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On December 5, the State of Connecticut (G.O. Aa3 stable) announced that it will establish
lines of credit totalling up to $550 million for potential cash flow needs due to its projected
operating deficit for fiscal 2013. According to the state comptroller, Connecticut faces a
$415 million budget gap, largely due to higher than expected Medicaid costs. Though the
lines of credit provides access to liquidity, we view the state’s need for the facility as credit
negative because it reflects the state’s liquidity and budget challenges.
Connecticut’s tight liquidity position arises from unexpected spending pressures and the lack
of available reserves. By harnessing internal common cash pool, the state generally avoids
short term borrowing for cash flow purposes. At low cash points, the state temporarily
transfers bond proceeds to the pool as it did recently to eliminate a negative cash position.
The lines of credit will provide additional liquidity as needed over the rest of fiscal year
2013.
The state’s budget deficit comes at a time when many states are reporting revenue
improvement, higher reserve levels, and reduced need for cash flow borrowing. Connecticut’s
economic recovery is lagging the nation, resulting in revenue underperformance and rising
expenses, especially driven by Medicaid caseload growth. Job growth remains slow and the
state has not recovered jobs lost during the recession. The state’s unemployment rate
continues to inch higher, reaching 9.0% in October 2012, while the national rate has
gradually declined to 7.9%.
Year-over-Year Non-Farm Employment Growth Shows Connecticut’s Job Recovery
Lags Nation
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Following the 2001 recession, Connecticut rebuilt its rainy day fund to a healthy $1.4 billion. But over the
course of the recent recession, the state essentially depleted its rainy day fund and issued about $950
million in deficit bonds to fill its fiscal 2009 budget gap.
The state originally planned to use surplus funds to retire the deficit bonds two years ahead of schedule.
However, the fiscal 2012 year-end deficit derailed that plan. Excess funds were not applied to the deficit
bonds or to rebuilding reserves, and the rainy day fund remains very modest at under $100 million. With
another deficit projected for fiscal 2013, the state is unlikely to build its reserves in the near term and
liquidity is expected to remain slim.
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