The largest
proposed reductions are listed below:

Direct State Services

This Budget reduces the size of State government
operations by over $350 million through a
combination of an ERI program, attrition, and
targeted layoffs. This amount includes $193 million
in direct reductions to agency budgets. For the first
time in the last 35 years, the operating budget of each
Executive Branch agency will be reduced. In
addition, the departments will have to realize other
savings to offset the $161 million impact of the
proposed ERI program ($136 million, net savings)
and centrally-budgeted procurement savings ($25
million) once those reductions are fully allocated.
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The State will incur some related costs that partially
offset the salary-related savings, including
unemployment insurance and the creation of a
contractually-required displaced worker pool. The
associated savings will annualize to a higher amount
in fiscal 2010 and beyond. For example, the ERI
savings of $136 million in fiscal 2009 is projected to
annualize to approximately $161 million in fiscal
2010. The program will have limits on eligibility as
well as a hard cap on backfilling such that only 10%
of the positions vacated by retirement will be allowed
to be refilled. This approach preserves the associated
budget savings.

Overall, the Fiscal 2009 Budget reduces the
Executive Branch workforce by over 3,000
employees, net of new hires, in addition to the decline
of nearly 2,000 that has already occurred since the
start of this Administration. This Budget also
recommends the elimination or consolidation of State
agencies, specifically the Department of Agriculture,
the Department of Personnel and the New Jersey
Commerce Commission, resulting in savings and
efficiencies.

Every effort has been made to eliminate duplication
and promote efficiencies; however, several of these
employee reductions will result in fewer services or
longer waiting times. For example, the Department
of Environmental Protection (DEP) will be limiting
park services based on an $8.8 million reduction.

Other major Base Budget reductions are detailed
below:

e  $519 million (including fiscal 2008 under-
spending) by eliminating property tax rebates
for individuals earning more than $150,000;
reducing or freezing rebates to homeowners
who earn less than $150,000; and scaling
back tenant rebates. (See Chapter 2 for a
detailed review of these reductions);

e  $190 million in Municipal Aid programs,
including the elimination of the 2008
Municipal Property Tax Assistance,
Municipal Efficiency Promotion Aid, and
Municipal Homeland Security Assistance Aid
programs (total savings of $100 million) as
well as a proportional reduction in the
Consolidated Municipal Property Tax Relief
Aid (CMPTRA) program ($25 million);
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elimination of CMPTRA to towns with
populations below 5,000 ($22 million); a 50%
reduction in CMPTRA to towns with
populations between 5,000 and 10,000 ($15
million); a 5% reduction to Special Municipal
Aid, Extraordinary Aid, and Trenton Capital
City Aid (total savings of $11 million);
elimination of the REAP and SHARE
programs (total savings of $12 million); and a
reduction to the Consolidation Fund ($5
million). (See Chapter 2 for a detailed review
of these reductions);

$144 million reduction related to hospitals,
including $129 million in State funds and $15
million in federal funds. This includes a net
reduction to Charity Care of $108 million;
however, it should be noted that the Charity
Care allocation of $608 million in fiscal 2009
includes a new Health Care Stabilization Fund
for distressed hospitals as well as a new
distribution formula that reflects the most
recent utilization patterns. In addition,
reductions are recommended to Hospital
Relief Offset Payments ($10 million State
funds, $10 million federal funds); Cancer
Grants ($21 million); and Graduate Medical
Education ($5 million State, $5 million
federal). There is also a budget increase
proposed for the Hospital Asset
Transformation program of $15 million;

$115 million reduction in operating support
for public and independent colleges,
including a 10% reduction in State support
($108 million) as well as a cut in the subsidy
for out-of-state students attending a public,
four-year institution ($7 million). This total
reduction will be offset by providing over $38
million to fund negotiated salary increases for
public, four-year institutions;

$45 million saved in appropriations to
nursing homes by limiting inflation
adjustments to only high-occupancy
Medicaid facilities and not rebasing costs for
any nursing home facilities;

$34 million from shifting all discretionary
capital appropriations to a Special Reserve
for Capital Projects;
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e $21 million in initiatives to reduce costs
in State pharmaceutical assistance programs.
Included is an increase in co-payments for
Pharmaceutical Assistance for the Aged and
Disabled (PAAD) clients, from $5 per
prescription to $6 for generic and $7 for
brand name drugs, saving a collective $7
million. This is the first co-pay increase in 16
years. The new co-payments represent only
9% of what drugs would cost if not for
Medicare Part D. In comparison, the
increased co-payment implemented in fiscal
1993 represented 13% of the cost of drugs at
that time.

e The Medicaid program includes a $6 co-pay
on all emergency room visits that are not a
true emergency to save $550,000 and a $2 co-
pay on prescription drugs that saves $7
million in fiscal 2009. The $2 co-pay will
have a monthly cap of $10 per recipient.

See the chart entitled “Appropriations - Major
Increases and Decreases” later in this document for a
full listing of other reductions proposed for fiscal
2009.

Revised Growth Projections

The $1 billion in growth adjustments reflects a
refinement of cost estimates (i.e., based on more
accurate information), growth offset by other funding
sources, and decisions not to recognize certain costs
due to budget constraints. Examples of the latter
include the following:

e  $403 million in anticipated growth is
eliminated as the State’s contribution to the
pension systems will be essentially flat;
specifically, the fiscal 2009 recommendation
for the five defined benefit plans will equal
the amount appropriated in fiscal 2008;

e $82 million in inflationary aid to localities for
Energy