November 1, 2009
The Honorable M. Jodi Rell

Governor of the State of Connecticut

State Capitol

Hartford, Connecticut

Dear Governor Rell:

I write to provide you with General and Transportation Fund financial statements for Fiscal Year 2010 based on activity through September 30, 2009. 
The Office of Policy and Management (OPM) has projected a Fiscal Year 2010 General Fund budget deficit of $388.5 million. The projected year end balance in the Transportation Fund is estimated to be $97.7 million. I am projecting a General Fund deficit of $624 million. I am in general agreement with the Transportation Fund estimate.
Both the OPM deficit estimate and my deficit estimate exceed one percent of Fiscal Year 2010 General Fund appropriations. In accordance with the provisions of CGS, Section 4-85(b) you must submit a deficit mitigation plan within thirty days of this letter.        

In developing the General Fund deficit projection, OPM has essentially relied on the October consensus revenue figures developed in conjunction with the Office of Fiscal Analysis under the provisions of Public Act 09-214. OPM is projecting that revenues will fall $172.1 million short of budget projections. The OPM estimate is just $1.6 million above the revenue shortfall level that would trigger the elimination of the planned one-half percent sales tax reduction under the provisions of Section 113 of Public Act 09-3.

Based on current receipts, historical revenue collection patterns and economic indicators, my revenue shortfall projection in the General Fund for Fiscal Year 2010 is $407.6 million. My estimate incorporates a modest improvement in the final quarter of the fiscal year. The most significant variance from the OPM consensus forecast is in the income tax category. My income tax projection is approximately $200 million below the consensus number.  
Most of the downward pressure in the income tax projection is in the estimated payment component, which is also one of the most volatile receipt categories. Estimated payments were down 29 percent from September of last year. That fact combined with the historical relationship that September receipts hold to total receipts, and factoring in a 3.8 percent decline in first quarter 2009 personal income, placed significant downward pressure on my projection. 
Accelerating job losses and rising unemployment were also weighed in developing the estimates as well as tax changes impacting the current fiscal year. 
With respect to state spending, OPM is indicating that General Fund agency deficiencies will total $212.5 million in Fiscal Year 2010. One of the largest deficiencies ($68.2 million) relates to the Department of Social Services’ inability to implement budgetary cost saving measures within the budget’s estimated time frame. One such measure is a reduction in managed care rates, which was a cost savings that you included in your own budget proposal. 
The estimates continue to assume that forced agency savings of $473.3 million will be realized within the General Fund during this fiscal year. As I indicated last month, this is a historically high lapse target and in light of rising deficiencies the ability to achieve this level of savings is questionable.
I also issue a Comprehensive Annual Financial Report that is prepared in accordance with Generally Accepted Accounting Principles (GAAP). The cumulative General Fund negative balance as of June 30, 2008 was $1.149 billion. A GAAP report for Fiscal Year 2009 will be available at the beginning of the new calendar year. The cumulative GAAP deficit is expected to increase.  

If you require any additional information relative to this report, please contact me. 
Sincerely,

Nancy Wyman

State Comptroller

