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MINUTES OF STATE BUDGET AND CONTROL BOARD MEETING

February 11, 2003             9:00 A. M.
The Budget and Control Board (the Board) met at 9:00 a.m. on Tuesday, February 11, 2003, in the Governor's conference room in the Wade Hampton Office Building, with the following members in attendance:

Governor Mark Sanford, Chairman;

Mr. Grady L. Patterson, Jr., State Treasurer and Vice-Chairman;

Mr. Richard Eckstrom, Comptroller General; 

Senator Hugh K. Leatherman, Sr., Chairman, Senate Finance Committee; and

Representative Robert W. Harrell, Jr., Chairman, Ways and Means Committee.


Also attending were Budget and Control Board Executive Director Frank Fusco, Chief of Staff Stephen C. Osborne, and Division Director Peggy G. Boykin; General Counsel Edwin E. Evans; Governor’s Chief of Staff Luther F. Carter; Governor’s Deputy Chief of Staff for Administration William E. Gunn; Deputy State Treasurer Sandy Agee; Comptroller General’s Chief of Staff Nathan Kaminski, Jr.; Finance Committee Chief of Staff Robby Dawkins; Ways and Means Committee Chief of Staff Don Hottel; Board Secretary Delbert H. Singleton, Jr., and other Budget and Control Board staff. 

Adoption of Budget and Control Board Agenda 

Upon a motion by Mr. Patterson, seconded by Senator Leatherman, the Board adopted the agenda as proposed.

Board of Economic Advisors:  Revenue Briefing (Regular Session Item #1)
The Board received a briefing from the Board of Economic Advisors (BEA) regarding the current fiscal year’s revenue trends.  Appearing before the Board was BEA chairman John Rainey and State’s Chief Economist Bill Gillespie.

Governor Sanford introduced Mr. Rainey to the members of the Board.  Mr. Rainey advised the Board that the BEA met and determined that a further cut was necessary this fiscal year in order to bring the budget into balance by June 30.  He stated that the BEA is recommending that the Board make another $120 million cut in the budget this year in order to bring the budget down from last Fall’s revised estimate of $5.519 billion.  He noted that the original budget of $5.8 billion was reduced by $331 million to roughly $5.5 billion last fall.  He stated the recommendation is to further reduce the budget to $5.399 billion to be absorbed over the next 4½ months.  He said that on an annualized basis that is $320 million and for next year the BEA does not see things improving.  Mr. Rainey commented that the BEA is looking at a flat revenue projection for fiscal year 2003-2004 that will result in a 2% increase in revenues.  He commented that when adjusted for an inflation rate of 1.6% this increase is essentially no growth.

In further discussion, Mr. Rainey stated that not since 1955 has there been a red bar in this State.  Economically speaking, Mr. Rainey said that the State is facing the perfect storm.  He said that on a micro-basis the State has a sputtering economy with indications that the State is trying to come out of the recession, but is not quite making it.  He further said that on a macro-basis the national economy is uncertain in its underpinnings and a geopolitical situation, the ramifications of which we do not know the outcome, are affecting the State’s economy.  He stated that the BEA has therefore given the Board the best number it could that will see the State through to a balanced budget for this fiscal year.  He cautioned, however, that the State needed to be vigilant in monitoring the budget every month.

Governor Sanford asked whether Mr. Rainey’s recommendation to the Board would be to take immediate action.  Mr. Rainey said the Board should take immediate action because the $120 million had to be absorbed by June 30.  Mr. Rainey noted that if the number is annualized it becomes $320 million.

Mr. Harrell commented that Mr. Rainey had not mentioned anything about the open-ended accounts or about the deficit spending at the Department of Corrections which makes the number needed to get to the end of the year much higher than $120 million.  Mr. Rainey stated that the number does not reflect the shortage in the Life Scholarship area or the problems in the justice area.  Mr. Harrell asked if the Board only dealt with the $120 million whether there would still be a deficit of $45 million.  Mr. Rainey responded that he believed the numbers are good numbers.  

Mr. Harrell inquired of Mr. Rainey what were the BEA projections on the EIA.  Mr. Rainey responded that the BEA reduced the EIA projections by approximately 9% and that for next fiscal year the BEA projected a 2% growth.

Senator Leatherman asked Mr. Gillespie whether he took into account EFA funding in the projections.  Mr. Gillespie indicated that the EFA was not taken into account in the projection.  Senator Leatherman asked Mr. Harrell to confirm whether the EFA money was protected to which Mr. Harrell responded that it is.  Senator Leatherman noted that the Board could actually be looking at a cut of more than the $45 million on top of the $120 million.

Mr. Rainey added that the Board has also considered the Treasurer’s recalculation of earnings.  He indicated that the recalculation was a $17 million impact which the Board had already factored into this number. 


Les Boles, Budget Director for the Board, advised the Board members that they had been provided with a spreadsheet of revenue reduction scenarios for their consideration.  He stated that the open-ended accounts are, without considering agency deficits, approximately $25.7 million that includes $10 million for the Tax-Free Trust Fund and another $15 million for scholarships for Life Scholarships and Palmetto Fellow Scholarships.  As a caveat, Mr. Boles said that should the lottery exceed the appropriations then any surplus would go to cover the shortfall.  He commented that surplus lottery proceeds are not foreseen at this time.  He further stated that the spreadsheets show what the reduction options would be at $120 million and at $170 million.  He noted that Proviso 63.25 authorizes the Board to make the cuts uniform across the board.


Mr. Harrell asked Mr. Boles whether the $25.7 million would be constant through the last four months of the year or would it increase.  Mr. Boles stated that the numbers would increase as agencies that have problems are factored into the equation, in particularly Corrections.  He said that agencies were surveyed and asked what would be the impact of another 2% cut.  He indicated that most of the agencies said they could handle the cuts and that only two or three smaller agencies said they could not.  After further discussion with Mr. Harrell, Mr. Boles indicated that in round numbers the State is looking at another $50 million in reductions that includes the open-ended accounts and recognizing agency deficits.


Mr. Patterson asked what is the number the Board needed to take action on to keep the budget within the revenue estimate.  Mr. Boles said that $170 million in reductions would be his recommendation.  Governor Sanford asked what percentage would that be to which Mr. Boles replied 3.73%.  


Senator Leatherman stated that whatever the amount of Corrections’ deficit is, the amount must be factored into any decision the Board makes concerning budget reductions.  He said that the Board cannot exempt or hold Corrections harmless.  He stated that the Board knows the deficit is going to be there and it should be taken into account.


Governor Sanford said this is a 50 year phenomenon that the State is dealing with.   He said that if one looks at the last 20 years at the cumulative size of mid-year budget reductions by the Board in the 1980s versus the 1990s versus today, the difference is startling.  He stated that part of the reason the cuts have been exacerbated is because of the delay in acting to reduce the budget.  Governor Sanford said that no one likes to talk budget cuts in state government, but a tremendous disservice is done by waiting.


Mr. Eckstorm said that he would underscore the importance of Mr. Rainey’s course of action in providing targets for the General Assembly to use.  He said that part of the problem has been that the target has been moving on the General Assembly year after year.


Further discussions were had concerning other possible options the Board may have instead of across the Board cuts.  Mr. Harrell advised that the cuts had to be across the Board because the South Carolina Supreme Court has said that targeted cuts are not lawful.  Mr. Fusco advised that the Board could do statewide furloughs.  Mr. Fusco noted that the problem with a furlough is that it is difficult to work statewide.  Governor Sanford asked whether the Board could propose a freeze on hiring to which Mr. Fusco responded no.  Governor Sanford noted that if the Board had the authority to freeze hiring it would save $8.75 million for the remainder of the year.  Mr. Harrell stated that Governor Sanford might be able to do so through an executive order to cabinet agencies and perhaps all agencies.

Upon a motion by Governor Sanford, seconded by Mr. Patterson, the Board, pursuant to Proviso 63.25 of the FY 2002-03 Appropriation Act, approved a 3.73% general fund mid-year reduction of all agencies totaling $170,000,000, except where prohibited by proviso.

Information relating to this matter has been retained in these files and is identified as Exhibit 1.

Department of Commerce:  Request for Loan Extension (Regular Session Item #2)

On March 1, 2002, the Board approved an inter-agency loan agreement in the amount of $3,500,000 between the Department of Commerce (Commerce) and the Office of Insurance Reserve Fund (IRF) for the purpose of providing funds to satisfy commitments made to the Spartanburg Renaissance project.  The loan is due and payable to the IRF on March 1, 2003. Commerce requested an extension of the loan payment from March 1, 2003, to July 1, 2003, under the same terms and conditions of the existing agreement.

Mr. Fusco advised the Board that Commerce has a request pending in the legislature seeking alternative funding or a waiver.  Mr. Bill Floyd with Commerce appeared before the Board on this matter.

Governor Sanford asked to what degree will tax payers be put at risk by approving Commerce’s request.  Mr. Floyd stated that the net affect of approving the item is that it gives Commerce the time to work with the legislature to find a solution to the problem in the next fiscal year.  Governor Sanford asked Mr. Floyd what were his recommendations for a solution to the problem.  Mr. Floyd said that Commerce understands that the IRF needs the money and they will have to find an alternative method of repayment.  He noted that Commerce does not have the funds to repay the loan.  He commented that the only funds that Commerce could legally repay a loan of this nature is with its operating funds.  Mr. Floyd commented that Commerce has a lot of grant funds that have been committed and have a lot of restrictions upon their use.  

Mr. Eckstrom asked what happened to the funds that were provided.  Mr. Floyd responded that the funds were made as a grant to the Spartanburg Renaissance Project.  Mr. Eckstrom commented that the loan agreement Commerce signed certified that Commerce was capable of repaying the loan in March.  He asked what happened since the loan agreement was signed.  Mr. Floyd stated that Commerce made the agreement at the request of former Governor Hodges and that the loan was approved by the Board with the understanding that Commerce did not have the funds to repay the loan at that time and that subsequent legislative action would be looked at to pay the funds back.

Mr. Eckstrom further asked whether he had misread the loan agreement because as he read the loan agreement he thought it stated that Commerce had the money to repay the loan.  He asked whether Mr. Floyd was saying that the loan agreement was misleading.  Mr. Floyd said he was not saying that the agreement was misleading.  Mr. Floyd further commented that the item defers the due date of the loan and does not change any of the conditions of the loan.

Mr. Patterson asked whether Mr. Floyd was certain that Commerce would be able to repay the loan with an extension of time.  Mr. Floyd said the extension would give Commerce time to work out some alternative plan.

Governor Sanford inquired as to what happened to the asset used to secure the loan and to the principal’s ability to repay the loan.  He also inquired with regard to the securitization of the asset valuation whether the Board was blocked out by a primary lender or whether the Board was in a third or fourth lien position.  Mr. Floyd responded that this was not a loan of that nature.  Mr. Floyd explained that Commerce provides grants of this nature from time to time.  He stated that the request came to Commerce from Spartanburg and was denied because Commerce did not have the funds to make the grant.  He said that former Governor Hodges’ office felt that this grant was very important and directed that Commerce find a way to make the loan, but was unable to do so.  He noted that the Board passed the resolution authorizing the IRF to lend Commerce the money to make the loan and Commerce complied with the Board’s request.

Governor Sanford stated that with all due respect to the past administration it is these kinds of political loans that could come back to haunt both the Board and the taxpayers of South Carolina.  He commented that Mr. Harrell is a keen watchdog of the taxpayer and he would want him to beat him over the elbows if he ever proposed a loan like this.  He stated that he does not think that this type of loan is good public policy.  

Upon a motion by Mr. Harrell, seconded by Senator Leatherman, the Board granted the Department of Commerce’s request for an extension of the loan payment pursuant to the March 1, 2002, loan agreement with the Office of Insurance Reserve Fund from March 1, 2003, to July 1, 2003, under the same terms and conditions of the March 1, 2002, loan agreement.

Information relating to this matter has been retained in these files and is identified as Exhibit 2.

Executive Session 

Upon a motion by Mr. Patterson, seconded by Mr. Harrell, the Board agreed to consider the following item, which had been published previously, in executive session, whereupon Governor Sanford declared the meeting to be in executive session:

1.
General Counsel


Legal Advice and Legal Briefing (Class Action Litigation)  

[Secretary’s Note:  Jim Davenport with the Associated Press asked Governor Sanford what was the reason for going into executive session.  Governor Sanford responded that the Board was going to receive legal advice and a legal briefing on a class action litigation matter.]

Report on Matters Discussed in Executive Session 


Following the executive session, the meeting was opened, and the Board voted on the following item that had been discussed during executive session:

(a) General Counsel:  Legal Advice and Legal Briefing (Class Action Litigation) (Executive Session Item #1)

The Board received legal advice and legal briefing on two pending class action litigation cases.  The Board took no action.

Adjournment

The meeting was adjourned at 9:45 a.m.

[Secretary's Note:  In compliance with Code Section 30-4-80, public notice of and the agenda for this meeting were posted on bulletin boards in the office of the Governor's Press Secretary and in the Press Room, near the Board Secretary's office in the Wade Hampton Building, and in the lobby of the Wade Hampton Office Building at 11:05 a.m. on Friday, February 7, 2003.]

