Berrier

AMENDMENT
W
Offered in the HOUSE By Adams

TO: CSHJR 39(Fin)

Page 1, line 10, through page 3, line 21, delete all material and insert:
"* Section 1. Article IX, sec. 16, Constitution of the State of Alaska,
is repealed and readopted to read:

SECTION 16. APPROPRIATION LIMITATIONS. Except for appropria—
tions for Alaska permanent fund dividends, appropriations .of the pro—
ceeds of revenue or general obligation bonds and appropriations re-
.quired to pay the principal and interest on general obligation bonds,
appropriations of money from a nonstate source in trust for a specific
purpose, including revenue of a public enterprise or public corpora—
tion of the state that 1issues revenue bonds, appropriations from the
treasury during a fiscal year may not exceed the lesser of the amount
appropriated in the fiscal year preceding the fiscal year that this
section takes effect adjusted for the cumulative inflation and popula—
tion growth or decline as defined by law or 95 percent of the unre—
stricted revenue of the state for the previous calendar year. An
apprppriation in excess of this limit may not be made unless a state
of emergency is declared by the governor as provided by law. The
governor shall cause any unexpended or unappropriated balance to be
invested so as to yield competitive market rates to the treasury.

* Sec. 2. Article IX, Constitution of the State of Alaska, 1is amended

by adding a new section to read:
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SECTION 17. APPROPRIATION RESERVE FUND. An appropriation re—
serve fund 1is established. Appropriations may not be made from the
appropriation reserve fund except for the purpose of repelling inva—
sion, suppressing 1insurrection, defending the state 1in war, meeting
natural disasters, or appropriations required to pay the principal and
interest on general obligation bonds. On June 30 of the fiscal year
in which the balance of the appropriation reserve fund exceeds 1.5

etimes the appropriations of unrestricted revenue in the preceding
fiscal year, the balance of the appropriation reserve fund shall lapse
into the treasury. The balance of the appropriation reserve fund
shall be 1invested at competitive national market rates. All earnings
of the fund shall become part of the principal of the fund.
* Sec. 3. Article XV, Constitution of the State of Alaska, 1is amended
by adding a new section toread:

SECTION 29. APPROPRIATION RESERVE FUND, Beginning July 1, 1985,
and continuing until June 30 of the fiscal year 1in which the balance
of the appropriation reserve fund exceeds 1.5 times the appropriations
of unrestricted revenue 1in the preceding fiscal year, an amount equal
to 8.8 percent of the unrestricted revenue for each month shall be
transferred from the treasury to the appropriation reserve fund on the
first day of the succeeding month. No less than 25 percent of that
portion of the unrestricted revenue of the state that has not been
appropriated as allowed by this section shall be transferred from the
general fund on the first day of each fiscal year during the period
defined in this section.

* Sec. 4. Section 1 of this amendment takes effect on July 1 of the
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fiscal year following the fiscal year in which the balance in the appropri-

ation reserve Tfund established in sec. 2 of this amendment exceeds 1.5

- . L-v.
times the appropriations of unrestricted revenue 1in the preceding fiscal

year..

* Sec. b. The ahendments proposed by this resolution shall be placed

before the voters of the state at the next general election in conformity

with art. XIIl, sec. 1, Constitution of the State of Alaska, and the elec—

tion. laws of the state.*~
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or decline as prescribed by law. An appropriation-itT"excess i
limit may not be made unless a ataAe-TTfemergency is declared by the
governor as provided~by"law. The governor shall cause any unexpended
or unapproffi«ted balance to be invested so as to yield competitive
rt-rateo to tha-troooury. No less than 25 percent of that portion
of the unrestricted revenue of the state which has not been appropri—
ated as allowed by this section shall be transferred from the general
fund to the appropriation reserve fund on the first day of each fiscal
year during the period defined in this section. During the period- rxr
mtvirh thj r rnrtwu 1is~iTT Elfant- the- provisionsl -of- Serctrion- 11- ef"
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* Sec. 'jjj Section 1 of this amendment takes effect on July 1 of the
fiscal year following the fiscal year in which the balance in the appropri-
ation reserve fund established in sec. 2 of this amendment exceeds 1.5

times the appropriations of unrestricted revenue in the preceding fiscal

year.
* Sec. S "The amendments proposed by this resolution shall be placed
before the voters of the state at the next general election in conformity

with art. XIlIl, sec. 1, Constitution of the State of Alaska, and the elec-

tion laws of the ~tate.
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Offered: 3/13/84
Referred: Rules
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invasion, suppressing insurrection, defending the state in war, meet—
ing natural disasters, or appropriations required to pay the principal

and interest on general obligation bands. On- June 30 of the fiscal

year in which the balance of the appropriation reserve fund exceeds

1.5 times the appropriations of unrestricted revenue in the preceding
fiscal year, the balance of the appropriation reserve fund shall lapse
into the treasury. The balance of the appropriation reserve fund
shall be invested at competitive national market rates. All earnings

of the fund shall become part of the principal of the fund.

* Sec. 3. Article XV, Constitution of the State of Alaska, is amended

by adding a new section to read:

SECTION 29. APPROPRIATION RESERVE FUND. Beginning July”~/i,
1985, and continuing until June 30 of the fiscal year, in which the
balance of the appropriation reserve fund exceeds 1.5 times the appro—
priations of unrestricted revenue in the preceding fiscal year, an
amount equal to 8.8 percent of the unrestricted revenue for each month
shall be transferred from the treasury to the appropriation reserve
fund on the first day of the succeeding month*

GuusLiLUT imi uf the State ul-Alaska-

addihfioa new section Co read

APPROPRIATION LIMITATIONS. After 30, 1986, and
until June 30 ojN"*he fiscal year in which the-balance of the appro-
priation reserve appropriations of unre—
stricted revenue 1in the fiscal year®s appropriations from
the treasury during a fjjrdal year, ejtsMt for appropriations to the
Alaska pemmereettfdnd, appropriations of thfc”proceeds of revenue or
general obligation bonds and appropriations requireck”o pay the prin-

ipa”dnd interest on general obligation bonds, may not the

aownfc- apprupriaced -Afi the-Sioeel year-in-which this- sec-

CSHJR 39 (Fin)



AMENDMENT BY ADAMS TO CSHJR 39 (Fin) accomplishes the following:

1. On line 13, page 1, corrects language to make appropriations
for Permanent Fund Dividends exempt from the Cash-Based
spending limit, because those funds come from Permanent Fund
earnings, not from the General Fund.
N il . u T A

; ; s

2. New language on line 15 exempts from the limit funds which
are other than a normal expenditure from the General Fund.
The amendment merely expands the language to be certain all

legitimate exemptions are identified.

3. New language in line 17 corrects the time sequence, so that
the correct base year 1is identified.

4. On page 2, line 12 in the CS, July 31 is changed to July 1
to include the first month of the fiscal year.

5. The temporary spending limit, which would have replaced the
one presently in Article IX of the Constitution, has been * .
removed. From that section of the CS, the clause which
deposits 25% annually of unappropriated General Fund revenues
into the reserve is moved up into Section 3 of the amended bill.



Offered in the HOUSE By Adams

TO: CSHJR 39(Fin)

Page 1, line 10, through page 3, line 21, delete all material and insert:
"+ Section 1. Article IX, sec. 16, Constitution of the State of Alaska,
is repealed and readopted to read:
SECTION 16. APPROPRIATION LIMITATIONS. Except for appropria—
tions for Alaska permanent fund dividends, appropriations of the pro—
ceeds of revenue or general obligation bonds and appropriations re—

quired to pay the principal and interest on general obligation bonds,

| 3> appropriations of money from a nonstate source in trust for a specific
purpose, including revenue of a public enterprise or public corpora-—
tion of the state that 1issues revenue bonds, appropriations from the
"7 treasury during a fiscal year may not exceed the lesser of the amount

appropriated in the fiscal year preceding the fiscal year that this
section takes effect adjusted for the cumulative inflation and popula—
tion growth or decline as defined by law or 95 percent of the unre—
stricted revenue of the state for the previous calendar year. An
appropriation in excess of this limit may not be made unless a state
of emergency is declared by the governor as provided by law. The
governor shall cause any unexpended or unappropriated balance to be
invested so as to yield competitive market rates to the treasury.

* Sec. 2. Article 1IX, Constitution of the State of Alaska, is amended

by adding a new section to read:
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SECTION 17. APPROPRIATION RESERVE FUND. An appropriation re—
serve fund is established. Appropriations may not be made from the
appropriation reserve fund except for the purpose of repelling inva—
sion, suppressing 1insurrection, defending the state 1in war, meeting
natural disasters, or appropriations required to pay the principal and
interest on general obligation bonds. On June 30 of the fiscal year
in which the balance of the appropriation reserve fund exceeds 1.5

etimes the appropriations of unrestricted revenv.e in th? preceding
fiscal year, the balance of the appropriation reserve fund shall lapse
into the treasury. The balance of the appropriation reserve fund
shall be invested at competitive national market rates. All earnings
of the fund shall become part of the principal of the fund.
* Sec. 3. Article XV, Constitution of the State of Alaska, 1is amended
adding a new section to read:

SECTION 29. APPROPRIATION RESERVE FUND. Beginning July 1, 1985,
and continuing until June 30 of the fiscal year in which the balance
of the appropriation reserve fund exceeds 1.5 times the appropriations
of unrestricted revenue 1in the preceding fiscal year, an amount equal
to 8.8 percent of the unrestricted revenue for each month shall be
transferred from the treasury to the appropriation reserve fund on the
first day of the succeeding month. No less than 25 percent of that
portion of the unrestricted revenue of the state that has not been
appropriated as allowed by sectiongghall be transferred from the
general fund on the Tfirst day of each fiscal year during the period

defined in this section.

* Sec. 4. Section 1 of this amendment takes effect on July 1 of the
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Offered: 3/13/84
Referred: Rules

Hayes, Abood,
Barnes, et al

IN THE HOUSE BY THE FINANCE COMMITTEE £
CS FOR HOUSE JOINT RESOLUTION NO. 39 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION

Proposing amendments to the Constitution

----------- “of the State of Alaska creating an\g v B
appropriation reserve fund and [limiting
increases in appropriations. QF EyA S;
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA: AS' j \
* Section 1 Article IX, sec. 16, Constitution of the State of Alaska, 7 *
is repealed and readopted to read:
SECTION 16. APPROPRIATION LIMITATIONS. Except for appropria
JivVicJG/ids”
tions to"he Alaska permanent fund” appropriations of the proceeds of n

revenue or general obligations bonds and appropriations required to f t >.
pay the principal and interest on general obligation bond”®, appropri- « >\ v:
ations from the treasury during a fiscal year may not exceed the
lesser of the amount appropriated in the fiscal "year”~this section
takes effect adjusted for the cumulative inflation and population
growth or decline as defined by law or 95 percent of the unrestricted
revenue of the state for the previous calendar year. An appropriation
in excess of this limit may not be made unless a state of emergency is
declared by the governor as provided by law. The governor shall cause
any unexpended or unappropriated balance to be invested so as to yield
competitive market rates to the treasury.

* Sec. 2. Article IX, Constitution of the State of Alaska, 1is amended

by adding a new section to read:
SECTION 17. APPROPRIATION RESERVE FUND. An appropriation re—

serve fund is established. Appropriations may not be made from the

appropriation reserve fund except for the purpose of repelling

*1- CSHJR 39(Fin)
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invasion, suppressing insurrection, defending the state in war, meet-
|
ing natural disasters, or appropriations required to pay the principal

and interest on general obligation bonds. On June 30 of the fiscal

year in which the balance of the appropriation reserve fund exceeds

1.5 tines the appropriations of unrestricted revenue in the preceding
fiscal year, the balance of the appropriation reserve fund shall lapse
into the treasury. The balance of the appropriation reserve fund
shall be invested at competitive national market rates. All earnings

of the fund shall become part of the principal of the fund.

* Sec. 3. Article XV, Constitution of the State of Alaska, is amended

by adding a new section to read:

SECTION 29. APPROPRIATION RESERVE FUND. Beginning July”l,
1985, and continuing until June 30 of the fiscal year in which the
balance of the appropriation reserve fund exceeds 1.5 times the appro—
priations of unrestricted revenue in the preceding fiscal year, an
amount equal to 8.8 percent of the unrestricted revenue for each month
shall be transferred from the treasury to the appropriation reserve

fund on the first day of the succeeding month* C. »

See =4~ Article"XV, CuustiLULIgll uf Lite State uf~-Adaska— is- ame

by addin”a new section to read:

SECTION 30. APPROPRIATION LIMITATIONS. After JuriT 30, 1986, and
until June 30 olv~he fiscal year in which- the-b*alance of the appro—
priation reserve funoé&xgeeds 1.5 tiin,es"™the appropriations of unre—
stricted revenue in the preced*jr~fiscal year®s appropriations from
the treasury during a f*s-dal year, eSts"pt for appropriations to the
Alaska permanentfund, appropriations of tfife-giroceeds Of revenue or
general objj~ation bonds and appropriations requireci”o pay the prin-

interest on general obligation bonds, may not tamed the

jprupiiatcd-in-the-fiscal year-in-which this- sec-t-von- become*-—

CSHJR 39(Fin)
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or decline as prescribed by law. An appropriatio, excess of this

limit may not be made unless astemergency 1is declared by the

governor as providedby~law. The governor shall cause any unexpended

or unapproj3fi«rtfed balance to be invested so as to yield competitive

mafKet ratoo to the-treaougy- No less than 25 percent of that portion

of the unrestricted revenue of the state which has not been appropri-

ated as allowed by this section shal._be transferred from the general

fund to the appropriation reserve fund on the first day of each fiscal

year during the period defined in this section. During the period- iir

“hich thiv racte.uums~iTi Bffeet- fete- previsions- of- Section- 16- tf"

TV it TI™MLrnnecm-nUnn
* Sec. /<*? Section 1 of this amendment takes effect on July 1 of the
fiscal year following the fiscal year in which the balance in the appropri-
ation reserve fund established in sec. 2 of this amendment exceeds 1.5
cimes the appropriations of unrestricted revenue in the preceding fiscal
year.
* Sec. Jf The amendments proposed by this resolution shall be placed

before the voters of the state at the next general election in conformity
with art. XIIl, sec. 1, Constitution of the State of Alaska, and the elec-

tion laws of the state.

CSHJR 39(Fin)
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AMENDMENT BY ADAMS TO CSHJR 39 (Fin) accomplishes the following:

1.

On line 13> page 1, corrects language to make appropriations
for Permanent Fund Dividends exempt from the Cash-Based
spending limits because those funds come from Permanent Fund
earnings, not from the General Fund.

New language on line 15 exempts from the limit funds which
are other than a normal expenditure from the General Fund.

The amendment merely expands the language to be certain all
legitimate exemptions are identified.

New language in line 17 corrects the time sequence, so that
the correct base year is identified.

On page 2, line 12 in the CS, July 31 1is changed to July 1
to include the first month of the fiscal year.

The temporary spending limit, which would have replaced the
one presently in Article IX of the Constitution, has been
removed. From that section of the CS, the clause which
deposits 25% annually of unappropriated General Fund revenues

into the reserve is moved up into Section 3 of the amended bill.
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STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

1Revision Date:

REQUEST FISCAL DETAIL

Bill/Resolution No.;CS HJR 39 (FIN) Agency Affected:

Title: Cash Based Budgetting Program Category Affected

Sponsor: Mayes BRU, Program or Subprogram(s) Affected

Requestor: House blnance
Date of Request: 3/12/84

FY 84 FY 85 FY 86 FY 87 FY 88 FY 89
OPERATING ">
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL \
<t00 SUPPLIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING 0 0 0 0 0 0

| CAPITAL
REVENUE

FUNDING:  (Thousands of Dollars)
CENERAL FUND

FEDERAL FUNDS

OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: Attach a separate page for analysis
"This resolution requires an annual~transfer from revenues to CBB if voters approve.

Prepared By: Rep. Al Adams, Chair Phone: 465-3706
Division: House finance Comnittee Date: 3/12/84
Approved by Commissioner: Date:

Agency:

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) 1>,1/83
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6 THE GENERAL FUND AS A REVENUE SOURCE FOR CASH-BASED BUDGETING
Based on a 30th Percentile Revenue Projection
(aillions of dollars)

n
. DOR Revenue  Potential General General
Fiscal  Revenue Under  Expenditure Fund Fund ....Cash-Based Budgeting Reserve Fund...
Year  Forecast CBB Level Earnings  Balance Contributions  Earnings Balance
1981 3,709« 5 o 13,769 201 2,010 R
1982 4,174 L4174 254 2,540
1983 3,624 3,624 266 2,660 : wi
1984 3,233 3,233 300 3,000 -
1985 3,219 3,219 250 2,500
1986 3,365 3,069 3,069 259 2,590 296.1 14 310
1987 3,729 3,401 3,401 288 2,880 328.2 48 686
1988 3,711 3,304 3,384 288 2,880 326.6 87 1,100
1989 4,060 3,110 3,710 318 3,180 358.0 132 1,590
1990 3,880 3.539 3,539 301 3,010 341.4 183 2,114
1991 3,502 3,267 3,267 275 2,750 315.2 236 2,665
1992 3,536 3,225 3,225 270 2,700 311.2 294 3,270
1993 3,405 3,10h 3,105 258 2,580 299.6 357 3,927
1994 3,290 ; 3,000 3,000 247 2,470 289.5 425 4,641
1995 3,195 3,644 3,348 685 7,297
1996 3,033 3,483 3,467 672 7,174
1997 3,092 3.540 3,564 673 7,180
1998 3,159 3,617 3,512 687 7,325
1999 3,213 3,680 3,578 698 7,447
2000 3,245 3,718 3,648 705 7,527
- @ @ ®) @ ©) ©) 0 ®) ©)

col.

2 Departient of Revenue January, 1984 revenue projection.

3 Revenues after effects of cash-based budgeting progras. During the CBB reserve contribution period,
revenues (colusn 3) are equal to DOR projections sinus annual CBB contributions. Starting with the
first cash-based budgeting year, revenues (colusn 3) are equal to DOR projections plus additional
earnings which accrue to the general fund as a result of transferring the CBB reserve fund balance to the
general fund.

Expenditure levels are presently lisited to projected revenues (ignoring the Constitutional appropri-
ation lisit). Beginning with the first cash-based budgeting year, expenditures will be lisited to the
revenues collected in the previous calendar year.

General fund earningsare DOR projections up to the start of cash-based budgeting, at which point the
general fund earningswill be augmented due to the increased earnings capacity of the general fund froa
that point on into the future.

Beginning with the first cash-based budgeting year, the general fund balance is substantially increased
by the transfer of the CBB reserve fund.

Reserve fund earningsare calculated at a 10 percent annual interest rate corpounded sonthly.

The earnings rate of the CBB reserve fundiscoipounded aonthly using a 10X annual interest rate.

This projection is based on a general fund unrestricted revenue contribution of 8.8 percent.

Prepared by House Research Agency - March 12, 1984



AMENDMENT BY ADAMS TO CSHJR 39 (Fin) accomplishes the following:

1. On line 13, page 1, corrects language to make appropriations
for Permanent Fund Dividends exempt from the Cash-Based
spending limit, because those funds come from Permanent Fund
earnings, not from the General Fund.

New language on line 15 exempts from the limit funds which
are other than a normal expenditure from the General Fund.

The amendment merely expands the language to be certain all
legitimate exemptions are identified.

3. New language in line 17 corrects the time sequence, so that
the correct base year 1is identified.

4. On page 2, line 12 in the CS, July 31 is changed to July 1
to include the first month of the fiscal year.

5. The temporary spending limit, which would have replaced the
one presently in Article IX of the Constitution, has been
removed. From that section of the CS, the clause which
deposits 25% annually of unappropriated General Fund revenues
into the reserve 1is moved up into Section 3 of the amended bill.



In early February of 1984 the Research Agency of the Alaska
House of Representatives published an 80-page study titled "Cash-
Based Budgeting/ A Response to Revenue Uncertainty.” It i1s the
culmination of more than a year of thorough and exhaustive study
by that Agency 1into one of the most vexing problems of any state
or local government. At present/ all state governments and
virtually all municipalities prepare annual or biennial budgets
based on anticipated 1income. In the case of the State of Alaska/

a few weeks before the beginning of each fiscal year the Legislature
completes and the Governor subsequently signs a budget based on
revenues expected to begin coming into the state treasury on July 1.

Under this system the possibility always exists - perhaps
most particularly in Alaska - of failure to fund needed projects
or services becausenof a low revenue forecast when money actually
would have been available. More serious/ however/ 1is the possibility
of the Legislature and Administration authorizing funding for projects
and programs for which money 1is later not available. Then projects
must be discontinued/ programs curtailed/ operations interrupted and
hopes and expectations dashed.

Cash-Based Budgeting 1is a fiscal system which eliminates the
possibility of eitey of those events/ and makes planning a more
rational/ certain and efficient process. By creation of an appro—
priation reserve fund/ built up over a period of years/ the Admini—
stration and the Legislature would know/ going into a budget cycle-
precisely how much money was "in the bank™ and available for appro—
priation. Municipalities/ which rely heavily upon state funding
through revenue sharing/ municipal assistance and grant programs;
school districts/ dependent upon School Foundation funding and
construction bond retirement programs; hospital districts/ which
rely upon state funding for operations and expansion in part/ all
would have a clearer 1idea/ when preparing budgets for submission
to their assemblies and boards and to the Legislature/ of how much
money was available.

In addition/ the reserve would create a new earnings source
for the State. As the legislation 1is presently written/ an average
18 months® normal expenditures would be held 1in reserve. The six
months additional 1s necessitated by the fact that the Legislature
operates on a caldendar year and the treasury on fiscal. This would



mean an additional annual income of approximately $400 million,
given present revenue and earnings projections, which would become
part of the regula; budgeting reserve. The amount of money held

in the reserve could be invested in relatively long-term, stable
securities, much as the Permanent Fund 1is at present, because as
the reserve 1is drawn down with each day"s expenditures - paying
the state®s daily bills -- the day"s income would be added to the
account, maintaining an approximately stable earnings base of about
$4.5billion. The effect would be a "pay-as-you-go" system, with
cash certainty and added income accrual as well.

As HJR 39 1is presently written and being considered by the
House Finance Committee, 8.8% of General Fund income would be re—
served, with deposits made on a monthly basis. When the reserve
reached an amount equal to 1 1/2 times the previous year®"s appro—
priations, Cash-Based Budgeting would go into effect; that is, all
budgeting would be done from the reserve fund, and all income would
go into the reserve.

The Legislation imposes limitations upon expenditure so that
the reserve would continue to grow and 1increase its earning power.
Appropriations in any given year would be limited to 95% of the
amount 1in the reserve, or an amount equal to the previous year"s
budget plus or minus population and inflation adjustments, which—
ever was less. This factor would function as a strict control on
the growth og government, in addition to incrementally increasing
the. earning power of the reserve. There as an additional 1incidental
check on government growth, which is the extraction of the 8.8%
of General Fund i1ncome during the reserving period.

The legislation is written as a constitutional amendment for
the reason that the reserve fund must be constitutionally protected.
Since one legislature may not legally bind a successor body without
the approval of the voters, the security of the fund would never
be complete nor the system guaranteed to function as designed without
constitutional protection. For this reason, the proposal must go to
a general election ballot. That means that 1f HJR 39 1is not passed
this year, it would be another two years before it could be attempted
again, and Fiscal Year 1988 before deposits to the reserve fund.could
begin. Given present income projections, 1984 woujld appear to be
the last best opportunity to institute such a system Alaska might
ever have.



ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

Pouch Y, Stale Capitol
Juneau, Alaska 99811
(907) 465-3991

MEMORANDUM January 9, 1984
" TO: Neil Phelps-Munson
FROM: Alexander Hoke
REGARDING: Accelerated Start-up of Cash-Based Bqgdgeting
I would like to bring to your attention two alternatives for acceler—
ating the initiation date (start-up) of Cash-Based Budgeting. These

options were not included in our outline for legislation.

Other than by simply increasing the percentage contributions to the

o — CBB reserve fund eacfi year, the following mechanisms could shorten
ev:vi the contribution period by one year each: &
NS < mm - - i

Early CBB Contribution. The point at which the ,CBB...reserve..fund would
be sufficient to begin Cash-Based Budgeting could be made to occur one
year earlier if an initial contribution were made as a '"grubstake™ to
the reserve fund. If an appropriation to the CBB reserve fund of
between $250 and $300 million (comparable to the annual percentage
contribution) were made at the start of the contribution period, this
amount and 1its interest earnings would effectively reduce the need for
further contributions by $600 million when Cash-Based Budgeting begins
some seven to nine years later. Our preliminary calculations show
that this early contribution could potentially cause the automatic CBB
initiation to occur one year earlier than it otherwise would. Presum—
ably, the "grubstake™ appropriation would be made during this session
and would be contingent on voter approval of the Cash-Based Budgeting
constitutional amendment during the next general election.

Advanced Cash-Based Budgeting. According to the provisions 1in our
CBB legislation outline, Cash-Based Budgeting would begin once the
reserve fund equalled or exceeded the prior 18-monthsl revenues. This
means that at the start of the fiscal year when this condition exists,
probably between July 1, 1993 and July 1, 1995, the administration will
begin to prepare the budget for the following fiscal year based on the



principles of Cash-Based Budgeting. By the time that the legislature
approves this budget and it becomes effective, one year would have
elapsed from the point at which the CBB reserve fund was large enough
to fund Cash-Based Budgeting. In other words, there will be a one-year
delay between the time that the CBB reserve fund 1is large enough and
the point at which .he Ffirst Cash-Based Budget becomes effective.
During the elapsed ~.ar, additional 1investment earnings will accrue to
the reserve fund, causing it to grow further beyond what 1is minimally
required to start Cash-Based Budgeting.

The advanced Cash-Based Budgeting alternative would require that the
Administration and the legislature project the, growth of the CBB re—
serve fund each year and forecast the point at which reserve funds
would be sufficient to start Cash-Based Budgeting. For example, 1if
by July of 1993, the reserve fund contained about 90 percent of the
funds needed to start Cash-Based Budgeting, and it became evident to
the administration that the monthly percentage contributions would
cause the fund to exceed the amount necessary for CBB startup by the
end of the current fiscal year, then the next budget would be designed
as a Cash-Based Budget assuming that CBB would start the following
July 1. Likewise, the legislature would prepare a budget which antic—
ipates that Cash-Based Budgeting will be effective at the .start of the
coming fiscal year. Consequently, the first Cash-Based Budget would
become effective on the first July 1 for which the CBB reserve Iis
sufficiently large to begin Cash-Based Budgeting, not one year later.

Of course, there exists the possibility that the administration and/or
the legislature will innacurately predict the size of the CBB reserve
fund. The consequences of this error would be that the budget would be
designed within the constraints of Cash-Based Budgeting: that total

appropriations would be limited to the lesser of 95 percent of the
prior calendar year"s revenues or the total previous fiscal year appro—
priations adjusted for inflation and population changes.

With an annual growth rate of about $600 to $700 million towards the
end of the contribution period, the CBB reserve fund will likely fall
short of or exceed the required amount by several hundred million dol—
lars making prediction of Cash-Based Budgeting start-up a simple matter.
However, there would remain a chance that a prediction of whether or
not Cash-Based Budgeting will become effective may result in a hair-
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splitting decision iﬁor the legislature and even more so for the ad-
ministration.hecause of the greater uncertainty of their foyeqas.
This may mean that the budget would have to be designed within the
constraints of Cash-Based Budgeting even though this may not be re-
quired should the total CBB reserve fall short of having the funds
needed to 1initiate Cash-Based Budgeting by the start of the fiscal

year.

If you have any questions about these alternatives, please call nme.
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8TATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

REQUEST

Bill/Resolution No: CS HJR 39

Title: Proposing amendments creating”
an Appropriation Reserve Fund.
Sponsor: Hayes
Requestor: M\.State Affairs

Date of Request: 02/14/84 ~

EXPENDITURES/REVENUES:

1 FY 84
( OPERATING

| 100 PERSONAL SERVICES

| 200 TRAVEL

| 300 CONTRACTUAL

| 400 SUPPLIES

| 500 EQUIPMENT

| 600 LANDS & STRUCTURES

| 700 GRANTS, CLAIMS

I 800 MISCELLANEOUS

1 TOTAL OPERATING

I CAPITAL |
I REVENUE |
FUNDING: (Millions of Dollars)

I GENERAL FUND

| FEDERAL FUNDS
I OTHER: Approp.
1 TOTAL

Reserve

POSITIONS:
| FULL-TIME I
| PART-TIME I
I TEMPORARY I

SOURCE OF FUNDS TO OFFSET FISCAL

ANALYSIS:

David R. Tonkoyich
Research Section

Prepared By:
Division:

Approved by Commissioner:
A9e"cy ; £

(Thousands of DoV ars)
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Revision Date x (i *f* i
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Attach a separate page for analysis.
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Date: alJjjta .t3 =
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Requestor____
Office of Management and Budget
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Analysis for CS HJR 39

1. Methodology: The Department of Revenue has cooperated with the
House Research Agency in their study of cash based budgeting. Revenue
numbers used by House Research are based on projections prepared by the
Department in January 1984. The Department did not prepare a separate
and possibly redundant projection of the fiscal effects of cash based
budgeting. Rather, our analysis is based on figures prepared by the
House Research Agency. The particular run evaluated 1is based on

30 percent case revenue projections and a contribution of 8.8 percent of
unrestricted revenues each month beginning in fiscal year 1986.

2. General Observation on Bill Language: The Department feels that the - -
bill is extremely difficult to interpret iIn its present form. The major
source of confusion 1is that in severaUneferences to "year"™ it is unclear
whpthpr 1-hP hill mpanc ficral year or calendar year. Tfnf makes itTvery

hard~to think through the implications of the various bill provisions.
3. Comments on House Research Agency Figures: [See Attached Printout]

a. The Department feels that the 30 percent revenue case provides
an appropriate benchmark for evaluating the impacts of cash based
budgeting. Compared to the mean case there 1is a higher probability that
revenues projected in the 30 percent case will actually be realized. The
conservative outlook 1is justified given the long time span considered and
the uncertainty in the numbers presented in the analysis.

b. Calculations of contributions, earnings, and balances of the
Appropriation Reserve Fund seem reasonable. Two potential problems
should be noted. First, there are complications in forecasting long-term
interest rates, given the uncertain impacts of massive federal deficits.
Second, any of the analyses which are presented in nominal dollars need
to be interpreted carefully. For instance, if a 6 percent inflation rate
is assumed, the reserve fund balance of $4,641 billion in FY 94 is
equivalent to $2,747 billion of purchasing power in FY 85.

c. In FY 95 the balance of the Appropriation Reserve Fund 1is
transferred to the general fund. The attached analysis adds this balance
to an estimated balance in the general fund. A problem of interpretation
arises in that the critical starting point of budget deliberations is the
balance available for appropriation. Because”a-substantial portion -oilL
the general fund balance at any point in time may be in illiquid assets
oc_bereserved for some purpose (e.g- money appropriatea~tmt-mt-“yet
spint77~Ttre eiairg-"H fIx*-i-s-ftOt available for appropriation. On the
other hand,-ttTeTaTance~transterred from tne Appropriation Reserve Fund
would be available for appropriation within the limits prescribed by the
bill"s expenditure limitation provisions. This difference needs to be
kept in mind in examining the combined balance.

4. Additional Assumptions for Fiscal Note:

a. The fiscal note treats contributions to the Appropriation
Reserve Fund as a reduction in general fund revenues. The amounts shown
for the Appropriations Reserve Fund include this contribution plus
interest earnings.

b. If contributions were not made to the Appropriation Reserve
Fund, that portion of unrestricted revenues would go to the general
fund. The analysis assumes that all of this money would be spent and
that any interest earned would be relatively small.



Fiscal

Year

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
»997
1998
1999
2000

@

col.

2
3

6

B
9

This projection is based on a general fund unrestricted revenue contribution of 8fl percent.

DOR
Revenue
Forecast

3,769
4,174
3,624
3,233
3,219
3,365
3,729
3,711
4,068
3,880
3,582
3,536
3,405
-3,290
3,195
3,033
3,092
3,159
3,213
3,245

6)

THE GENERAL FUND AS A REVENUE SOURCE FOR CASH-BASED BUDGETING

Revenue
*Jnder

CBB

3,069
3,401
3,384
3,710
3,539
3,267
3,225
3,105
3,000
3,644
3,483
3,540
3,617
3,680
3,718

®)

Based on a 30th Percentile Revenue Projection
(millions of dollars)

Potential
Expenditure

Level

3,769
4,174
3,624
3,233
3,219
3,069
3,401
3,384
3,710
3,539
3,267
3,225
3,105
3,000
3,348
3,467
3,564
3,512
3,578
3,648

O

General
Fund
Earnings

201
254
266
300
250
259
288
288
318
301

2175.

270
258
247
685
672
673
687
698
705

©)

General

Fund

Balance

2,010
2,540
2,660
3,000
2,500
2,590
2,880
2,880
3,180
3,010
2,750
2,700
2,580
2,470
1,297
7,174
7,180
71,325
7,447
7,521

©)

Department of Revenue January, 1984 revenue projection.

Revenues after effects of cash-based budgeting prograi.
revenues (coluan 3) are equal to DOR projections minus annual CBB contributions.

....Cash-Based Budgeting Reserve Fund....

Contributions

296.1
328.2
326.6
358.0
341.4
315.2
311.2
299.6
289.5

0

Earnings

14
48
87
132
183
236
294
357
425

©)

Balance

310

686
1,100
1,590
2,114
2,665
3,210
3,927
4,641

©)

During the CBB reserve contribution period,

Starting nith the

first cash-based budgeting year, revenues (coluan 3) are equal to DOR projections plus additional
earnings nhich accrue to the general fund as a result of transferring the CBB reserve fund balance to the
general fund.

Expenditure levels are presently limited to projected revenues (ignoring the Constitutional appropri-
ation limit).

Beginning with the first cash-based budgeting year, expenditures Hill be limited to the
revenues collected in the previous calendar year.

General fundearnings are DOR projections up to the start of tasti-based hudgeting, at nhich paintthe

general fundearnings Mill be augmented due to the increased earnings capacity of the general fund from
that point on into the future.
Beginning with the first cash-based budgeting year, the general fund balance is substantially increased
by the transfer of the CBB reserve fund.

Reserve fund earnings are calculated at a 10 percent annual interest rate compounded monthly.

The earnings rate of the CBB reserve fund is compounded monthly using a 10Z annual interest rate.

Prepared by:

House Research Agency



CS HJR 39 Sectional Analysis
Prepared by House Research Agency

Chronological Sequence of Provisions

1) An appropriation reserve fund is created upon voter approval in
the next general election. v

2) Contributions tothe reserve fund (as provided in Section 3 pf
this resolution) begin July 31, 1985 and continue through June
30 of the year in which the reserve balance exceeds 1.5 times
the preceding year appropriations of unrestricted revenues.

3) General fund appropriations are limited (as provided in Section 4
of this resolution) during the period of time in which contribu—
tions are made to the reserve fund.

4) When sufficient funds to begincash-based budgeting have been
collected, the vreserve fund balance 1is transferred® into the
treasury. *

s« )
5) Once cash-based budgeting begins, a new .spending limit (as de—
fined in Section 1 of this resolution) 1is imposed.

Section 1.

This section replaces the existing State Constitutional spending limit
provisions. According to Article 9, Section 16 of the Alaska Constitu—
tion, the present appropriation limit is equal to $2.5 billion adjusted
for federal indices of change in population and inflation since July 1,
1981, except for appropriations for permanent fund dividends, revenue
bond proceeds, debt service on general obligation bonds, and non-State
trust funds. Article 9 Section 16 further provides that within the
appropriation limit, "at least one-third shall be reserved for capital
projects and loan appropriations.”™ Appropriations for capital projects
above the appropriation limit are permitted if approved by the governor
or passed by a three-fourths legislative veto override and if approved
by the Alaska voters.



Section 1 of CS HJR 39 proposes to substitute for the current appropria—
tion limit one of the following [limitations, whichever is less:

1) the appropriations for the year that this constitutional limit be—
comes effective (see Section 5 for effective date), adjusted each
year for changes in population and inflation; or

2) "95 percent of the unrestricted revenue of the State in the pre--

vious calendar year.™ (In a period of declining revenues, this
would likely be the effective limit on State appropriations).
V »

Section 2.

An appropriation reserve fund 1is created in this®"section and is pro—
tected from appropriation except "n a state of emergency or for meeting
the general obligation bonded debt of the State. During a period of
(roughly 7 to 9) years, contributions, to the reserve fund will be made
from unrestricted revenues as described in section 3 below. The reserve
fund will be transferred into the treasury once the balance exceeds
1.5 times the preceding fiscal year appropriations of unrestricted
revenue. This automatic termination of contributions to the reserve
fund insures that cash-based budgetting will begin with the equivalent
of 18 month"s of State appropriations in the reserve.

This section further provides that the appropriation reserve balance
is to be invested at competitive market rates and that ail earnings
from these investments will be retained by the reserve fund during the
years when contributions are being made to the fund.

Section 3.

This section provides that 8.8 percent of unrestricted revenues received
each month will be transferred into the appropriation reserve fund from
July 31, 1985 until the reserve fund exceeds 1.5 times the appropriations
of the preceding year, n other words, until the appropriation reserve
fund contains a balance sufficient to begin cash-based budgeting, month—
ly contributions equal to 8.8 percent of the previous month"s unrestric—
ted revenues are deposited into the reserve fund.

Contributions under this section are to be calculated after deducting
the amount of contributions defined in Section 4 of this resolution.
Section 4 contributions to the reserve fund are equal to 25 percent of
any remaining (unappropriated) revenues at the end of each fiscal
year. Contributions under this section are equal to 8.8 percent of
unrestricted revenues minus the amount of contributions under the 25
percent mechanism.



Section 4.

This section provides for an interim appropriation limit to be effec—
tive during the period when contributions are being made to the appro-—
priations reserve fund. Except for appropriations to the permanent
fund or for bonded debt service, spending is limited under this section
to the fiscal year appropriations on the effective date of this section
adjusted annually for changes in population and inflation. Appropria—
tions above this limit may be made only in a state of emergency.

A supplementary source of contributions to the reserve fund 1is provided
in this section. These contributions equal 25 percent of any unappro-—
priated revenues remaining at the end of each fiscal year during the
contribution period. For example, unappropriated revenues would remain
in the event that actual revenues received during the year exceed
expectations, and more importantly, exceed total appropriations for
the year.

Section 5.

This section establishes an effective date for the appropriation limita—
tion defined in Section 1 of this resolution. The effective date” is
July 1 of the year in which the appropriation reserve fund balance
exceeds 1.5 times the preceding fiscal year appropriations.*

Section 6.

This section provides that the Constitutional amendments proposed in
this resolution shall be placed before the voters in the next general
election.

*According to the language 1in this section, the appropriation limits
defined in Section 1 of this resolution will become effective the year
before the balance of the reserve fund is transferred to the treasury.
In other words, the budgetary procedures of cash-based budgeting will
become effective before the money to implement cash-based budgeting
has been transferred to the treasury. This appears to be an unintended
discrepancy.



CS HIJR 39 Appropriation Limitation Comparison to Existing Law

eThe appropriation limitation in Section 1 of CS HJR 39 differs from the
existing appropriation limit (Article IX Section 16 of the Alaska Consti—
tution) in the following ways:

Appropriation Limit

The existing Constitutional limit equals $2.5 billion adjusted annually
for changes in population and inflation. Section 1 of CS HJR 39 provides
that appropriations are limited by one of two [limits, whichever is
less:

1) the appropriations for the year that this constitutional limit
becomes effective, adjusted each year for changes 1in population
and inflation; or

2) "95 percent of the unrestricted revenue of the State in the pre—
vious calendar year."”

Base of Appropriation Limit

The existing Constitutional limit identifies a base amount of $2.5 bil—
lion. By comparison, the first limit of Section 1 of CS HJR 39 identi—
fies a base equal to "the amount appropriated in the fiscal year this
section takes effect ..." Section 5 of CS HJR 39 defines the effective
date of this section as the year following the fiscal year in which the
balance of the appropriation reserve fund exceeds 1.5 times the appropri—
ation of unrestricted revenue in the preceding fiscal year. This effec—
tive date can be thought of as the fiscal year in“which cash-based budg-—
eting begins (approximately FY 95).. ... ... ... ... (= ..."

Population and Inflation Adjustment Indices

The existing Constitutional limit specifies that the base appropriation
limit is to be adjusted by federal indices of change in inflation and
population. CS HJR 39 states that the base [limit isto beadjusted by
changes in population and inflation as defined by law.

One Third Capital Budget Reservation

The existing Constitutional -expenditure [limit states that within the
limit of appropriations, ™"at least one-third shall be reserved for
capital projects and loan appropriations.” CS HJIR 39 makes no such
provisions.

State of Disaster/Emergency

The existing Constitutional limit allows appropriations in excess of the
limit "to meet a state of disaster declared by the governor as prescribed
by law.”™ CS HJR 39 similarly permits appropriations 1in excess of the
limit when "a state of emergency is declared by the governor as provided
by law."



Other Exceptions for Appropriations Beyond the Limit

The existing Constitutional [limit excludes from the limit: appropriations
for Alaska permanent fund dividends. CS HJR 39 provides that Alaska
permanent fund appropriations are excluded from the limit.

The existing Constitutional limit excludes from the limit: appropriations
ofrevenue bondproceeds and appropriations topay theprincipal and in-(/tt
terest on generalobligation bonds. CSHIJR 39excludes fromthe limit "J"

"appropriations of the proceeds of revenue or general obligation bonds and ~ ~
a"~ropriations required to pay the principal and interest on general
Ouligation bonds."

The existing Constitutional limit excludes from the limit: "appropriations
of money received from a non-State source in trust for a specific pur—
pose, including revenues of a public enterprise or public corporation of
the State that issues revenue bonds...". CS HJR 39 makes no such
provisions.

Appropriations During/For a Fiscal Year

The existing Constitutional limit applies to appropriations "made for a V
fiscal year". CS HJR 39 limits appropriations from the treasury "during
a fiscal year". - "" K

Interim Appropriation Limit

Section 4 of CS HJR 39 contains provisions for an interim appropriation
limit to be effective during the period when contributions are being
made to the reserve fund. The provisions in this section differ from the
appropriation limitation provisions of Section 1 in that Section 1 pro—
vides for a second limit based on "95 percent of the unrestricted rev—
enue of the state for the previous calendar year." -The interim limit
does not impose this additional limitation.

o8
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CS HJR 39 Sectional Analysis
(Finance Committee Substitute)
Prepared by House Research Agency

Chronological Sequence of Provisions

1) An appropriation reserve fund is created upon voter approval in
the next general election.

2) Contributions to the reserve fund (as provided in Section 3 of
this resolution) begin July 31, 1985 and continue through June
30 of the year 1in which the reserve balance exceeds 1.5 times
the preceding year appropriations of unrestricted revenues.

3) General fund appropriations are limited (as provided in Section 4
of this resolution) during the period of time in which contribu—
tions are made to the reserve fund.

4) When sufficient funds to begin cash-based budgeting have been
collected, the reserve Tfund balance 1is transferred into the

treasury.

5) Once cash-based budgeting begins, a new spending limit (as de—
fined in Section 1 of this resolution) is imposed.

Section 1.

This section replaces the existing State Constitutional spending limit
provisions. According to Article 9, Section 16 of the Alaska Constitu—
tion, the present appropriation limit is equal to $2.5 billion adjusted

for federal indices of change in population and inflation since July 1,

1981, except for appropriations for permanent fund dividends, revenue

bond proceeds, debt service on general obligation bonds, and non-State

trust funds. Article 9 Secti_on_16 further provides that within the
appropriation limit, "at least one-third shall be reserved for capital

projects and loan appropriations."Appropriations for capital projects

above the appropriation limit are permitted if approved by the governor
or passed by a three-fourths legislative veto override and if approved

by the Alaska voters. 7 ~
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Section 1 of CS HJR 39 proposes to substitute for the current appropria—
tion limit one of the following [limitations, whichever 1is less:

1) the appropriations for the year that this constitutional limit be—
comes effective (see Section 5 for effective date), adjusted each
year for changes in population and inflation; or

2) "95 percent of the unrestricted revenue of the State in the pre—
vious calendar year." (In a period of declining revenues, this
would likely be the effective limit on State appropriations).

These limitation provisions become effective once cash-based budgeting
begins (see Section 5 for the effective date). Appropriations which
fall within the limits of this section exclude appropriations "to the
permanent fund, appropriations of the proceeds of revenue or general
obligations bonds and appropriations required to pay the principal
and interest on general obligation bonds..."

Section 2.

An appropriation reserve fund 1is created in this section and is pro—
tected from appropriation except in a state of emergency or for meeting
the general obligation bonded debt of the State. During a period of
(roughly 7 to 9) years, contributions to the reserve fund will be made
from unrestricted revenues as described in section 3 below. The reserve
fund will be transferred into the treasury once the balance exceeds
1.5 times the preceding fiscal year appropriations of unrestricted
revenue. This automatic termination of contributions to the reserve
fund insures that cash-based budgetting will begin with the equivalent
of 18 month"s of State appropriations in the reserve.

This section further provides that the appropriation reserve balance
is to be invested at competitive market rates and that all earnings
from these investments will be retained by the reserve fund during the
years when contributions are being made to the fund.

Section 3.

This section provides that 8.8 percent of unrestricted revenues received
each month will be transferred into the appropriation reserve fund from
July 31, 1985 until the reserve fund exceeds 1.5 times the appropriations
of the preceding year. In other words, until the appropriation reserve
fund contains a balance sufficient to begin cash-based budgeting, month—
ly contributions equal to 8.8 percent of the previous month"s unrestric—
ted revenues are deposited into the reserve fund.
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This section provides for an interim appropriation limit to be effec—
tive during the period when contributions are being made to the appro-—
priations reserve fund. Except for appropriations to the permanent
fund or for bonded debt service, spending is limited under this section
to the fiscal year appropriations on the effective date of this section
adjusted annually for changes in population and inflation. Appropria—
tions above this [limit may be made only in a state of emergency.

A supplementary source of contributions to the reserve fund is provided
in this section. These contributions equal 25 percent of any unappro—
priated revenues remaining at the end of each fiscal year during the
contribution period. For example, unappropriated revenues would remain
in the event that actual vrevenues received during the year exceed
expectations, and more importantly, exceed total appropriations for
the year.

Section 5.

This section establishes an effective date for the appropriation limita—
tion defined in Section 1 of this resolution. The effective date 1is
July 1 of the year following the fiscal year in which the appropriation
reserve fund balance exceeds 1.5 times the preceding fiscal year appro—
priations.

Section 6.

This section provides that the Constitutional amendments proposed in
this resolution shall be placed before the voters in the next general
election.
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HJR0039
00538
03/18/83
HOUSE
HOUSE JOINT RESOLUTION NO. 39 by Hayes, Abood, Barnes,
Bettisworth, Cowdery, Flood, Liska, Martin, Ringstad,
Uehling, Ward, Lindauer and Bussell:
Proposing amendments to the Constitu—
tion of the State of Alaska creating
an appropriation reserve fund,
was read the first time and referred to the State Affairs
and Finance Committees.

HJR0039
02.652
02/21/84
HOUSE
The State Affairs Committee has had HOUSE JOINT RESOLUTION
NO. 39 (proposing amendments to the Constitution of the
State of Alaska creating an appropriation reserve fund),
under consideration, recommends it be replaced with CQM-
MTTTEE SUBSTITUTE FOR HOUSE JOINT RESOLUTION NO. 39 (State
Affairs):
"Proposing amendments to the Constitu—
tion of the State of Alaska creating an
appropriation reserve fund and limiting
increases in appropriations.”
and reports it back as follows: Abood (Chairman) and
Cowdery recommend do pass; M. M. Miller and Larson have no
recommendation. A fiscal note was attached.
HJR 39 was referred to the Finance Committee.
The fiscal note appears in House Journal Supplement No. 95.

HJR0039
02901
03/13/84
HOUSE
The Finance Committee has had HOUSE JOINT RESOLUTION NO. 39
(proposing amendments to the Constitution of the State of
Alaska creating an appropriation reserve fund), recommends
it be replaced with COMMITTEE SUBSTITUTE FOR HOUSE JOINT
RESOLUTION NO. 39 (Finance):

Proposing amendments to the Consti—

tution of the State of Alaska creating

an appropriation reserve fund and limit—

ing increases in appropriations,
and reports it back as follows: Adams (Chairman), Ward,
Fritz, Grussendorf, Furnace and Martin recommend do pass.
A zero fiscal note was attached.
HJR 39 was referred to the Rules Committee for placement on
the calendar.



Appropriation
Reserve Fund

HOPSE JOINT RESOLUTION NO. 39. (see page 333, 1983 report).
Reported back to the House February 21 by State Affairs
recommending it be replaced with a substitute and as follows:
Abood (Chair) and Cowdery recommend it do pasn; M. M. Miller and
Larson had no recommendation. To Finance.

The State Affairs CS completely rewrites the resolution:

— Section 1 rewrites Article IX, section 16 of the Alaska
Constitution, "Finance and Taxation. Appropriation Limit." to
establish a limit on appropriations that is the lesser of two
amounts ". . .appropriations from the treasury during a fiscal year
may not exceed the lesser of the amount appropriated in the year
this section takes effect adjusted for the cumulative inflation and
population growth or decline as defined by law or 95 percent of the
unrestricted revenue of the state for the previous calendar year.

Permanent Fund and general obligation debt appropriations would be
exempt, and additional appropriations would be allowed only if the
Governor declares a state of emergency. Section 1 would take
effect on July 1 of a year when the reserve fund reaches its target
balance (balance 1is defined in section 2, below) thus, this limit m
will go in to effect at that point; between June 30, 1986 and that
point, however, there will be a different "interim" appropriations
limit, defined in section 4, below.

— Section 2 adds a new section to Article IX of the Alaska
Constitution, "Finance and Taxation" that establishes a reserve
fund [to receive deposits defined in section 3, below]. It

prohibits the use of the fund for appropriations, with certain
exceptions (such as repelling invasion and meeting natural
disasters), and would require investment of the fund balance [i.e.,
of deposits made to the fund], including retention and reinvestment
of those interest earnings. After June 30 of the year when the
total balance of the fund (including interest earnings) reaches
150Z of the amount of unrestricted revenues appropriated in the
previous fiscal year, the fund balance lapses into the treasury
[from which it can then be legally appropriated], [Note: "150Z" *
"Target Balance™].

- Section 3 adds a new section to Article XV of the Alaska
Constitution, "Schedule of Transitional Measures™, that provides
for monthly deposits to the reserve fund. The deposits will equal
8.8Z of the state"s monthly collection of unrestricted revenues
(which are received into the Treasury). The deposits will be
transferred to the fund on the first of each month [note:
"transfer”™ is a legal term- it means an automatic Treasury
transfer, which 1is not an "appropriation”- thus, these deposits are
not counted under the limit created in section 1, above.]

The monthly deposits will begin on July 31, 1985 (the first deposit
will thus be 8.8Z of unrestricted revenues collected during the
first month of that fiscal year, which begins on July 1, 1985).
Deposits will stop on June 30 of the year when the fund reaches its
target balance (thus, the last deposit made on that June 1).



Allows extra deposits to be made to the fund, in addition to the
monthly deposits— these deposits may occur because of the interim
spending limit set up on section 4, below, which will be in place
from after June 30, 1986 until the fund target is reached; while
this interim limit is in effect, at least 25* of any unappropriated
(i.e., "excess"lor "over the interim limit") revenues must be
transferred into the fund; these are the extra deposits ("any
balance™, p. 2, line 16 of the resolution).

Would allow the amount of the extra deposits to take the place of
an equal amount of monthly deposits required in a given year. If
the amount of the extra deposits were greater than the total amount
of monthly deposits remaining in the year, however, the remainder
of the extra deposits would not replace the monthly deposits
beginning in (or after) January of the next year (i.e., no matter
how large the extra deposit(s) in any year, 1it/they could never
replace more than 12 monthly deposits).

— Section 4 adds a new section to Article XV of the Alaska
Constitution, "Schedule of Transitional Measures"™, that would
create an interim appropriations limit, that would be in effect
from after June 30, 1986 until June 30 of the year when the fund
reaches its target balance. The limit provides that appropriations
may not exceed the amount appropriated in the year in which this
section becomes effective (presumably 1984, upon voter approval),
as adjusted annually for inflation and population growth.

The Permanent Fund appropriations and general obligation debt
appropriations are exempted from this interim limit (as with the
subsequent limit, after the fund reaches its target balance).

Other appropriations over the limit can be made only if the
Governor delcares an emergency. If.there are "excess" or "surplus"
unrestricted revenues (i.e., above amount established by this
interim limit), at least 25% of them shall be transferred (again:
not an "appropriation") into the reserve fund- transferral will
occur on the first day of the coming fiscal year (i.e., the one
being appropriated/budgeted).

— Section 5 provides that the (later) appropriations limit created
in section 1 will go into effect on July 1 of the year in which the
fund reaches its target balance. It also provides that everything
else in section 1 becomes effective on that same July 1st.

— Section 6 provides that the amendment proposed by this resolution
will be placed before the voters at the next general election
(November, 1984).

History: the resolution was introduced March 18, "83 by Rep. Hayes

and proposed amendments to the state constitution creating an appropria—
tion reserve fund. After July 1, 1992 no money in excess of the balance
of the appropriation reserve fund at the close of the preceding fiscal
year could be withdrawn from the treasury, except for wars, natural
disasters, or redeeming indebtedness at the time the section takes effect.

After July 1, 1992, all state revenues would be required to be placed in

the fund and the balance would lapse into the treasury at the close of each
fiscal year. Annual appropriations would have started during the 14th
Legislature, and continued through the 17th in amounts equal to 15% of the
average gross receipts of the general fund (described how amounts are figured).
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Offered: 3/13/84
Referred: Rules

Original sponsors: Hayes, Abood/
Barnes, et al

IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE JOINT RESOLUTION NO. 39 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION
Proposing amendments to the Constitution
of the State ofAlaska creating an
appropriation reserve fund and [limiting
increases in appropriations.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. Article 1IX, sec. 16,Constitution of the State of Alaska,
is repealed and readopted to read:
SECTION 16. APPROPRIATION LIMITATIONS. .Except for appropria-
-f& r- d<vC<l
tions 4ro- the Alaska permanent fund” appropriations of the proceeds of

revenue or general obligations bonds and appropriations required to

1€ wWp7"1J
pay the principal and interest on general obligation bond%yc aPPr <Pri |2 r7

ations from the treasury during a fiscal year may .not exceed the
- i ~Hj) <7 pv w itn t

lesser of the amount appropriated in EFfe fiscal yea"ry~Chis section -jp77

takes effect adjusted for the cumulative inflation and population

growth or decline as defined by law or 95 percent of the unrestricted

revenue of the state for the previous calendar year. An appropriation

in excess of this limit may not be made unless a state of emergency is

declared by the governor as provided by law. The governor shall cause

any unexpended or unappropriated balance to be invested so as to yield
competitive market rates to the treasury.

* Sec. 2. Article IX, Constitution of the State of Alaska, is amended

by adding a new section to read:
SECTION 17. APPROPRIATION RESERVE FUND. An appropriation re—
serve fund is established. Appropriations may not be made from the

appropriation reserve fund except for the purpose of repelling

CSHJR 39(Fin)
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invasion, suppressing insurrection, defending the state in war, meet-
ing- natural disasters, or appropriations required to pay the principal
.. 7 TV > ot mh VAT
and interest on general obligation bonds. On June 30 of Vv fiscal

year in which the balance of the appropriation reserve fund exceeds
1.5 times the appropriations of unrestricted revenue in the preceding
fiscal year, the balance of the appropriation reservefund shall lapse

into the treasury. The balance of the appropriation reserve fund

shall be invested at competitive national market rates. All earnings

of the fund shall become part of the principal of the fund.

* Sec. 3. Article XV, Constitution of the State of Alaska, is amended

by adding a new section to read:

SECTION 29. APPROPRIATION RESERVE FUND. Beginning July
1985, and continuing until June 30 of the fiscal year in which the
balance of the appropriation reserve fund exceeds 1.5 times the appro-
priations of unrestricted revenue in the preceding fiscal year, an
amount equal to 8.8 percent of the unrestricted revenue for each month
shall be transferred from the treasury to the appropriation reserve

fund on the first day of the succeeding month.

t Tull*Hl, VTri T.w @ til-h<meorir

J>yxflddi pg*-Ta-fFlew “Beet-1 OTp«ttr»nTfSfdf

**'SECTION St). ftgrftOPniATIOH mXHETAT IftMG=—
until June 30 of the fiscal year in which the balance of appro-
priation reserve fund exceeds 1.5 times the appropriations of unre-
stricted revenue in the preceding fiscal®.-yfear*s appropriations from
the treasury during a fiscal year-r*except for appropriations to the
Alaska permanent fund, approp%?étions of the proceeds of revenue or
general obligation-bonds and appropriations required to pay the prin-
A

cipal and.interest on general obligation bonds, may not exceed the

Aunoontfeppty>p«ted-d. "rt-~heAflscad 7 €af iTi-.whi<ih-t-hi"e-"yetrti<»n*-«cl>«0<>mB«
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governor as proyidecl by law. The governor shall cause any unexpended
or unappropriated balance to be invested so as to yield competitive

the-tro«Bcryw. No less than 25 percent of that portion
of the unrestricted revenue of the state which has not been appropri-
ated as allowed by this section shall be transferred from the general
fund to the appropriation reserve fund on the first day of each fiscal
year during the period defined in this section. On*» — .n.
iWhi ch th.VR.MECtiorv- act><" tt>eM provi8 T
JArfi-cle- -1 X»of~iJhia”Cons-titutrirtfff*-hYe~Su"pETaode"-]

* Sec. jf.~Section 1 of this amendment takes effect on July 1 of the
fiscal year following the fiscal year in which the balance in the appropri-
ation reserve fund established in sec. 2 of this amendment exceeds 1.5
times the appropriations of unrestricted revenue in the preceding fiscal
year. i

*Sec.amendments proposed by this resolution shall be placed
before the voters of the state at the next general election in conformity
with art. XIIl, sec. 1, Constitution of the State of Alaska, and the elec-

tion laws of the state.

-3- CSHJR 39 (Fin)
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Original sponsors: Hayes, Abood,

Barnes, et al

IN THE HOUSE BY THE FINANCE COMMITTEE

BE

*

CS FOR HOUSE JOINT RESOLUTION NO. 39 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION
Proposing amendments to the Constitution
of the State of Alaska- creating an
appropriation reserve fund and limiting

increases in appropriations.

IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

Section 1. Article 1IX, sec. 16, Constitution of the State of Alaska,

is repealed and readopted to read: N

<\

*

SECTION 16. APPROPRIATION LIMITATIONS. Except for appropria-

tions to the Alaska permanent fund,.appropriations of the proceeds of

["revenue or general obligations bonds and appropriations required to

pay the principal and interest on general obligation bonds”appropri-
ations from the treasury during a fiscal year may not exceed the

(toCM*S = - "r=
lesser of the amount appropriated in the fiscal year* this section
takes effect adjusted for the cumulative inflation and population
growth or decline as defined by law!or 95 percent of the unrestricted
revenue of the state for the previ;u; calendar year:““An appropriation
in excess of this limit may not be made unless a state of emergency 1is
declared by the governor as provided by law. The governor shall cause
any unexpended or unappropriated balance to be invested so as to yield

competitive market rates to the treasury.

Sec. 2. Article 1IX, Constitution of the State of Alaska, 1is amended

by adding a new section to read:

SECTION 17. APPROPRIATION RESERVE FUND. An appropriation re—
serve Tfund is established. Appropriations may not be made from the
appropriation reserve fund except for the purpose of repelling

-1- CSHJR 39 (Fin)



in war, meet-

pay the principal

and interest on [general obligation bonds.. On June 30 of the fiscal

year in which the balance of the appropriation reserve fund exceeds

1.5 times the appropriations of unrestricted revenue in the preceding

fiscal year, the (balance of the appropriation! reserve “unc® shall lapse

into the treasury. The balance of the appropriation reserve fund

shall be invested at competitive national market rates. All earnings
of the fund shall become part of the principal of the fund.

* Sec. 3. Article XV, Constitution of the State of Alaska, 1is amended

by adding a new section to read: J!
\/\
SECTION 29. APPROPRIATION RESERVE FUND. Beginning July 317,

1985, and continuing until June 30 of the fiscal year 1in which the
balance of the appropriation reserve fund exceeds 1.5 times the appro—
priations of unrestricted revenue 1in the preceding fiscal year, an
amount equal to 8.8 percent of the unrestricted revenue for each month
shall be transferred from the treasury to the Zappropriation reserve
fund on the first day of the succeeding month.f"vw"sM~fi}

* Sec. 4. Article XV, Constitution of the State" of"Alaska, is amended

by adding a new section to read:

SECTION 30. APPROPRIATION LIMITATIONS. After June 30", 1986", and
until June 30 of the fiscal year 1in which the balance of the appro-—
priation reserve Tfund exceeds 1.5 times the appropriations of unre—
stricted revenue in the preceding fiscal year®"s appropriations from
the treasury during a fiscal year, except for appropriations to
Alaska permanent fund, appropriations of the proceeds of
general obligation bonds;and appropriations required to pay

M y
and Interest on general obligation bond?, may not exceed

amount appropriated in the fiscal year in which this set

CSHJR 39 (Fin) 0
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<6 effective by more than the cumulative inflation and population growth
or decline as prescribed by IaJ. An appropriation in_excéss ofcfhis
limit may not be made unless a state of emergency is declared by the
governor as provided by law. The governor shall cause any unexpended

or unappropriated halanr-.c to be_-invested so as to yield competitive
market rates to the treasury. No less than 25 percent of that portion

of the unrestricted revenue of the state which has not been appropri—

ated as allowed by this section shall be transferred from the general

fund to the appropriation reserve fund on the first day of each fiscal

year during the period defined in this section. During the period 1in
which this section 1is in effect the provisions of Section 16 of

.Article 1X of this Constitution are superseded.

* Sec. 5. Section 1 of this amendment takes effect on July 1 of the
fiscal year .Lgllowq;]ng_-thf_;islcal yiear_*in which the balance 1in the appro“—l‘
priation reserve fund established in sec. 2 of this amendment exceeds 1.5
times the appropriations of unrestricted revenue 1in the preceding fiscal
year.

¥ Sec. 6. The amendments proposed by this resolution shall be placed
before the voters of the state at the next general election in conformity
with art. XIl1l, sec. 1, Constitution of the State of Alaska, and the elec—
tion laws of the state.

1V;
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HOUSE of Representatives
Office of tde Mgjority deadker _ Poach v

State Capitol
Official Business Juneau, Alaska 99811

MEMORANDUM
HOUSE MAJORITY COALITION MEMBERS

FROM REPRESENTATIVE RAMONA BARNES
fHOUSE MAJORITY LEADER

,+v ."DATE: 7.-MARCH 15, 1984 - tev,
RE: CSHJR 39 (Fin) Proposing amendments to the constitution of the State

of Alaska creating an appropriation reserve fund and
limiting increases in appropriations.

;A;i ISSUE "eeThe present system of budgeting is satisfactory, and thus cash based

Jlg:: &*m " $&>budgeting is an unnecessary gimmick.
- : ] B e’ o e e “ ;

- a. ANSWER At present, all state governments and most municipalities prepare

annual or biennial budgets based on anticipated income. In Alaska, a

few weeks before the beginning of each fiscal year, the legislature

completes and the governor signs a budget based on revenues expected

to begin coming into the state treasury on July 1. This method of

budgeting poses two problems. First, it is possible for the state to

fail to fund needed projects because of a low revenue forecast when

money actually would have been available. Second, and more seriously, -

it is possible for the state to fund projects for which money is later

not available, with the attendant ramifications of curtailing

programs, interrupting operations and dashing expectations.

ISSUE based budgeting is a good idea, but now is not the right time to

1t.

ANSWER Because of the lead time necessary in getting a constitutional
amendment approved by the voters, and the projections of declining
revenue in the late 1980 %, this may be the last opportunity the state
has to implement cash based budgeting. Constitutional amendments can
only be placed on the ballot during general elections. If the
amendments contained in this resolution are not placed before the
voters this year, they cannot be placed before the voters until 1986.
This means that money would not start being put in the fund until FY
1988. Current projections are that state revenue will begin declining
in FY 1989. It may be more difficult for the state to deposit 8.8% of
its income in the fund for the years 1988 through 1995, when 6 of

those 7 years are years of declining income. Thus, this appears to be
the last good chance we have to adopt cash based budgeting.



ISSUE Other than providing certainty in the budgeting process, there are no
other advantages to cash based budgeting.
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CS HJR 39 Sectional Analysis
(Finance Committee Substitute)
Prepared by House Research Agency

this resolution) begin July 31, 1985 and continue through June
30 of the year in which the reserve balance exceeds 1.5 times
the preceding year appropriations of unrestricted revenues.

3) General fund appropriations are limited (as provided in Section 4
of this resokutionllduring thefpegiod of time.in which contribu-

4) When sufficient funds to begin cash-based budgeting have been
collected, the reserve fund balance 1is transferred 1into the

treasi”;*y.

5) Once cash-based budgeting begins, a new spending limit (as de—
fined in Section 1 of this resolution) 1is imposed.

Section 1.

This section replaces the existing State Constitutional spending limit
provisions. According to Article 9, Section 16 of the Alaska Constitu—
tion, the present appropriation limit is equal to $2.5 billion adjusted
for federal indices of change in population and inflation since July 1,

1981, except for appropriations for permanent fund dividends, revenue
bond proceeds, debt service on general obligation bonds, afid non-State
trust funds.”v Article 9 Section 16 further provides that within the
appropriation limit, "at least one-third shall be reserved for capital

projects and loan appropriations.” Appropriations for capital projects
above the appropriation limit are permitted if approved by the governor
or passed by a three-fourths legislative veto override and if approved
by the Alaska voters.



Section 1 of CS HJR 39 proposes to substitute for the current appropria—
tion limit one of the following [limitations, whichever* is less:*

1) the appropriations for the year that this constitutional limit be—
comes effective (see Section 5 for effective date), adjusted each
year for changes in population and inflation; or

w7 v
2) "95 percent of the unrestricted revenue of the State in the pre—
vious calendar year.”™ (In a period of declining revenues, this

would likely be the effective Ilimit on State appropriations).

These limitation provisions become effective once cash-based budgeting
begins (see Section 5 for the effective date). Appropriations which
fall within the limits of this section exclude appropriations "to the
permanent fund, appropriations of the proceeds of revenue or general
obligations bonds and appropriations required to pay the principal
and interest on general obligation bonds..."

my At
Section 2.

An appropriation reserve fund is created 1in this section and is pro—
tected from appropriation except in a state of emergency or for meeting
the general obligation bonded debt of the State. During a period of
(roughly 7 to 9) years, contributions to the reserve fund will be made
from unrestricted revenues as described in section 3 below. The reserve
fund will be transferred into the treasury once the balance exceeds
1.5 times the preceding fiscal year appropriations of unrestricted
revenue. This automatic termination of contributions to the reserve
fund insures that cash-based budgetting will begin with the equivalent
of 18 month"s of State appropriations in the reserve.

This section further provides that the appropriation reserve balance
is to be invested at competitive market rates and that all earnings
from these investments will be retained by the reserve fund during the
years when contributions are being made to the fund.

Section 3.

This section provides that 8.8 percent of unrestricted revenues received
each month will be transferred into the appropriation reserve fund from
July 31, 1985 until the reserve fund exceeds 1.5 times the appropriations
of the preceding year. In other words, until the appropriation reserve
fund contains a balance sufficient to begin cash-based budgeting, month—
ly contributions equal to 8.8 percent of the previous month"s unrestric—
ted revenues are deposited into the reserve fund.
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Section 4

Seel

This section establishes an effective date for the appropriation limita-
tion defined 1in Section 1 of this resolution. The effective date is
July 1 of the year following the fiscal year in which the appropriation
reserve fund balance exceeds 1.5 times the preceding fiscal year appro—
priations. -

Section 6.
This section provides that the Constitutional amendments proposed in

this resolution shall be placed before the voters in the next general
election.



THE GENERAL FUND AS A REVENUE SOURCE FOR CASH-BASED BUDGETING
Based an a 30th Percentile Revenue Projection
(aillions of dollars) V

DOR Revenue  Potential General General * . y.
Fiscal  Revenue Under  Expenditure Fund Fund ....Cash-Based Budgeting Reserve Fund...
Year  Forecast CBB Level Earnings  Balance Contributions  Earnings Balance
- wgt ‘3‘769 3 7e;a 201 2,010 Hzv. -
. , , , ) = VS
WIMIM s . L s o 2,540 o
1983 3,624 3,624 266 2,660
or 1984 3,233 3,233. 300 3,000
I 1985 3,219 3,219 250 2,500 Y
1986 3,365 3,069 3,069 259 2,590 296.1 14 310
1987 3,729 3,401 3,401 288 2,880 328.2 48 686
1988 3,711 3,384 3,384 288 2,880 326.6 87 1,100
1989 4,068 3,710 3,710 318 '3,180 358.0 132 1,590
J 1990 3,880 3,539 3,539 301 3,010 341.4 183 2,114
1991 3,582 3,267 3,267 275 2,750 315.2 236 2,665
1992 3,536 3,225 3,225 270 2,100 311.2 294 3,270
1993 3,405 3,105 3,105 258 2,580 299.6 357 o 3,927
1994 3,290 3,000 3,000 247 2,470 289.5 425 4,641
1995 3,195 3,644 1 3,348 685 7,297
1996 3,033 3,183 3,467 672 7,174
1997 3,092 3,540 3,564 673 7,180
1998 3,159 3,617 3,512 687 7,325
1999 3,213 3,680 3,518 * 698 7,447
2000 3,245 3,718 3,648 705 7,527
®) @ ©) (©) 0 ®) @ -

col.

2 Department of Revenue January, 1984 revenue projection.

3 Revenues after effects of cash-hased budgeting progras. During the CBB reserve contribution period,
revenues (coluan 3) are equal to DOR projections ainus annual CBB contributions. Starting with the
first cash-based budgeting year, revenues (coluan 3) are equal to DOR projections plus additional
earnings which accrue to the general fund as a result of transferring the CBB reserve fund balance to the
general fund.

Expenditure levels are presently liaited to projected revenues (ignoring the Constitutional appropri-
ation liait). Beginning with the first cash-based budgeting year, expenditures will be liaited to the
revenues collected in the previous calendar year

General fund earningsare DOR projections up to the start of cash-based budgeting, at which pointthe
general fund earningswill be augiented due tD the increased earnings capacity of the general fund froa
that point on into the future.

Beginning with the first cash-based budgeting Ye€ar, the general fund balance is substantially increased
by the transfp.- of the CBB reserve fund.

Reserve fund earningsare calculated at a 10 percent annual interest rate conpounded aonthly.

The earnings rate of tne CBB reserve fundis coipounded aonthly using a 10Z annual interest rate.

This projection is based on a general fund unrestricted revenue contribution of 8.8 percent.

Prepared by House Research Agency - March 12, 1984
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CURRENT APPROPRIATICNS LIMIT

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

Section 1. Article 1X; Conttltutlon of the State of.

Alaska, la amended by adding a new aectlon to readi

SECTION 16. APPROPRIATION LIHIT. Except for appro-
prlatlona lor Alaska permanent fund dividends, appropria—
tions of ravenue bond proceeds, appropriations required
to pay tha principal and Interest on general obligation
bonds, and appropriations of money received from a non-
State source In truat for a specific purpose, Including
revenues of a public enterprise or public corporation of
the State that "Issues revenue bonds, appropriations from
the treasury made for a fiscal year shall not .exceed
$2,300,000,000 by more than the cumulative change, de
rived from federal Indices as prescribed by law. In
population and Inflation since July 1, 1981. Within this
limit, at least one-third shall be reserved for capital
projects and loan appropriations. The legislature may
exceed this limit In bills for appropriations to the
Alaska permanent fund and In bills for appropriations for
capital projects, whether of bond proceeds or otherwise.
If each bill Is approved by the governor, or passed by
affirmative vote of three-fourths of the membership of
tha legislature over a veto or ltem veto, or becomes law
without signature, and Is also approved by the voters as
prescribed by law. Each bill for appropriations for
capital projects in excess of the Unit shall be confined
to capital projects of the same type, and the voters /
shall, as provided by law, be Informed of the cost of
operations and maintenance of the capital projects. Ho :
other appropriation In excess of this limit may be made ~*

except to meet N stat-j of disaster.declared by the gover—
nor us prescribed by law. The governor shall cause any
unexpended and unappropriated balance to be Invested so
us tgﬂyield competi%ive market rates to the treasury.

>

-* Sec. 2. Article XV, Constitution of the State of Alaska,
la amended by adding new sections to read:

SECTION 26. APPROPRIATIONS FDR RELOCATION OF THE
CAPITAL. If a majority of those voting on the question
at the general election In 1982 approve the ballot pro—
position for the total cost to the Stste of providing for
relocation of the capital, no additional voter approval
of appropriations for that purpose within the cost ap-—
proved by the voters la required under the 1982 amendment
limiting Increases In appropriations (art. IX, see. 16).

SECTION 27. RECONSIDERATION OF AKENOMENT LIHITINC
INCREASES Il APPROPRIATIONS. If the 1982 amendment
limiting appropriation Increases (art. IX, sec. 16) Is
adopted, tha lieutenant governor shall cause the ballot
title and proposition for the amendment to be placed on
the ballot again at the general election In 19B6. If the
majority of those voting on the proposition In 1986
rejects the amendment, 1t shall be repealed.

SECTION 28. APPLICATION OF AHENDHENT. The 1982
amendment limiting appropriation Increaaca (art. IX,
sac. 16) applies to appropriations made for fiscal year
1984 and thereafter.

* Sac, 3. The amendments proposed by this resolution shall
be placed before tha voters of the state at tha next general
election In conformity with art. XIl1l, sec. 1, Constitution of
tha Stata of Alaska, and.tha election laws of the state.
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Introduced: 3/18/83
Referred:

Finance

IN THE HOUSE

State Affairs and

BY HAYES, ABOOD, BARNES,
BETTISWORTH, COWDERY, FLOOD
LISKA, MARTINr RINGSTAD,
UEHLING, WARD, LINDAUER
AND BUSSELL

HOUSE JOINT RESOLUTION NO, 39

<IN THE LEGISLATURE OF THE STATE OF ALASKA

THIRTEENTH LEGISLATURE

BE

* _Section.1l. Article

IT RESOLVED BY THE LEGISLATURE OF THE

1X,

- FIRST SESSION
Proposing amendments to the Constitution

-of the State of Alaska creating an

appropriation reserve fund.
STATE OF ALASKA:

Constitution of the State of Alaska, is amend—

ed by adding a new section to read:

.SECTION 17.

serve fund

the balance of the appropriation reserve fund at

preceding fiscal

the purpose of repelling

the State in war,

outstanding at the time this section becomes effective.

1992, all revenue of

reserve fund and the balance of the appropriation reserve

lapse

* Sec. 2. Article XV,

APPROPRIATION RESERVE FUND.

is established.

year shall

meeting natural

into the treasury at the close of each succeeding fiscal

An appropriation re-—

After July 1, 1992, no money in excess of

the close of the

be withdrawn from the treasury except for

invasion, suppressing insurrection, defending

disasters, or redeeming indebtedness

After July 1,

the State shall be placed in the appropriation

fund shall
year.

Constitution of the State of Alaska, is amended

by adding a new section to read:

SECTION 26.
First Session of the
First Session of the
annually appropriate
serve fund an amount

of the general fund,

For the purposes of this

APPROPRIATION RESERVE

FUND. Beginning with the

Fourteenth Legislature and continuing through the

Seventeenth Legislature, the legislature shall

from the general fund to the appropriation re—

equal to 15 percent of the average gross receipts

as determined in accordance with this section.

section, "average gross receipts of the

HJR 39
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Yoo 'geng:al fﬁﬁﬁ" is_aetérmfgg%"by dividing ’ the total ~amouni of m&aﬁey
2 deposited in the general fund and 1in special accounts within the
3 general fund (other than the appropriation reserve fund) from all
4 sources during the four fiscal years immediately preceding the current
5 fiscal year by four.
6 * Sec. 3. The amendments proposed by this resolution shall be placed

7 before the voters of the state at the next general election in conformity
8 with art. XIIl, sec. 1, Constitution of the State of Alaska, and the elec-

9 tion laws of the state.
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Offered: 2/21/84
Referred: Finance

Original sponsors: Hayes, Abood;
Barnes; et al

THE HOUSE BY THE STATE AFFAIRS COMMITTEE
CS FOR HOUSE JOINT RESOLUTION NO. 39 (State Affairs)
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION
Proposing amendments to the Constitution
of the State of Alaska creating an
appropriation reserve fund and Ilimiting
increases in appropriations.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. Article IX, sec. 16, Constitution of the State of Alaska,
is repealed and reenacted to read:

SECTION 16. APPROPRIATION LIMITATIONS. Except for appropria—
tions to the Alaska permanent fund and appropriations required to pay
the principal and interest on general obligation bonds, appropriations
from the treasury during a fiscal year may not exceed the lesser of
the amount appropriated in the year this section takeseffect adjusted
for the cumulative inflation and population growth or decline as
defined by law or 95 percent of the unrestricted revenue of the state
for the previous calendar year. An appropriation in excess of this
limit may not be made unless a state of emergency is declared by the
governor as provided by law.

* Sec. 2. Article IX, Constitution of the State of Alaska, is amended
by adding a new section to read: " A

SECTION 17. APPROPRIATION RESERVE FUND. An appropriation re—
serve fund is establi hed. Appropriations may not be made from the
appropriation reserve fund except for the purpose of repelling inva—
sion, suppressing insurrection, defending the state in war, meeting
natural disasters, or appropriations required to pay the principal and

interest on general obligation bonds. After June 30 of the year in

CSHJR 39(SA)
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interest on general obligation bonds, may not exceed the amount

appropriated in the year in which this section becomes effective by
more than the cumulative inflation and population growth or decline as
prescribed by law. An appropriation in excess of this limit may not
be made unless a state of tmergency is declared by the governor as
provided by law. No less than 25 percent of that portion of the
unrestricted revenue of the state which has not been appropriated as
allowed by this secticn shall be transferred from the general fund to
the appropriation reserve fund on the first day of each fiscal year
during the period defined in this section.

*Sec. 5. Section 1 of this amendment takes effect on July 1 of the
year in which the balance in the appropriation rese”e fund established in
sec. 2 of this amendment exceeds 1.5 times the appropriations of unre-
stricted revenue in the preceding fiscal year.

* Sec. 6. The amendments proposed by this resolution shall be placed
before the voters of the state at the next general election in conformity
with art. XIIl, sec. 1, Constitution of the State of Alaska, and the elec-

":ion laws of the state.

CSHJR 39(SA)
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INTRODUCTION V--
M m M

Following the 1982 legislative session, the House Research Agency under—
took a study of policy options for dealing with uncertain revenues.l1
Alternatives presented in the report included: risk-adjusted forecast—
ing, forward funding (cash-based budgeting), revenue indexed budgeting,

at 1 the creation of a rainy day fund. The purpose of this report is
to analyze more intensively the cash-based budgeting alternative pre—
sented in the 1982 study.

Legislative interest 1n cash-based budgeting initially surfaced with
the introduction of two bills: HB 477 (1979) and HJR 39 (1983). These
legislative measures proposed the creation of an "appropriation reserve
fund"™ into which 15 percent of annual General Fund unrestricted revenues

would be deposited over a period of seven years. With a reserve total—
ing somewhat more than one year"s appropriations, cash-based budgeting

would have begun with: 1) a transfer of the reserve fund balance to the
General Fund, and 2) the 1implementation of an appropriation " Mit
equal to the amount of revenues collected in the previous fiscal year.

Although neither of these measures was adopted by the legislature,

they have formed the basis for subsequent discussion on this concept
and have led to a substantially revised version of cash-based budgeting

being proposed for the 1984 legislative session.2

There are essentially unlimited ways 1in which a cash-based budgeting
program can be structured. This report will focus on only a few of
the many alternative approaches. As a framework for these alternatives,
this report responds to the following questions:

e What 1is "revenue uncertainty” and how does it affect the design
of a cash-based budgeting program?

e How can the transition from the current budgeting system to
cash-based budgeting be carried out?

e Is cash-based budgeting more than a mechanism for dealing with
revenue uncertainty?

e What are the limitations of cash-based budgeting?

istate Budget Policy Under Uncertain Revenue Forecasts: Options for
Legislative Action; House Research Agency Report 82-B.

2A more complete history and analysis of HB 477 and HJR 39 can be
found in Appendix A.
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Additionally, this report addresses a number of the broader questions

surrounding cash-based budgeting which should be pertinent to any
legislative analysis of this topic. Our analysis of cash-based budget—
ing was aided by a series of computer programs developed within the
House Research Agency. These programs enable us to assess the sensi—
tivity of the variables and assumptions considered in this study. More—
over, these computer models make possible a fairly rapid response to
legislative inquiries about the fiscal impacts of a given set of design
parameters for funding a cash-based budgeting program.
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CASH-BASED BUDGETING: A RESPONSE TO REVENUE UNCERTAINTY

"EXECUTIVE SUMMARY

Cash-based budgeting (CBB) has been proposed as a means of eliminating
the budgeting problems <created by uncertain and fluctuating State
revenues. Cash-based budgeting (also known as "forward funding")
would reduce or eliminate uncertainty by tying the State budget for
a given year to the amount of revenues already received and deposited
in the treasury during a prior year. Before enacting or signing the
budget, the legislature and governor would know exactly how much money
was actually available to spend.

Conventional budgeting practices in most states (including Alaska) in—
volve forecasting revenues for the coming fiscal year. Appropriations
included in the budget are limited to the anticipated revenues for
that year. With approximately 85 percent of Alaska®s total revenues
dependent on oil taxes and royalties, an error 1iIn projecting the
price of oil or production level for the coming year can result in
substantial miscalculations of total available revenues.

In response to the risk associated with any forecast of future revenues
for the State of Alaska, the Department of Revenue began 1issuing a
"risk-adjusted" forecast for the FY 84 budget vyear. The so-called
"30th percentile” forecast implies that actual revenues are likely to
fall short of the projected amount only 30 percent of the time. This
means that there 1Is a 70 percent probability that actual revenues will
equal or exceed the forecast for that year.

"Revenue Uncertainty”™ And The Design Of A CBB Program

Given that the objective of the cash-based budgeting proposal is to re—
solve the '"revenue uncertainty” problem, it is 1important that the
concept of revenue uncertainty be fully understood.3 Revenue certainty
relates to the likelihood that incoming revenues will be sufficient to
cover budgeted appropriations. If "reasonable certainty” is sufficient
for budgeting purposes, one might choose to limit appropriations to
the 30th percentile revenue projection (which gives a 70 percent assur—
ance that actual revenues will equal or exceed budgeted appropriations).

31t is important to recognize that the "revenue uncertainty”™ addressed
by cash-based budgeting relates to a 12 or 18-month time period. The
revenue uncertainty associated with a projected long-term®™ revenue
decline is not the specific target of cash-based budgeting.

_3-
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EXECUTIVE Summary

Only when a 100 percent probability exists that revenues will be suffi—
cient to offset budgeted appropriations for the next fiscal year can
one say that "revenue uncertainty"” has been eliminated. This means
that the legislature and governor must know that there 1s ™cash 1n
the bank™ sufficient to meet expenditures buageted for the next year.

The major requirement of a cash-based budgeting program is the creation

of a cash reserve from which appropriations can be made.4 A cash

reserve equal to 18-months of expenditures 1is required if the legisla—
ture wishes to begin each session with absolute certainty that there
1s sufficient cash to meet expenditures budgeted for the next fiscal

year._.For absolute certainty on July 1 (the start of the budget year),

only 12-months of revenues are required 1n the reserve. Funding of
the CBB reserve fund can be structured in two basic ways:

e smaller annual deposits over a period of years would provide
for a delayed start of this budgeting system.

. a single very large deposit would allow for a near-term imple—
mentation of cash-based budgeting, or

Based on the assumption that the current State government expenditure
policy of appropriating total projected revenues applies for the year
in which cash-based budgeting begins, an 18-month CBB reserve must
contain $4,829 billion to start cash-based budgeting in FY 86, or
$4,581 billion for a delayed start in FY 94.

Deferred Implementation of Cash-Based Budgeting

During the current session, legislative attention on cash-based budget—
ing has focused on a long-term payment plan (CS HJR 39) for developing

the CBB reserve fund. There are essentially three sources of funding
the CBB reserve for deferred implementation of cash-based budgeting:

the General Fund, Permanent Fund earnings, and new or higher taxes.
Over a period oF years, contributions to the CBB reserve would come
from one or a combination of these sources (CS HJR 39 targets General

Fund unrestricted revenues). A significant feature of CS HJR 39
(and the computer model wused in this report) 1s the automatic start-up
of cash-based budgeting once the reserve fund exceeds 1.5 times the
appropriations of the preceding fiscal year.

4A Constitutional amendment is the generally preferred means of creat—
ing the reserve fund and defining 1its use for budgetary purposes.
The Constitution would serve to insulate the cash-based budgeting
reserve fund from the political process much as is the case with the
Permanent Fund.
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The General. Fund. In this .report, General Fund unrestricted revenues
fdentified as potentially available for contribution to a CBB reserve
fund are those revenues "in excess™ of the projected operating costs
of government. For this purpose, no real growth 1in the Operating
Budget above the FY 84 level ($2,057 billion) 1is assumpd.

Three mechanisms for obtaining contributions to the CBB reserve fund
are considered in this report:

e A percentage of unrestricted revenues deposited into the CBB
reserve fur.d monthly;

e A "grubstake™ contribution to the CBB reserve fund appropriated
in the 1964 legislative session to become effective contingent ":°
on voter approval of the CBB program during the 1984 general
election.

e A percentage of the balance of unobligated (unappropriated)
revenues remaining in the General Fund at the end of each year.

Assuming that actual revenues match the 30th percentile revenue fore—
cast, annual contributions of 10.3 percent of total unrestricted reve—
nues would enable the CB8 reserve fund to attain the 18-month reserve
requirement of $4,581 billion by FY94. An FY 94 cash-based budgeting
start-up could also be achieved with an annual General Fund contribution
of 8.9 percent if a front-end (grubstake) contribution of.$300 million

were made during the current session. Under these options, annual
contributions to the CBB reserve fund would range between $300 mil lion
and $420 million. General Fund "excess revenues” would be sufficient

to meet CBB contribution requirements in every year except FY 92 and
FY 93.

Permanent Fund Earnings. Permanent Fund earnings are another potential
source of funds, for a CBB reserve account. This report assumes the
Permanent Fund 1is restructured to allow annual contributions to the
CBB reserve fund.

Under this set of assumptions, Permanent Fund earnings contributed to
the CBB reserve fund are projected to increase from $208 million 1n FY
86 to $501 million in FY 94. Given the earnings potential of the CBB
reserve fund, cash-based budgeting could be started in FY 96 with
Permanent Fund earnings as a source of contributions.

New or Higher Taxes. A third alternative for funding cash-based bud—
geting is through new or higher taxes. However, this approach is
less promising than the General Fund or Permanent Fund earnings options
for the following reasons:



EXECUTIVE SUMMARY

e The political feasibility of raising petroleum taxes is a matter
of considerable conjecture, especially in light of the Congres-
sional debate over the need to limit the ability of petroleunm
producing states to increase cil production taxes.

v Given the January 1984 estimate of all nonpetroleum tax reve—
nue of $131 million, tax rates would have to be three to four
times higher than existing rates in order to meet CBB reserve
contribution requirements of between $300 to $420 million per
year.

e A reinstituted Alaska individual income tax could potentially
raise revenues of around $436 million per year. This potential
source of funds for cash-based budgeting is of a sufficient
magnitude to fund a CBB reserve, by the late 1990s, but may
also be useful as a supplementary source of funds under other
implementation options.

Near-Term Implementation of Cash-Based Budgeting

Two methods by which cash-basedbudgeting could conceivably be imple—
mented soon after voter approval in 1984 are by a loan from the Per—
manent Fund and by bonding. Both options would require adoption ofa

constitutional amendment allowing the State to incur debt for pur—
poses other than for capital construction projects. Assuming cash-

based budgeting could begin in FY 86, both the Permanent Fund loan and

bonding methods would involve a lump sum deposit into the CBB reserve

fund of $4,829 billion.

Permanent Fund Loan. The plan for repayment of the Permanent Fund
loan depends on””the interest rate and repayment period assumed.
Given a 7-year repayment period and an annual interest rate of ten
percent, $479 million per year (in addition to interest earnings on
the balance) would be div€:rted from the General Fund to repay the
loan.

The Permanent Fund loan approach to funding the CBB reserve presents
difficulties for the following reasons:

K'— - <
e The loan repayment plan stated above assumes perfect liquidity
of Permanent Fund 1investments. In actuality, some Permanent

Fund investments are not readily retrievable for contribution
into the CBB reserve fund. Consequently, the start-up date for
cash-based budgeting may be delayed from 2 to 3 years, and the
annual repayment amounts would be 1increased since the CBB
reserve fund target grows in proportion to revenue projections
through FY 90.
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e A serious drawback of the Permanent Fund loan concept is the
precedent that such a use of the Permanent Fund, principal
femrst.

e A Permanent Fund loan would likely be viewed by the bond market
as no different than any other general obligation debt of the
State. Consequently, this very large outstanding debt might
cause the State"s AA bond rating to drop, to A or A-, making
further bond sales ter any State agency more expensive while
the loan was being repaid. Furthermore, a debt of the magnitude
of $4.8 billion would eliminate any further debt capacity for
the State until this loan is repaid.

Bonding. An alternative near-term cash-based budgeting funding source
ts bonded debt. If $4,829 billion in bonds could be sola by the State,
cash-based budgeting could be started in the near-term with a repayment
schedule much like that which would occur under the Permanent. Fund loan
option. The following potential problems are associated with the
bending alternative:

According to a recent vreport of State debt capacity, an
additional $1.2 billion in debt could potentially be incurred
by the State through FY 90 only by doubling its current debt
service to revenue ratio. This report recommends against such
an increase in the debt service/revenue ratio since the State"s
AA bond rating would be 1n jeopardy.5

The.Internal Revenue Service (IRS) forbids financial arbritrage
with regard to revenues vraised by sale of tax exempt bonds.

This means the State would be prohibited from investing revenues

raised by bond sales at interest rates higher than those per—
taining to the sale of the bonds. This factor would effectively
raise the overall cost of the bonding alternative for funding

cash-based budgeting by the amount of foregone interest earnings

of CBB reserve fund investments.

The Fiscal Benefits and Limitations of Cash-Based Budgeting

The intent of legislation proposing cash-based budgeting is to create
a budgeting system which will allow legislators to know precisely how
much money can be appropriated in the budgets that they will prepare.
However, cash-based budgeting 1is more than simply a mechanism for
making revenues more certain.

SA Review of Debt Capacity and Debt Management for the State of Alaska;
August 1983, prepared by Government Finance Research Center-Municipal
Finance Officers Association, Washington D.C.

-7-
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Fiscal Restraint. The 1imp!ementation of"cash-based budgeting, would

provide for a constitutional prohibition against deficit spending, by
requiring that appropriations for a given fiscal year may not exceed

total revenues "already in hand from the prior calendar year. In addi—
tion, about $400 million per year would be diverted from the revenue
stream to the CBB reserve fund during the period:of reserve fund growth;

In those years, less revenues would be available for appropriation

for other purposes.

Bringing Certainty To The Budgeting Process. Knowing exactly how much
money 1is available for appropriation each year 1is different from the
task of allocating available funds. Even though the. size of the pie
wili be known under cash-based budgeting, the problems of dividing up
the pie will still require difficult political decisions. For local
governments and school districts who rely on State appropriations to
finalize their budgets, uncertainty over revenues would remain until
Bbft&legisiative allocation process is complete. This source of revenue
uncertainty will become an increasing problem for local jurisdictions
during a period of declining revenues as a consequence of increasingly
intense competition among contenders for a piece of the budget pie.

In addition, cash-based budgeting resolves the "revenue uncertainty”
problem for budgeting purposes on a year-to-year basis, it does not
eliminate the considerable uncertainty concerning how the State will
budget "within 1its means™ during a period of projected declining
revenues.

Revenue Stability - Smoothing. With the start of cash-based budgeting,
an element of revenue stability would be introduced to the extent that
revenues needed to cover future appropriations would be "in the bank."
However, cash-based budgeting would do nothing to smooth out an erratic
revenue stream (including both sharp increases and dramatic drops) since
revenues would presumably be appropriated at the same level at which
they were received 18-months earlier.

Cash-Based Budgeting As An Expenditure Limitation. As a limit on ex-

periditures, cash-based budgeting differs from conventional expenditure

limitations which are tied to growth in demand for governmental serv—
ices (population growth) and changes in the costs of goods and services.

Instead, cash-based budgeting is simply bound to increases or declines

in total State revenues which are predominately determined by changes

in :the price and production level of petroleum.



CHAPTER ONE

"REVENUE UNCERTAINTY"
AND THE DESIGN OF A CASH-BASED BUDGETING PROGRAM

Cash-based budgeting (CBB) has been proposed as a means of eliminating
the budgeting problems created by uncertain and fluctuating State reve—
nues. Cash-based budgeting (which is also known as "forward funding™)
would reduce or eliminate revenue uncertainty by tying the State budget
for a given year to the amount of revenues already received and depos—
ited in the treasury during a prior .year.6 The legislature and governor
would know (before enacting or signing the budget) exactly how much money
was actually available to spend. Under the present system, the budget
is based on revenues expected to be received during the current fiscal
year, which requires forecasting revenues a year or more 1in advance.

Alaska now depends on petroleum taxes and royalties for about 85 per—
cent of total State revenues, so that revenues rise and fall directly
with changes 1in world oil prices. The volatility and uncertain future
of oil prices complicate the budget process for the legislature and
the administration as well as for local governments, school districts
and other entities that rely heavily on State funding.

The revenue uncertainty problem was particularly severe during the 1982
legislative session, when a large unexpected drop in oil prices caused
major budget problems. In March 1982, the revenue forecast for fiscal
year (FY) 83 was $1.4 billion less than had been projected only three
months earlier. The sharp decline in revenues required frequent budget
revisions, contributed to a longer legislative session., and disrupted
fiscal planning for local governments and other recipients of State
funds.

Because the purpose of cash-based budgeting is to resolve the "reve—
nue uncertainty” problem, it is important that the concept of revenue
certainty be clearly understood.

Revenue Certainty Defined

Revenue certainty relates to the likelihood that 1incoming revenues
will be sufficient to cover budgeted appropriations. Only when a
100 percent probability exists that available funds will be sufficient

61t is important to recognize that the "revenue uncertainty" addressed
by cash-based budgeting relates to a 12 or 18-month time period. The
revenue uncertainty associated with a projected 1long-term revenue
decline 1is not the specific target of cash-based budgeting.

-9-



REVENUE UNCERTAINTY

to offset budgeted appropriations for the next fiscal year can one say
that "revenue uncertainty” has been eliminated. Therefore, the legis—
lature can be absolutely certain of its revenue posture only if all of
the revenues needed for the next fiscal year are in hand before the
start of the fiscal year.

This "cash in the bank™ budgeting approach, called cash-based budget—
ing, means that we will behave as though there exists some chance

that no revenues will be collected during the upcoming fiscal year.

It would seem unlikely, however, that absolutely no revenues would be
available to the State, except in the event of a total collapse of the
government. If some minimal level of revenues can be assumed, then

a budgeting method that involves somewhat less cash in the bank than is
required by cash-based budgeting may suffice.

Under all but extreme circumstances, conventional budgeting practices
require only reasonable certainty that a specific level of revenues
will be available for the upcoming fiscal year. Having reasonable
certainty means that a favorable judgment can be made concerning
the probability that some anticipated amount of revenues will be forth—
coming to the State treasury eby the end of the upcoming fiscal year.

Most state governments budget for the next fiscal year based on the

most likely forecast of revenues for that year. Although it is diffi—
cult for any state to project future revenues with consistent accur—
acy, most states have a fairly diversified and stable revenue base.

This diversification makes an error 1in forecasting the revenue from
any single source tolerable with respect to its impact on total state

revenues. On the other hand, with 85 percent of Alaska income dependent

on oil-based taxes and royalties, a small error in forecasting oil

prices and production levels can result in a relatively large differ—
ence in total State revenues.

Administrative Response to the Revenue Uncertainty Problem

Prior to FY 84, the Alaska Department of Revenue had issued a "mean case"”
forecast of revenues for the coming fiscal year. The mean revenue
projection reflects the most likely revenue forecast under a given set
of assumptions for the next vyear. Roughly speaking, with a mean
forecast, actual revenues vreceived by thetreasury will be lower
than the forecast half of the time.7

7As the forecast year becomes more distant from the present, the sta—

tistical probability of actual revenues falling short of the projected
amount increases significantly above 50 percent under a mean revenue
forecast.

-10-



REVENUE UNCERTAINTY

Out of concern for the budgetary difficulties raised by the volatile
oil prices during 1981 and 1982, the department began issuing a "risk-
adjusted" forecast for FY 84, The so-called "30th percentile"™ revenue
forecast implies that actual revenues will fall short of the projection
only 30 percent of the time. In other words, there is a 70 percent
probability that actual revenues will equal or exceed the forecast
for that year.

The Degree of Certainty and CBB Design

In designing a cash-based budgeting program, the level of revenue
certainty desired and the point 1in the budgeting process at whicl.
certainty is desired dictate the amount of cash on hand needed to
start cash-based budgeting. IT the legislature wants to be absolutely
certain as of January 1 (before the start of the legislative"session)7
that available funds will be sufficient for the next fiscal year, the
cash-based budgeting reserve fund must contain 18 months of revenue's™."
This reserve level will cover the balance of the current fiscal year
(six months) and the appropriations for the coming fiscal year (twelve

months).

Any reserve level containing less than 18 months of revenues requires
that some revenues be received to offset the expenditures during the
coming fiscal vyear. In this 1instance, the probability that those
revenues will be received is the degree of certainty that one can have
for budgeting purposes.

Alternatives to Cash-Based Budgeting

In order to increase the probability that revenues will cover budgeted

appropriations, a number of possible alternatives to cash-based budget—
ing exist: (1) the establishment of a cash-flow reserve fund -equal

to a partial year of revenues; (2) [limiting appropriations to the
level of the Department of Revenue®s 30th percentile forecast. This
budgeting approach provides a 70 percent assurance that revenues will

be sufficient to cover budgeted appropriations; and (3) vreliance on
the rainy day fund as a supplementary source of revenues.



The major vrequirement for implementation of cash-based budgeting is
the creation of a reserve fund which guarantees "revenue certainty” by
allowing legislators to 1identify revenues available for appropriation
in advance of the budget preparation process.8 Funding of the CBB
reserve fund can be structured in two basic ways: with a sing ™} very
large deposit which would allow for immediate implementation of cash-
based budgeting (discussed 1in Chapter three), or with smaller annual
deposits over a period of years providing for a delayed start of this
budgeting system. During the current session, legislative considera—
tion of cash-based budgeting (CS HJR 39) has focused on the long-term
payment plan for developing the CBB reserve fund. To the extent pos—
sible, the analysis of deferred implementation of cash-based budgeting
in this chapter will parallel the major elements of CS HJR 39.*

Reserve Fund Requirements

As stated in Chapter i, the legislature has considerable latitude 1in
determining what constitutes "revenue certainty” and, therefore, how
it might design a cash-based budgeting system to provide the desired
degree of certainty. For the purposes of this analysis, revenue
certainty 1is interpreted to require a CBB reserve account which con—
tains funds equivalent to 1.5 times the appropriation level of the
fiscal year preceding the start of cash-based budgeting.

Based on this revenue requirement, Table 1 presents the reserve fund

target balances needed to begin cash-based budgeting in the correspond—
ing fiscal year. The amounts are predicated on the assumption that
the present legislative expenditure policy of appropriating total

available revenues (as projected by the Department of Revenue) will

continue up to the start of cash-based budgeting.

8A Constitutional amendment is the generally preferred means of creat—
ing the reserve fund and defining 1its use for budgetary purposes.

The Constitution would serve toinsulate the cash-based budgeting

reserve fund from the political process much as is the case with

the Permanent Fund.

9CS HIJR 39 contains two appropriation limitation provisions that
will not be analyzed in this report. See Appendix A for a copy
of CS HJR 39.

-13-



DEFERRED IMPLEMENTATION

Because contributions to the CBB reserve fund are treasury transfers
rather than appropriations, the reserve target amount projected in
Table 1 1is equal to total General Fund unrestricted revenues for the
preceding fiscal year minus the final year®s contribution to the CBB
reserve fund. This technique provides a CBB reserve target commensur—
ate with the effective level of appropriation in prior years.

Table 1
Cash-Based Budgeting Reserve Fund Requirements
(for CBB start-up on any year FY 91 through FY 97)

DOR Revenue Minimum CBB Reserve .,
Fiscal Projection Contribution Final Year Requi remi
Year ($mill ions) Percentage* Contribution* ($millio
1990 $3,880
1991 3,582 19.6% $761 $4,679
1992 3,536 15.1 541 4,562
1993 3,405 12.5 442 4,641
1994 3,290 10.3 351 4,581
1995 3,195 8.6 283 4,511
1996 3,033 7.3 233 4,443
1997 3,092 6.1 185 4,272

The contribution figures shown pertain to a deferred implementation
plan for cash-based budgeting (discussed later in this chapter)
which assumes that a percentage of General Fund unrestricted revenues
is contributed to the CBB reserve each year. With a percentage of
General Funds as the only CBB contribution mechanism, the percentages
listed above reflect the minimum contribution levels needed to begin
cash-based budgeting in the corresponding fiscal year. The contri—
bution amounts shown equal the product of the contribution percentage
and the General Fund revenues for the year preceding the start of
cash-based budgeting.

**
Deferred implementation reserve requirements (1991-1997) for cash-
based budgeting are equal to 1.5 times prior year appropriations.
Appropriations are assumed to equal revenues minus annual contribu—
tions to the CBB reserve fund.

Source: Department of Revenue Jan. 1984 30th percentile forecast.

Prepared by: House Research Agency
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Timing of Cash-Based Budgeting

The deferred implementation approach in CS HJR 39 entails the build-up
of a CBB reserve fund through periodic contributions,, This method
requires that a conversion from the present budgeting practice to
cash-based budgeting be postponed, but avoids the potential political
liability of incurring substantial State debt through a loan from the
Permanent Fund or bonding. (See Chapter Three for a discussion of
Permanent Fund loan and bonding alternatives for funding cash-based
budgeting.)

Critical to the deferred implementation plan is the desired target date
on which cash-based budgeting is to begin. We will assume a start-up
date for cash-based budgeting in the early 1990s which roughly cor—
responds with a projected decline in State revenues. This should
insure that annual contributions to the CBB reserve fund will coincide
with the remaining strong revenue years.

An example of how cash-based budgeting can be implemented through peri—
odic contributions to a CBB reserve fund vs displayed graphically on
"igure 1. This flowchart shows how annual contributions of General Fund
unrestricted revenues are diverted 1into the CBB reserve fund from
FY 86 through FY 93. With the start of cash-based budgeting in FY 94
(in this example), State expenditures would be funded directly out of
the reserves accumulated during the contribution period. Simultaneous—
ly, “incoming revenues are deposited into the General Fund, and will not
be available for appropriation until 18 months later.

A significant design feature of CS HJR 39 and our CBB computer model

provides for an automatic start-up of cash-based budgeting once the
size of the reserve fund exceeds 1.5 times the appropriations for the
preceeding fiscal year. With a fixed start-up date for cash-based

budgeting, it is possible that unanticipated revenue shortfalls could
result in insufficient contributions to the CBB reserve fund. With a
flexible start-up mechanism, cash-based budgeting may begin early if
the reserve grows faster than expected, or it may be delayed for a
period of time if revenues fall short of projections. Regardless of
the revenue outlook, however, this procedure guarantees that the CBB
reserve account will contain sufficient funds when cash-based budget—
ing is implemented.
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Figure 1

CASH-BASED BUDGETING FLOWCHART
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Potential Deferred Implementation Funding Sources

Three sources for funding cash-based budgeting under the deferred imple—
mentation plan are considered in this chapter: the General Fund, Perma—
nent Fund earnings, and new or higher taxes. While each of these
sources is examined 1in the following discussion, it 1is important to
note that in CS HJR 39, only the General Fund is utilized as a funding
source for cash-based budgeting.

The General Fund. General Funds available for contribution to the CBB
reserve fund may be thought of as those funds in excess of Operating

Budget requirements. Of course, these "excess"™ revenues will be the
focus of considerable competition for appropriations to the Capital

Construction Budget, the Permanent Fund, and to Governor Sheffield"s

recently proposed Major Capital Projects Fund. Nevertheless, revenues

above the operating cost of State government represent the only reason—
able measure of General Fund unrestricted revenues potentially avail—
able for contributions to the CBB reserve fund.

Figure 2 shows a profile of total General Fund unrestricted revenues in
constant FY 84 dollars. These figures are computed from the Revenue
Department®s 30th percentile projection by factoring out inflation.10
Superimposed on the revenue profile is a projection of the operating
cost of government expressed in FY 84 dollars. In this analysis, we
have assumed no real growth in the Operating Budget, which means that
no net increases 1in funding levels above the FY 84 budget are provided
to account for additional employees, public services, or programs.
Consequently, the projected level of expenditures under this scenario
results in a constant value shown by the horizontal [line.

Revenue potentially available for funding cash-based budgeting is re—
flected in Figure 2 by that portion of the revenue profile which lies
above the horizontal 1line (representing a continuation FY 84 level

Operating Budget). The numeric values of these "excess" revenues are
shown in Table 2. These values have been converted to nominal dollars

so that later they can be compared to CBB reserve contributions which

will be expressed in nominal dollars.

10The inflation rate used to discount revenue forecasts in this graph is
6 percent. These January 1984 revenue projections include revenues
anticipated from Prudhoe Bay (Sadlerochit and Kuparuk Fields), Cook
Inlet and future anticipated production from Milne Point (beginning
in FY 87) and Canning River, Flaxman Island and Point Thomson (pre—
dicted to begin production in FY 89). A table showing computations
for data used in Figure 2 1is presented in Appendix 8. Calculations
and a graph comparable to Figure 2 are also shown for the Department
of Revenue mean revenue forecast in Appendix B.
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DEFERRED IMPLEMENTATION

Table 2
Projected General Fund Unrestricted Revenues 1in Excess
of a Continuation (FY 84 Level) Operating Budget
(millions of nominal dollars)

Fiscal Year Excess General Fund Revenues
1984 $1,176
1985 1,039
1986 1,054
1987 1,279
1988 1,114
1989 1,315
1990 962
1991 489
1992 257

Prepared by House Research Agency

The computer model developed for the purpose of analyzing the General
Fund as a source of revenues for cash-based budgeting 1is designed to
examine three primary contribution mechanisms:

e A percentage of total General Fund unrestricted revenues deposited
into the CBB reserve fund monthly.

e A "grubstake"™ contribution to the CBB reserve fund appropriated in
the 1984 legislative session to become effective contingent on
voter approval of the cash-based budgeting program during the
1984 general election.

e A percentage of the balance of unobligated (unappropriated) reve—
nues remaining 1in the General Fund at the end of each fiscal
year. In most instances, this balance would exist to the extent
that actual revenues received in a year exceed total appropriations
for that year.

The third contribution mechanism is very difficult to model because of
the speculative nature of making close-tolerance revenue forecasts (see
Appendix C for more on this topic). Although CS HJR 39 utilizes the
third contribution mechanism in addition to the General Fund percentage,

the most that can be said is that these contributions would supplement

other sources and may allow for an earlier start-up of cash-based budget—
ing.

The General Fund percentage and grubstake contributions are analyzed
in the following scenarios. In both scenarios, the contribution mecha—
nisms have been balanced so that the projected start-up date for
cash-based budgeting is FY 94.
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Scenario 1
Percentage of General Fund Receipts

SEMYE . » 7 < SWij-F
Table 3 shows a projection of how the cash-based budgeting program may
be funded using only a percentage of monthly General Fund unrestricted
treasury receipts. In this case, the percentage contribution is set
to 10.3 percent of monthly revenues based on the Department of Revenue
30th percentile projection.1l

Under Scenario 1, annual contributions of between $347 and $419 million
are being made to the CBB reserve fund during the period FY 86 through
FY 93. Both the earnings capacity of the reserve (column 8) and the
reserve balance (column 9) continue to grow during this period. In 1994,
the balance exceeds 1.5 times the appropriations for FY 93, allowing
the State to convert to cash-based budgeting. Beginning in FY-94,
the reserve balance ($4,596 mil lion) is deposited into the General Fund,
causing its balance to rise to $7,327 million (column 6). Simi—
larly, the -earnings capacity of the General Fund (column 5) jumps
from $258 million in FY 93 to $689 million in FY 94 as a consequence
of the dramatic increase in the size of the General Fund balance.

The most interesting effect of cash-based budgeting 1is its impact on

the potential expenditure level of the State. Prior to FY 86 when the

first contribution is made to the CBB reserve fund, the limit on expendi—
tures (column 4) exactly parallels the projected revenues (column 2).

During the 8-year contribution period, revenues available for expendi—
ture are diminished by the amount of CBB reserve contributions. Begin—
ning with the start of cash-based budgeting in FY 94, the expenditure

limit increases beyond the revenue level originally forecasted (column

2) because the increased earnings potential of the General Fund makes

additional revenues available for appropriation.

The effects of scenarios 1 (and scenario 2 discussed on page 29) on
General Fund appropriation levels from FY 84 through FY 2000 are shown
in Figure 3. This graph illustrates how cash-based budgeting literally
transfers funds from years of strong revenue forecasts to years when
State revenues are projected to decline. Beyond the turn of the cen—
tury, cash-based budgeting would continue to boost revenues by the
amount~~of added General Fund 1investment earnings, regardless of the
revenue outlook for the future.

iiSee Appendix D for an analysis of Scenarios 1 and 2 under a mean
revenue forecast.



Table 3
Scenario 1
THE GENERAL FUND AS A REVENUE SOURCE FOR CASH-BASED BUDGETING
Based on a 30th Percentile Revenue Projection
(aillions of dollars)

DOR Revenue  Potential General General

Fiscal  Revenue Under  Expenditure Fund Fund ....Cash-Based Budgeting Reserve Fund...
Year  Forecast CBB Level Earnings  Balance Contributions  Earnings Balance
1981 3,769 3,769 201 2,010

1982 4,174 4,174 254 2,540

1983 3,624 3,624 266 2,660

1984 3,233 3,233 300 3,000

1985 3,219 3,219 250 2,500

1986 3,365 3,018 3,018 259 2,590 346.6 16 363
1987 3,729 3,345 3,345 288 2,880 384.1 56 803
1988 3,711 3,329 3,329 288 2,880 382.2 102 1,287
1989 4,068 3,649 3,649 318 3,180 419.0 *155 1,861
1990 3,880 3,480 3,480 301 3,010 399.6 214 2,474
1991 3,582 3,213 3,213 275 2,750 368.9 gx 3,120
1992 3,536 3,172 3,172 210 2,700 364.2 344 3,828
1993 3,405 3,054 3,054 258 2,580 350.7 417 4,596
1994 3,290 3,732* 3,471 689 1,321

1995 3,195 3,643 3,568 684 7,292

1996 3,033 3,461 3,687 650 6,925

1997 3,092 3,517 3,552 650 6,920

1998 3,159 3,593 3,489 663 7,064

1999 3,213 3,656 3,555 674 7,186

2000 3,245 3,695 3,625 682 7,266

@ @ ©) ) ©) ©) (n ® ©

col.

2 Department of Revenue January, 1784 revenue projection.

3 Revenues after effects of cash-based budgeting progras. During the CBB reserve contribution period,
revenues (coluan 3) are equal to DOR projections ainus annual CBB contributions. Starting nith the
first cash-based hudgeting year, revenues (coluan 3) are equal to DOR projections plus additional
earnings nhich accrue to the general fund as a result of transferring the CBB reserve fund balance to the
general fund.

4 Expenditure levels are presently United to projected revenues (ignoring the Constitutional appropri-—
ation liait). Beginning with the first cash-based budgeting year, expenditures will be liaited to the
revenues collected in the previous calenoar year.

5 General fundearnings are DOR projections up to the start of cash-based budgeting, at which pointthe
general fund earnings minn be augaented due to the increased earnings capacity of the general fund froa
that point on into the future.

6 Beginning with the first cash-based budgeting year, the general fund balance is substantially increased

by the transfer of the CBB reserve fund.

Reserve fund earnings are calculated at a 10 percent annual interest rate coapounded aonthly.

The earningsrate of the CBB reserve fund is coapounded aonthly using a 107. annual interest rate.

«© oo

This projection is based on a general fund unrestricted revenue contribution of 10.3 percent.
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DEFERRED IMPLEMENTATION

Scenario 2
Percentage of General Fund Revenues Plus Upfront Contribution

Table 4 displays a projection of the CBB computer model assuming an

annual contribution of 8.9 percent of General Fund unrestricted reve—
nues and a $300 million upfront (grubstake) contribution. A signifi—
cant difference Tn tins projection as compared to the projection

shown in Table 3 is that the initial contribution year is FY 85 instead

of FY 86.

Table 5 presents a summary of how "General Fund revenues in excess of
the operating costs of government™ (from Table 2) compare to the con—
tribution requirement®s for cash-based budgeting.

Taole 5
The General Fund As A Soi.-.rce For Cash-Based Budgeting
(mil lion:; of dol lars)

*k*k

Scenario 1 Scenario 2
Fiscal General Fur.d Excess CBB Required CBB Required
Year Over Operating Budget* Contributions Contributions
1985 $1,039 $300
1986 1,054 300
1987 1,279 332
1988 1,114 330
1989 1,315 362
1990 962 345
1991 489 319
1992 257 315
1993 -70 303

These projections assume a 30th percentile revenue forecast with an
inflation rate of 6 percent annually. Excess revenues equal project—
ed General Fund unrestricted revenues minus a continuation FY 84
level Operating Budget.

**Scenario 1 assumes a cash-based budgeting program with annual General
Fund unrestricted revenue contributions of 10.3 percent.

* k%
Scenario 2 assumes a cash-based budgeting program with annual
General Fund unrestricted revenue contributions of 8.9 percent and
an upfront (grubstake) contribution of $300 mi 11*on.

Prepared by: House Research Agency
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This projection is based on a general fund unrestricted revenue contribution of 8.9 percent.

Year

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000

@

DOR
Revenue
Forecast

3,769
4,174
3,624
3,233
3,219
3,365
3,729
3,711

' 4,068

3,880
3,582
3,536
3,405
3,290
3,195
3,033
3,092
3,159
3,213
3,245

@

THE GENERAL FUND AS A REVENUE SOURCE FOR CASH-BASED BUDGETING

Revenue

Under
CBB

1,919
3,066
3,397
3,381
3,706
3,535
3,263
3,221
3,102
3,739
3,651
3,469
3,524
3,601
3,664
3,702

©)

7" Table 4

Scenario 2

Based on a 30th Percentile Revenue Projection
(eillions of dollars)

Potential
Expenditure

Level

3,769
4,174
3,624
3,233
2,9%9
3,066
3,397
3,381
3,706
3,535
3,263
3,221
3,102
3,471
3,572
3,695
3,560
3,496
3,563
3,632

()

6eneral
Fund
Earnings

201
254
266
300
250
259
288
288
318
301
275
210
258
696
692
658
657
671
682
689

©)

General

Fund

Balance

2,010
2,540
2,660
3,000
2,500
2,590
2,880
2,880
3,180

3,C .

2,750
2,700
2,580
7,408
7,378
7,011
7,006
7,150
7,271
7,351

©)

Departaent of Revenue January, 1984 revenue projection.

Revenues after effects of cash-based budgeting prograa.
revenues (coluan 3) are equal to DOR projections ainus annual CBB contributions.

....Cash-Based Budgeting Reserve Fund.

Contributions

300.0
299.5
331.9
330.3
362.1
345.3
318.8
314.7
303.0

0]

Earnings

15
47
85
128
178
234
293
357
427

©

Balance

315

662
1,078
1,537
2,077
2,656
3,268
3,940
4,670

O

During the CBB reserve contribution period,

Starting with the

first cash-based budgeting year, revenues (coluan 31 are equal to O0R projections plus additional
earnings which accrue to the general fund as a result of transferring the CBB reserve fund balance to the
general fund.
Expenditure levels are presently liaited to projected revenues (ignoring the Constitutional appropri-—
ation liait).

Beginning with the first cash-based budgeting year, expenditures will be lisited to the
revenues collected in the previous calendar year.

General fundearnings are DOR projections up to the start of cash-based budgeting, at which point the

general

that point on into the future.
Beginning with the first cash-based budgeting year, the general fund balance is substantially increased
by the transfer of the CBB reserve fjnd.

Reserve fund earnings are calculated at a 10 percent annual interest rate coapounded aonthly.

fund earnings will be augaented due to the increased earnings capacity of the general fund fro*

The earnings rate of the CBB reserve fund is coapounded aonthly using a 10Z annual interest rate.

A Yrubstake® contribution is assuaed in this projection for FY 85 in the aaount of t 3V) aillini..
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From Table 5, it can be seen that only in the last two years of the
contribution period (FY 92 and FY 93), would the funding demands under
scenarios 1 and 2 exceed the projected "excess General Fund revenues"
available. Unless a supplementary source of revenues were employed
in those years, the automatic General Fund transfers to the CBB re—
serve would cut into the share of total State revenues 1identified for
the Operating Budget.12 Of course, these projections assume that oper—
ating expenditures and actual revenues vreceived will match the 30th

percentile revenue forecast. It should be remembered that CS HJR 39
contains a second contribution mechanism: a percentage of the unappro-
priated General Fund balance. If expenditures are kept below the

level of total vrevenues received during the CBB contribution years,
this contribution mechanism may vreduce or eliminate the projected
shortage of "excess General Funds™ shown for scenarios 1 and 2.

On the other hand, 1if the operating costs of government are permitted
to increase during the CBB contribution period, the amounts of "excess"
General Fund revenues would be reduced. An earlier shortfall 1in "ex—
cess" General Funds means that the CBB contributions would cut more
deeply into the share identified for the Operating Budget.

Contributions to the CB8 reserve may also impact the Operating Budget
share of total appropriations as a consequence of provisions in the
present Constitutional Appropriation Limit. Of the total annual appro—
priation, "at least one-third shall be reserved for capital projects
and loan appropriations,”™ according to Article 1IX, Section 16 of the
State Constitution. If transfers of State revenues to the CBB reserve
cut too deeply into total available revenues, the Operating Budget
share may have to bear part of the burden along with "excess"™ General
Funds (which includes the Capital Budget and loans appropriations).

Permanent Fund Earnings. The Permanent Fund 1is a source of revenues
which could be used to supplement General Fund contributions in those
years when a shortage in "excess" General Funds occur. Because of
the considerable earnings capacity of the Permanent Fund, however, the
fund might serve equally as well as the primary source of funds for
cash-based budgeting, with the General Fund as a supplementary source.
In the following discussion, emphasis will be placed on the latter
perspective.

Before we begin assessing the development of a cash-based budgeting
reserve fund using the Permanent Fund earnings as a revenue source, a

12See Appendix E for a discussion of how cuts in the Operating Budget
could be used as a fiscal management tool to bring the operating
costs of government within the 1level of projected revenues 1in the
1990s.

-33-



DEFERRED IMPLEMENTATION

catergories of the fund. Moreover, a decision to use the Permanent
Fund earnings as a source for contributions to the CBB reserve fund
constitutes a significant change in the laws governing the existing
Permanent Fund program.

Consequently, for purposes of this analysis, we have assumed that the
Permanent Fund is restructured in a way that will simplify calcula—
tions of funds vrequired to inflation-proof the Permanent Fund princi—
pal, make contributions to the cash-based budgeting reserve fund and
allocate funds for dividend payments. Our Permanent Fund model s
defined by the following considerations:13

Inflation-proofing of the Permanent Fund principal is the number
one priority. Consequently, an amount necessary to inflation-
proof the Permanent Fund principal is deducted from total Perma—
nent Fund earnings each year.

The second priority for earnings under the restructured Permanent
Fund program is the cash-based budgeting reserve fund. Therefore,
after deductions are made for inflation-proofing the Permanent
Fund principal, any remainder 1is available for contribution to
the CBB reserve fund.

e Should any money remain after deductions are made for inflation-
proofing and contributions to the reserve fund, the balance is
made available for Permanent Fund dividend distribution.

Given the Permanent Fund restructuring described above, it is a compara—
tively simple matter to project that portion of Permanent Fund earnings

available for CBB reserve contributions. Table 6 shows such a projec—
tion for the Department of Revenue 30th percentile revenue forecast.

Given a transfer of Permanent Fund earnings (in excess of inflation-

proofing requirements) to the CBB reserve at the end of each fiscal

year, this projection shows that the CBB reserve will be sufficiently

large to begin cash-based budgeting in FY 96.

13Although the undistributed 1income account 1is legally vulnerable to
appropriation by the legislature for any purpose, this source of
funds is not used as a grubstake for cash-based budgeting in this
restructured Permanent Fund model, The procedure of averaging income
over five years with surplusses deposited into the undistributed
income account serves to insulate the managers of the Permanent Fund
from pressures to adopt high risk investment policies or the tempta—
tion to sell assets of the Corporation prematurely in order to boost
the Permanent Fund financial image over the short term.
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discussion of the complexities of the Permanent Fund as it iIs current—
ly constructed 1is in order. The monies of the Permanent Fund and
associated accounts are treated as a ur.it for purposes of investment
and computation of earnings, though for accounting purposes there are,
in effect, three separate accounting categories under the management
of the Permanent Fund Corporation, and one administrative account
managed by the Department of Revenue for the purpose of dividend
distribution.

The largest and most important account 1is the Permanent Fund principal

balance into which contributions are made annually from a portion of
all oil royalties, rentals and lease bonuses. For purposes of comput—
ing Permanent Fund dividends, the current year net 1income earnings

on the Permanent Fund are averaged with the yields of the four previous

years. The resultant quantity is referred to as "income available for
distribution.” An amount equal to fifty percent of the distributable

income 1is transferred into a special administrative dividend accounts
The balance of the present year®s total income earnings 1is available

to offset the effects of inflation of the Permanent Fund principal.

While the Permanent Fund Corporation uses a national standard inflation

index to determine the sums needed each year to inflation-proof the
Permanent Fund, the Department of Revenue uses an annual inflation

factor of six percent in their long-term projections.

If a surplus from the present year"s total 1income earnings remains
after making the statutory allotment for dividends and inflation-proof—
ing the fund, the remainder is transferred to the second major account
of the Permanent Fund: the undistributed income account (UIA). The
purpose of the undistributed income account 1is to provide a repository
for surplus Permanent Fund 1income created by the five-year averaging
procedure, but it also provides a reserve for inflation-proofimg the
Permanent Fund in future years when and if available -earnings are
insufficient for that purpose.

Earnings that accrue to the undistributed income account annually are
accounted for separately from the principal® of the UIA and thus consti—
tute the fourth accounting category. UlIA earnings are subject to sepa—
rate accounting from the UIA principal because the UIA earnings are
not legally designated for legislative appropriation to inflation-proof
the Permanent Fund. As a matter of practice, the UIA earnings are
the first funds to be allocated to the dividend account, with the
balance required taken from the Permanent Fund principal earnings.

The Department of Revenue uses a sophisticated computer model to pro-—
ject the Permanent Fund balance, fund 1income earnings, dividend pay—
ments, requirements for inflation-proofing and the undistributed income
account balance. Because of the very invplved nature of the Permanent
Fund program, it 1is difficult to dip into various categories of the
Permanent Fund without seriously altering the projections for other
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catergories of the fund. Moreover, a decision to use the Permanent
Furid earnings as a source for contributions to the CBB reserve fund
constitutes a significant change in the laws governing the existing
Permanent Fund program.

Consequently, for purposes of this analysis, we have assumed that the
Permanent Fund is restructured in a way that will simplify calcula—
tions of funds required to inflation-proof the Permanent Fund princi—
pal, make contributions to the cash-based budgeting reserve fund and
allocate funds for dividend payments. Our Permanent Fund model 1is
defined by the following considerations:

Inflation-proofing of the Permanent Fund principal is the number
one priority. Consequently, an amount necessary to inflation-
proof the Permanent Fund principal is deducted from total Perma—
nent Fund earnings each year.

The second priority for earnings under the restructured Permanent
Fund program is the cash-based budgeting reserve fund. Therefore,
after deductions are made for inflation-proofing the Permanent
Fund principal, any remainder 1is available for contribution to
the CBB reserve fund.

e Should any money remain after deductions are made for inflation-
proofing and contributions to the reserve fund, the balance 1is
made available for Permanent Fund dividend distribution.

Given the Permanent Fund restructuring described above, it iIs a compara—
tively simple matter to project that portion of Permanent Fund earnings

available for CBB reserve contributions. Table 6 shows such a projec—
tion for the Department of Revenue 30th percentile revenue forecast.

Given a transfer of Permanent Fund earnings (in excess of inflation-

proofing requirements) to the CBB reserve at the end of each fiscal

year, this projection ,.ows that the CBB reserve will be sufficiently

large to begin cash-t~sed budgeting in FY 96.

13Although the wundistributed 1income account is legally vulnerable to
appropriation by the legislature for any purpose, this source of
funds is not used as a grubstake for cash-based budgeting in this
restructured Permanent Fund model. The procedure of averaging income
over five years with surplusses deposited into the undistributed
income account serves to insulate the managers of the Permanent Fund
from pressures to adopt high risk investment policies or the tempta—
tion to sell assets of the Corporation prematurely in order to boost
the Permanent Fund financial 1image over the short term.
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Table 6
PERMANENT FUND EARNINGS AS A REVENUE SOURCE FOR CASH-BASED BUDGETING

Based On A 30th Percentile Revenue Projection
(aillions of dollars)

Fiscal Pera.Fund Pera.Fund Pera.Fund Inflation Pera.Fund CBB Reserve (BB Resen

Year Balance  Earnings Proofing  Dividend Contribs. Balance
1986 335 5,948 544 337 0 208 208
1987 374 6,701 613 379 0 234 463
1988 402 7,529 690 426 0 264 773
1989 464 8,473 776 480 0 297 1,147
1990 440 9,447 869 535 0 335 1,596
1991 41 10,450 965 592 0 374 2,129
1992 413 11,515 1,066 652 0 414 2,756
1993 402 12,632 1,172 715 0 457 3,488
1994 392 13,805 1,283 781 0 501 4,338
1995 373 15,029 1,399 851 386 163 4,935

This projection assuaes that the Peraanent Fund progren is revised as describe1 in
Chapter Tho. Peraanent Fun1 earnings are based on a real rate of return of 4 I,
and an inflation rate of 6 I.

In the final contribution year, only the aaount needed to raise the CBB reserve

to a level equal to 1.5 tiaes the appropriations of the prior fiscal year is shoan.



DEFERRED IMPLEMENTATION

Obviously, as the Permanent Fund continues to grow over .the years,
both the 1inflation-proofing requirement and the earnings capacity of
the fund increase. Since the Permanent Fund earnings rate 1s project—
ed to exceed the inflation rate over this period of time, increasingly
larger contributions to the CBB reserve fund are possible, ranging
from $208 million in FY 86 to $501 million 1in FY 94. Notice that 1in
the final contribution year (FY 95), only $163 million need be contribut—
ed to the CBB reserve fund in order to reach the target (equal to the

1.5 times the appropriations of the preceding fiscal year). This
leaves $386 million to be distributed as Permanent Fund dividends in
that year. Once the need for contributions to the CBB reserve end,

the Permanent Fund dividend program would be restored to substantially
higher levels.

A mean revenue projection of Permanent Fund earnings used to fund
cash-based budgeting is presented in Appendix F. The major difference
between the mean forecast and the 30th percentile forecast is that a
longer contribution period is required under the mean forecast assump—
tion. Under the mean forecast, cash-based budgeting would not be pro—
jected to begin until FY 98.

To summarize the effects of using Permanent Fund earnings as a source
of funds foi cash-based budgeting, the following points can be made:

e Cash-based budgeting could be fully funded from Permanent Fund
earnings (after inflation-proofing the Permanent Fund principal)
by FY 96 under a 30th percentile revenue forecast, or by FY 98
under a mean revenue forecast.

e Unlike the General Fund source of contributions to cash-based
budgeting, the Permanent Fund earnings approach has the advan—
tage that the level of General Fund appropiations would not be
diminished by $300 to $400 million per year.

e The major disadvantage of the Permanent Fund earnings source for
funding cash-based budgeting 1is that the dividend distribution
program would be eliminated over the 9 to 1ll-year CBB reserve
contribution period.

New Or Higher Taxes. In their quarterly publication, Revenue Sources,
the Department of Revenue distinguishes between two broad classes of
tax revenues: petroleum taxes and nonpetroleum taxes. Considering

that nearly 85 percent of total State revenues come from petroleum
taxes and royalties, it is conceivable that additional revenues, suf—
ficient to meet the necessary contributions for the CBB reserve fund,
could be raised through increased petroleum taxes. The political
feasibility of raising petroleum taxes 1is, on the other hand, a matter
of considerable conjecture, especially 1in light of the Congressional
debate over the need to place a limit on the ability of petroleum
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Other partial funding options for cash-based budgeting include various
forms of front-end funding for the CBB reserve:

e A General Fund appropriation such as the $300 million grubstake
described earlier in this chapter.

e The Permanent Fund wundistributed 1income account balance of
$353.8 million (June 30, 1983 audited figure).

The rainy day fund with a June 30, 1983 balance of $316 million.

Other State funds such as the Public Employees®™ and Teachers®

Retirement Funds are comparatively large sources of funds thd

could be invested 1in the cash-based budgeting program. The
State contributions to cover the unfunded liabilities of the
Public Employees®™ and Teachers®™ Retirement Funds could be re—
duced from the present level with the corresponding savings

available for CBB reserve deposits.

These possible funding alternatives are mentioned here to provide a
more complete picture of the many funding methods potentially avail—
able for cash-based budgeting. These sources will not be the subject of
further analysis in this report.
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Obviously, as the Permanent Fund continues to grow over .the years,
both the inflation-proofing requirement and the earnings capacity of
the fund 1increase. Since the Permanent Fund earnings rate is project—
ed to exceed the inflation rate over this period of time, increasingly
larger contributions to the CBB reserve fund are possible, ranging
from $208 million in FY 86 to $501 million 1in FY 94. Notice that in
the final contribution year (FY 95), only $163 million need be contribut—
ed to the CBB reserve fund in order to reach the target (equal to the

1.5 times the appropriations of the preceding fiscal year). This
leaves $386 million to be distributed as Permanent Fund dividends in
that year. Once the need for contributions to the CBB reserve end,

the Permanent Fund dividend program would be restored to substantially
higher levels.

A mean revenue projection of Permanent Fund earnings used to fund
cash-based budgeting is presented in Appendix F. The major difference
between the mean forecast and the 30th percentile forecast is that a
longer contribution period is required under the mean forecast assump—
tion. Under the mean forecast, cash-based budgeting would not be pro—
jected to begin until FY 98.

To summarize the effects of using Permanent Fund earnings as a source
of funds for cash-based budgeting, the following points can be made:

e Cash-based budgeting could be fully funded from Permanent Fund
earnings (after inflation-proofing the Permanent Fund principal)
by FY 96 under a 30th percentile revenue forecast, or by FY 98
under a mean revenue forecast.

e Unlike the General Fund source of contributions to cash-based
budgeting, the Permanent Fund earnings approach has the advan—
tage that the level of General Fund appropiations would not be
diminished by $300 to $400 million per year.

e The major disadvantage of the Permanent Fund earnings source for
funding cash-based budgeting 1is that the dividend distribution
program would be eliminated over the 9 to 1l-year CBB reserve
contribution period.

New Or Higher Taxes. In their quarterly publication, Revenue Sources,
the Department of Revenue distinguishes between two broad classes of
tax revenues: petroleum taxes and nonpetroleum taxes. Considering

that nearly 85 percent of total State revenues come from petroleum
taxes and royalties, it is conceivable that additional revenues, suf—
ficient to meet the necessary contributions for the CBB reserve fund,
could be raised through increased petroleum taxes. The political
feasibility of raising petroleum taxes 1is, on the other hand, a matter
of considerable conjecture, especially in light of the Congressional
debate over the need to place a limit on the ability of petroleum
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producing states to increase oil production taxes. Further analysis
of this CBB reserve funding option is beyond the scope of this report.

The potential for funding cash-based budgeting by raising existing

nonpetroleum taxes is also questionable but for a different reason.

Unlike petroleum taxes, nonpetroleum taxes make up such a small por—
tion of total State revenues that only massive increases 1in tax rates

would produce a sufficient amount of additional revenue to cover the

cost of funding a CBB reserve fund. Given the January 1984 Department

of Revenue estimate of all nonpetroleum tax revenue at about $131 mil —
lion, tax rates would have to be three or four times higher than exist—
ing rates in order to meet CEB reserve contribution requirements of

between $300 million and $420 mil-lion per year. It appears unlikely

that nonpetroleum tax bases could sustain such high increases in tax

rates.

A more promising possibility for funding cash-based budgeting would be
through the 1imposition of a new tax or the resurrection of an old tax
such as the individual income tax (repealed in 1980). Although deserv—
ing of careful analysis in order to produce an accurate measure of the

potential of a newly imposed State individual income tax, a rough esti—
mate based on earlier data collections wou;d pl ice the revenue generat—
ing potential of this tax in the vicinity of $,36 million for FY 85.14
Ignoring the obvious political considerations, a reinstated individual

income tax appears to have sufficient revenue generating potential to
fund cash-based budgeting by FY 94.

Combination Of Revenue Sources. A simple alternative to relying on a
single source of revenues for the funding of cash-based budgeting is to

combine sources. A combination of General Fund unrestricted revenues,

Permanent Fund earnings, and revenues from a reinstituted State indi—
vidual 1income tax would clearly be sufficient to cover the funding

requirements of cash-based budgeting, based on the preceding analysis.

A combination source approach to cash-based budgeting would have the

decided benefit of mitigating the impact of CBB reserve contributions

on the capital budget or the Permanent Fund dividend program inherent

in programs which rely solely on a single revenue source such as General

Funds or Permanent Fund earnings.

I"This estimate was reported in an April 20, 1982, memorandum from the
Research Section of the Department of Revenue entitled "Alternative
Means of Increasing Nonpetroleum Revenues."
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Other partial funding options for cash-based budgeting include various
forms of front-end funding for the CBB reserve:

A General Fund appropriation such as the $300 million grubstake
described earlier in this chapter.

e The Permanent Fund wundistributed 1income account balance of
$353.8 million (June 30, 1983 audited figure).

e The rainy day fundwith a June 30, 1983 balance of $316 million.

e Other State funds such as the Public Employees®™ and Teachers”®
Retirement Funds are comparatively large sources of funds that
could be invested in the cash-based budgeting program. The
State contributions to cover the unfunded [liabilities of the
Public Employees®™ and Teachers®™ Retirement Funds could be re—
duced from the present Ilevel with the corresponding savings
available for CBB reserve deposits.

These possible funding alternatives are mentioned here to provide a
more complete picture of the many funding methods potentially avail—
able for cash-based budgeting. These sources will not be the subject of
further analysis in this report.
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CHAPTER THREE

NEAR-TERM IMPLEMENTATION OF CASH-BASED BUDGETING

Two methods by which cash-based budgeting could conceivably be imple—
mented soon after voter approval are by a loan from the Permanent Fund
and by bonding. Since the Alaska Constitution (Article 9, Section 8)
presently prohibits the State from incurring debt except for voter
approved capital construction projects, both the Permanent Fund loan
and bonding methods of funding cash-based budgeting would require the
passage of Constitutional amendments.

Under either option, the reserve required for initiation of cash-based
budgeting for FY 86 is $4,829 billion as shown in Table 7. With a
reserve fund of this size, the FY 86 budget could be prepared with
appropriations limited to the amount of vrevenues collected in the
previous calendar year (1984). Beginning with the FY 86 budget, appro—
priations would have to be made each year to service the $4,829 billion
debt owed either to the Permanent Fund or to the bond buyers.

Table 7
Cash-Based Budgeting Reserve Fund Requirements
(for CBB start-up on any fiscal year through FY 90)

Fiscal Projected Revenues CBB Reserve Requirement*
Year ($millions) ($mi 1l ions)

1986 $3,365 $4,829

1987 3,729 5,048

1988 3,711 5,594

1989 4,068 5,567

1990 3,880 6,102

*Reserve requirements for near-term start-up of cash-based budget—
ing are equal to 1.5 times the appropriations of the preceding
fiscal year. Appropriations are assumed to equal revenue projec—
tions.

Source: Department of Revenue 30th percentile forecast (Jan. 1984).

Prepared by: House Research Agency
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Permanent Fund Loan

Except for problems associated with the liquidity of Permanent Fund
investments, the Permanent Fund principal provides a potential source
of funds for initiation of cash-based budgeting.15 A recent Depart—
ment- of Revenue forecast projects a $5.3 billion balance in the Perma—
nent Fund at the beginning of FY 86. This means that the required
loan to cheCBB reserve fund would nearly exhaust the investmentpoten—
tial of the Permanent Fund.

An immediate question is what would this do to Permanent Fund dividend
distributions. Assuming that the interest rate on the loan were allow—
ed 1,0 float from year to year at the average rate of return of all
other Permanent Fund investments, the effect would be negligible. In
this vein, the CBB reserve fund loan can be thought of as just another
investment of Permanent Fund principal, anticipated to provide a reason—

able rate of return. Since the dividends are dependent only on the
total earnings of thePermanent Fund investments, and not on the bal—
ance in the fund, the annual dividends would remain unchanged.

A schedule of estimated loan repayments to the Permanent Fund once
cash-based budgeting begins is shown in Table 8. This repayment sched—
ule assumes monthly payments at an interest rate on the upaid balance
of 10 percent per annum.16

151t is likely that some Permanent Fund investments would not be immedi—
ately convertible to the cash-based budgeting reserve. The full CBB
reserve requirement may not be available for 2 to 3 years. Consequent—
ly, the FY 86 CBB implementation presented above should be thought of
as the most optimistic case, especially when it is noted that with
each year delay, the CBB reserve requirement grows as shown in Table
7.

160fficials of the Alaska Permanent Fund Corporation have expressed the
point of view that a 10 percent rate of return on a loan to fund cash-
based budgeting 1is too low in comparison to the rate that would be
expected on the open market. They suggest that a true market rate of
12.5 to 13 percent 1is more appropriate for an investment of compar—
able risk to the CBB reserve loan. With market interest rates, the
annual debt service on a Permanent Fund loan would be increased by
about $84 million assuming a 7-year loan maturity.
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Table 8
Cash-Based Budgeting
Annual Permanent Fund Loan Repayments Beginning FY 86
(millions of dollars)

Repayment Annual GF Contribution
Period Final Annual Debt Service Beyond Added Earnings
(years) Payment To Permanent Fund Capacity of General Fund

6 FY o1 $1,073.5 $591
7 FY 92 962.0 479
3 FY 93 m 879.3 396
9 FY 94 815.8 333
10 FY 95 765.8 283

Prepared by: House Research Agency

Assuming a 10 percent rate of return on investments, a Permanent Fund
loan of $4,829 billion to the General Fund would increase the earnings
capacity of the General Fund by $482.9 million. Consequently, $482.9
million of the annual debt service can be covered by the increased Gen—
eral Fund earnings. The remaining debt service for various loan matur—
ities is shown in the Jlast column of Table 8. These residual debt
service amounts can reasonably be compared to the annual General Fund
contributions to the CBB reserve discussed earlier under the deferred
implementation option to cash”based budgeting.

A serious drawback to the Permanent Fund loan approach 1is the precedent
that such a use of the Permanent Fund principal would set. The Alaska
Constitution makes no prescriptions for the use of the Permanent Fund
with respect to State government budgeting practices. The only refer—
ence to uses of the fund relate to constraints on the type of invest—

ments of Permanent Fund principal ("... the prinicpal of which shall
be used only for those income-producing investments specifically desig—
nated by law ..." [Article IX, Section 15]).

A loan from the Permanent Fund to the CBB reserve fund could be viewed
as a simple transfer of money from one of the State"s pockets to an—
other. It is more likely, however, that the bond market would view
such a loan as general obligation debt of the State. Consequently, a
$4,829 billion debt to the Permanent Fund would eliminate further debt
capacity (for capital construction projects) during the entire period
that the Permanent Fund loan was being repaid.

Moreover, there would be a serious threat that the State®s bond rating

would drop from the current AA rating to A or A-. This fI11 in the
State®s bond rating would affect all State agencies which rely on bond
sales for program operations. Consequently, agencies such as the
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Alaska Housing Finance Corporation, the Alaska Power Authority, the
Alaska Industrial Development Authority, the Municipal Bond Bank, etc.,
would find themselves paying a higher interest rate ori all bonds sold
during the Permanent Fund loan repayment period.

The Permanent Fund Jloan approach to funding cash-based budgeting is
also potentially vulnerable to legal challenge under the “prudent
man rule.” According to AS 37.13.120, "the prudent-man rule as applied
to investments of the corporation means that 1in making investments
the board shall exercise the judgment and care...which an institutional
investor of ordinary prudence, discretion, and intelligence exercises
in the management of large investments..." ¢

Under this rule, an Alaskan resident or organization could challenge
the $4,829 billion Permanent Fund loan under the following considera—
tions:

e AS 37.13.120 (c) requires the Permanent Fund Corporation board
to "maintain a reasonable diversification among investments."
Clearly, a loan encompassing over 80 percent of total Permanent
Fund assets falls short of the diversification requirement.

» AS 37.13.120 (L)(1) permits in-state investments only when the
investments "have a risk level and expected yield comparable
to alternate investment opportunities.” A loan repayment to
to the Permanent Fund based on a market rote of 12.5 to 13
percent would presumably meet the yield requirement of this
section, while a lower rate could be construed as a subsidy to
the General Fund.

e Considering that the creation of the Permanent Fund was intended
to provide financial support to the State after oil revenues
are depleted, there is a considerable question as to whether a
loan to the State General Fund meets the test for comparable
risk to other investments. A Permanent Fund loan to the State
treasury 1is consequently a paradoxical investment policy since
the State®s ability to repay the loan is in large measure depend—
ent on oil revenues.

Bonding

An alternative to the Permanent Fund loan approach which potentially
offers an immediate or near-term start-up of cash-based budgeting 1is
the sale of bonds. Presumably, if $4,829 billion in bonds could be
sold to finance the CBB reserve fund, cash-based budgeting could be
started immediately, followed by a debt service plan very much like
the schedule considered for Permanent Fund loan repayment.
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The difficulty with the bonding approach is that the State"s debt capac—
ity may not be sufficient to accommodate the CBB reserve requirement of
$4,829 billion. According to a recent report, the State has presently
exhausted its capacity to incur further debt.17 The report suggests
that an additional $1.2 billion in debt could potentially be incurred
by the State through FY 90 only by doubling its current debt service to
revenue ratio. Recommendations against such an 1increase in the debt
service/revenue ratio were made in the report since the State"s AA
bond rating would be in jeopardy under such a move.

A further problem arises due to |Internal Revenue Service (IRS) con—
straints on tax-exempt bond sales which forbids financial arbitrage.
This means that revenues raised through tax-exempt”’bond sales may not
be reinvested at interest rates higher than those applying to th? sale
of the bonds. This restriction could seriously hamper the investment
alternatives of the General Fund balance and increase the rel/itlve
cost of this approach to cash-based budgeting.

Although the bonding alternative presents serious obstacles as a source
for full funding of cash-based budgeting, bonds could offer a means of
supplementing revenues from other sources. Aside from the sale of con—
ventional general obligation bonds, the State could potentially offer
up to $600 or $700 million in one-year revenue bonds at a 6 percent
tax-exempt rate. Revenue bonds would have to be repaid within one
year but offer a low-cost borrowing option for upfront funding. More—
over, IRS arbritrage restrictions are generally not strictly enforced
on revenue bond sales. This means that funds generated by this method
could conceivably be invested at higher market rates of around 12 or
13 percent.

In summary, although the Permanent Fund loan and bonding alternatives

offer the advantage of a near-term start-up of cash-based budgeting,

or the prospect of a relatively low-cost source for supplementary

front-end funds, they appear to present serious difficulties with

respect to the bonding capacity of the State and potential legal prob—
lems.

17See the August 1983 report prepared by Government Finance Research
Center (Municipal ~Finance Officers Association), Washington D.C.
entitled A Review of Debt Capacity and Debt Management for the State
of Alaska.
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CHAPTER FOUR

THE FISCAL MANAGEMENT BENEFITS AND LIMITATIONS
OF CASH-BASED BUDGETING

The original intent of legislation proposing cash-based budgeting was
to create a budgeting system in which the revenues available for appro—
priation were known in advance of preparing the budget. With suffi—
cient revenues in the CBB reserve fund, appropriations can be limited,
under cash-based budgeting, to the total revenues actually collected

in the previous calendar year. In this way, the legislature will know
by the start of the session precisely how much money can be appropriated
in the budget that they will prepare. However, cash-based budgeting

is more than a simple mechanism for dealing with revenue uncertainty.

Prohibition Against Deficit Spending

At present, State law does not prohibit deficit spending in the manner
of the wvarious "balanced budget"™ laws enacted recently 1in other
states.18 Nevertheless, if cash-based budgeting were enacted by a
constitutional amendment, a very specific prohibition against deficit
spending would become part of State law. Deficit spending under
cash-based budgeting 1is prohibited because appropriations are limited
to cash on hand. The only exception to this prohibition against defi—
cit spending (which also applies to the contraction of State debt)
would be "for the purpose of repelling invasion, suppressing insurrec—
tion, defending the state in war, meeting natural disasters,..."

Fiscal Restraint

Cash-based budgeting 1is a device for instituting fiscal restraint in
the budgetary process in two ways. In the first case, because annual
appropriations of between $300 and $420 million would effectively be
taken off the top of the revenue stream, fewer funds would be available
for appropriation for other purposes during the years when contributions

18The Alaska Constitution (Article [IX, Section 8) does prohibit the
State from 1incurring debt except for the purposes of funding capital
improvements which have been approved by a majority of qualified vot—
ers. Furthermore, The Executive Budget Act (AS. 37.07.020 c) states
that "proposed expenditures may not exceed estimated revenues for
the succeeding fiscal year.™
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or debt service payments were being made.*9 Relative to Governor
Sheffield"s recommended capital budget for FY 85 tv.;aling about $1
billion (including the $300 million major projects fund), CBB reserve
fund contributions would represent roughly one-third of this annual
capital budget figure.

A second form of fiscal restraint provided by cash-based budgeting

relates to the delay between the time that a major revenue fluctuation

might occur and the point it which those revenues might be appropriated.

For example, if a major oil field would be expected to begin production

in the coming fiscal year, this might substantially increase the reve—
nues projected for that fiscal year. Unlike present budgeting prac—
tices, however, the legislature would be prohibited from raising

appropriations for the <coming fiscal year 1in anticipation of these

revenues, since under cash-basoi budgeting, appropriations are limited

to revenues collected in the prior calendar year.

Of course, one year later, the increased revenues caused by higher oil
production levels could be rolled into the budget for the following
fiscal year. Consequently, the form of fiscal restraint imposed by
cash-based budgeting has only a temporary effect created by delaying
access to revenues for one year.

CBB Effects On Declining Revenues

It is important to view cash-based budgeting 1in the larger context
of the long-term financial prospects of the State. The central ques—
tion from this perspective 1is how would cash-based budgeting affect
State finances in view of a projected revenue decline?

e Although cash-based budgeting resolves the "revenue uncertainty”
problem for budgeting purposes on a year-to-year basis, it does
not eliminate the considerable uncertainty concerning how the
State will budget "within its means" during a period of pro—
jected declining revenues.

190n the other hand, it should be realized that in addition to the capi—
tal projects potentially foregone as a consequence of annual contribu—
tions to the CBB reserve, there are the opportunity costs associated
with these foregone appropriations. Examples of these opportunity
costs include lost momentum in accelerating sectors of the fisheries,
mining, timber, coal, or tourism industries that might have come with
new harbors, highways, rairoad spurs, and airports, or increased loans
for businesses or resource enhancement. A slowing of efforts to up—
grade health standards across the State through upgraded water and
sewage systems, are other potential opportunity costs of funding a
cash-based budgeting system.
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e On the other hand, cash-based budgeting would mitigate the im—
pact of declining revenues by supplementing total revenues with
interest earnings on the CBB reserve balance. After cash-based
budgeting begins, the General Fund would be 1increased by the
transfer of the CBB reserve fund (projected to be about $4.5
billion by FY 94). Assuming an average investment earnings rate
of 10 percent, the General Fund should generate an additional
$450 million each year as a consequence of this transfer.

e During the period when contributions are being made to the CBB
reserve fund (FY 86 through FY 93), revenues available for ap-—
propriation would be diminished by the amount of annual contribu—
tions (between $300 and $420 million). This effective reduction
in revenues potentially makes government growth more difficult.
To the extent that government growth 1is curbed during the CBB
contribution period, the adjustment to a period of declining
revenues should require somewhat less drastic measures than would
be necessary if further growth were permitted.

e Should a dramatic drop in revenues occur during a single year,
cash -><ased budgeting would provide a one-year delay in the im—
pact of that decline before a fiscal adjustment would have to
be made. Under cash-based budgeting, revenues must accumulate
in the General Fund over a full calendar year before they are
made available for appropriation, thus providing a cushion of
time in which to react to changes in revenue trends. However,
the effect of a dramatic fall 1in revenues cannot be avoided
under cash-based budgeting, only deferred for one year.

e As a savings account to mitigate the impact of declining reve—
nues in the future, cash-based budgeting offers little that is
not offered by the Permanent Fund. Moreover, the earnings rate
on funds set aside by cash-based budgeting may not match the
rate possible on 1investments of the Permanent Fund. In the
event that revenues fell sharply over a period of a few years,
funds reserved under cash-based budgeting would have to be
readily available to cover previously made appropriations of
these funds. Consequently, investments of cash-based budgeting
reserve funds must remain fairly liquid for this purpose, which
means that the investment options of CBB funds and possible
rates of return would be somewhat [limited 1in comparison to
Permanent Fund investments.

e The only advantage of cash-based budgeting over the Permanent
Fund for this purpose 1is that the budgetary support function
would presumably be more clearly spelled out in the enacting
Constitutional provisions of cash-based budgeting.
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Uncertainty In The Allocation Process

Knowing exactly how much money is available for appropriation each year
is different from the task of allocating available funds. Even though

the size of the pie will be known under cash-based budgeting, the prob—
lems of dividina up the pie will still require difficult political

decisions. For local governments and school districts, which rely on
State appropriations to finalize their budgets, uncertainty over reve—
nues would remain until the legislative allocation process is complete.

This source of revenue uncertainty will become an increasing problem
for local jurisdictions during a period of declining revenues as a
consequence of 1increasingly intense competition among contenders for
a piece of the budget pie.

The Constitutional provision (Article 11X, Section 16) which stipulates
that no less than one-third of the total annual appropriation must be
reserved for capital projects and loans introduces additional alloca—
tion uncertainty under cash-based budgeting. During the years when
General Fund contributions are being transferred into the CBB reserve
fund, the remaining revenues available for appropriation are conse—
quently diminished by the amount of the contribution. As total State
revenues begin to decline around 1990, it is possible that the Consti—
tutional constraints on the allocation of total appropriations may
cause part of the burden of funding the CBB contribution to be borne
by the Operating Budget since one-third of the total funds are reserved
for the Capital Budget and loans.

Revenue Stability - Smoothing

With the start of cash-based budgeting, an element of revenue stability
would be introduced to the extent that revenues needed to cover future
appropriations will be "in the bank." However, cash-based budgeting
would do nothing to smooth out an erratic revenue stream (including both
sharp increases and dramatic drops) since revenues would presumably be
appropriated at the same level in which they were received 18 months
earlier.

The cash-based budgeting program outlined in this report could be modi—
fied so that appropriation levels would follow smooth trends. The

appropriation level could be tied to an average of revenues estimated

for several years into the future. On the other hand, the appropriation

level could be a function of the average appropriations over the past

several years. Unfortunately, both smoothing techniques present sub—
stantial problems:

e When tied to an estimated average of future revenues, the smooth—
ing technique defeats the purpose of cash-based budgeting, which
is to eliminate the need to base budget preparation plans on
forecasts of future revenues.
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When based on the average of past appropriation levels, the
smoothing feature of cash-based budgeting fails to be effective
under declining revenues. During a period of declining revenues,
the average of past appropriations will always be higher than
the amount of revenues available for appropriation in the coming
budget year (if one assumes that all revenues are appropriated

each year). In this instance, no smoothing will occur since the
appropriation level each year will exactly track the revenues
received.

Cash-Based Budgeting As An Expenditure Limitation20

The expenditure limitation concept inherent in cash-based budgeting is
simply that appropriations are limited to cash on hand (revenues actual—
ly collected during the prior calendar year). Therefore, cash-based
budgeting does not limit expenditures in the conventional sense. Ex—
penditure limitation measures normally constrain appropriations to a
level adjusted to account for changes in demand for government services
(changes in population) and for changes in the cost of goods and serv—
ices used by government (inflation). By contrast, the expenditure
limit imposed by cash-based budgeting is simply bound to increases or
declines in total State revenues which are in turn predominately depend—
ent on changes in the price and production level of petroleum.

The Role of Cash-Based Budgeting in Fiscal Management

The potential for cash-based budgeting to serve as a fiscal management

tool for addressing the concerns of deficit spending, fiscal restraint,

expenditure limitation, vrevenue stability and the uncertainty of bud—
geting in a period of declining revenues has been outlined in this

chapter. However, the concept of fiscal management requires an analysis

of long-term budgeting considerations that should be a companion to

this analysis of cash-based budgeting.

A conclusion which can be drawn from this report 1is that a compre—
hensive fiscal management analysis which examines all of the manage—
ment tools at the State®s disposal should be undertaken.

20Tho concept of cash-based budgeting as an expenditure limitation
mechanism discussed here relates only to those characteristics inher—
ent in the concept of cash-based budgeting. CS HJR 39 contains two
expenditure limitation provisions which differ from the concept
described here. One of these provisions addresses the conventional
link to population and inflation changes.
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Appendix A

LEGISLATIVE INTEREST IN CASH-BASED BUDGETING

Legislative interest in cash-based budgeting 1in recent years has cen—
tered around two bills: HB 477 (1979) and HJR 39 (1983). These 1initio
atives came 1in response to considerable legislative concern over the
turmoil surrounding the budgetary procepc. resulting from unprecedented
volatility in revenue forecasts.

HB 477

As early as 1979, legislation was 1introduced to implement a forward

funding plan. The bill would have established a "budget and appropria—
tions reserve account”™ and required annual appropriations to this

account equal to 15 percent of the average gross receipts of the General

Fund. These appropriations would have been required from 1980 until

1986, when the budget and appropriations <Teserve account would have
been roughly equal to the prior year"s budget. Beginning with FY
87, this account would lapse into the General Fund and the budget from
that point on would have been based on revenues collected during the
previous fiscal year.

HB 477 made 1little progress during the 1979 session, but by FY 82,

interest in forward funding had revived when nearly 90 percent of the

State®s revenues were generated by levies on oil and gas production

and the volatility of oil prices resulted in substantial uncertainty
over future State revenues. In the three-month period from December
1981 to March 1982, the Department of Revenue forecast of FY 83 petro—
leum revenues fell nearly 40 percent from $3.6 billion to $2.2 billion.

This unexpected, large drop in forecast revenues forced the legislature

and the administration to make major, rapid vrevisions and spending

reductions in the FY 83 budget. In addition, $1 billion in FY 82
special Permanent Fund contributions was deferred to avoid a deficit
in that year.

The unexpected decline in revenues and uncertainty over future income
at the State level was in turn felt throughout Alaska. Local govern—
ments, school districts and other organizations which receive major
State support found their funding levels difficult to predict until

the FY 83 budget was finally enacted.



LEGISLATIVE INTEREST

In order to provide more certain revenue forecasts for budget purposes,
the Department of Revenue modified its forecast presentation for FY 84
so that there would be only a 30 percent chance of revenues falling
lower than their forecasts. Before this change, the department had
issued forecasts which had a 50 percent chance of being too high. The
more conservative estimates are termed the "risk-adjusted forecastl by
the department, recognizing the substantial risk of lower oil prices
and revenues and the negative effects that unexpected revenue declines
have on the State budget process.*

In spite of the efforts of the administration to deal with the revenue
uncertainty problem, the legislature continued to search for a solution
which 1insures stability in the budgetary process.

HJR 39 (Cash-Based Budgeting)

The most recent legislative activity dealing with revenue uncertainty
came with the introduction of HJR 39 in March 1983. HJR 39 would place
a constitutional amendment to establish a cash-based budgeting system
on the November 1984 ballot. If approved by the vott."s, two new sec—
tions would be added to the Alaska Constitution. The Tfirst section
would establish an ™appropriation reserve fund"” and specify how the
reserve fund is to be used. The second section would require the legis—
lature to appropriate 15 percent of the General Fund revenues to the
appropriations reserve fund each year for seven years, from FY 86 to
FY 92. At the end of the seven-year period, the reserve would be
large enough to fund the State"s entire budget for the following year.

On July 1, 1992 (the start of FY 93), the transition to cash-based bud—
geting would be made, and only the amount of money contained in the ap—
propriations reserve fund as of this date could be spent during the fis—
cal year (certain exceptions would be made for wars, natural disasters
and other cases). After this date, all State revenues would be placed
in the reserve fund, and at the end of each succeeding fiscal year
the balance of the reserve fund would lapse into the treasury. HJR 39
made no mention of the investment of reserve fund holdings or of the
disposition of interest earnings resulting from the investments.

Using the Department of Revenue January 1984 revenue projections,
the provisions of HIJR 39 are translated into dollar terms on Table Al.

Two projections of the implications of HJR 39 are shown; one for the
30th percentile revenue projection and another for the mean revenue

*Most other governments rely on 50th percentile revenue projections for
budget purposes.
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projection. Notice that the cash-based budgeting (CBB) reserve contri—
butions are shown in the far right column, with the reserve fund totals
indicating the funds available for expenditure when cash-based budget—
ing commences in FY 93. Specifically, under the provisions of HJR
39, $3,779 billion will be available for expenditure in FY 93 assuming
a 30th percentile revenue forecast, while $4,249 billion would be
available in the CBB reserve fund assuming a mean revenue Tforecast.
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Fiscal
Year

1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993

1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
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Table Al
HJR 39 RESERVE FUND CALCULATIONS
(aillions of dollars)
Unrestricted 4-Year 15 Percent
6eneral Fund Having Average Revenue
Revenues Contribution
4,174
3,624
3,233
3,219
3,365 3,563 534
3,729 3,360 504
3,711 3,387 508
4,068 3,506 526
3,880 3,718 558
3,582 3,847 517
3,536 3,810 572
3,405
(Based On A 30th Percentile Revenue Projection)
4,174
3,625
3,331
3,432
3,697 3,641 546
4,170 3,521 528
4,278 3,658 549
4,848 3,894 584
5,077 4,248 637
4,886 4,593 689
4,828 4,772 716
4,947
(Based On A (lean Revenue Projection)

3,779 (Total)

4,249  (Total)

-t
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- llqliil:v Si, : o
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HJR 39 requires that contributions to the reserve fund begin in FY 86 and continue for 7 years.
The reserve fund contributions are calculated as 15Z of the average revenues froa the 4 preced—
No provisions are aade for investaent earnings on the reserve fund balance.

ing years.
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Original sponsors: itayoa, Abood
3arnes, at a

IK THE HOUSE BY THE STATE AFFAIRS COMMITTEE
CS FOR. HOUSE JOINT RESOLUTION NO. 39 (State Affairs)
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION
Proposing amendments Co tha Conscicucion
of tha Scata of Alaska creating an
appropriation reserve fund and Uniting
increases 1in appropriations.
3E IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. Article IX, sec. 16, Constitutionof the Statu of Alaska,
is repealed and reuuacted co read:

SECTION 16. APPROPRIATION  LIMITATIONS. Except for appropria—
tions to the Alaska perwenone fund and appropriations required to pay
the principal and interest on general obligation bonds, appropriations
froa the treasury during a fiscal year nay not exceed the lessor or
the anount appropriated in the year this suction cakes effect adjusted
tor cho cumulative: inflation and population growth or (Incline as
defined by Law or 95 percent of the unrestricted revenuo of tha stato
for the previous calendar year. An appropriation in excess of this
limit way not be wada unless a stateof emergency Is declarud bv the
governor as provided by law.

* Sec. 2. Article 1IX, Constitution of the Statn of Alaska, 1is u".aended
by adding a now section to read:

SECTION 17. APPROPRIATION RESEP.V2 FUND. An appropriation ra-
aerve fund ts established. Appropriations nay not be uade from the
appropriation reserve fund uxceoc for r.ho purpose of recalling inva-
Jion, suppressing insurrection, defending the state 1in war, meeting
natural disasters, or appropriations required co pay the princioul and
interest bn general obligation bonds. After June 30 of the year 1in

-1- CSHJR ~9(3A)
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which tha balance of Che appropriation reserve fund exceeds 1.5 times
che appropriations of unrcacrlcccd revenue In Che preceding fiscal
year, the balanca of Che appropriation reserve fund shall lapsa into
Che treasury, the balance of cha appropriation raaerve fund shall be
invested aC competitive national market races. All aarnings of Che
fund shall become part of Che principal of Che fund.

* Sec. 3. Article XV, Constitution of Che Stace of Alaska, 1is amended

by adding a new section to read:

SECTION 29. APPROPRIATION RESERVE FUND. Beginning JuLy 31,
1935, and continuing until June 30 of the year in which the balance of
the appropriation reserve fund exceeds 1.5 times the appropriations of
unrestricted revenue in the preceding fiscal year, an amount equal co
3.3 percent of the unrestricted revenue for each month, as determined
in accordance with this section, shall be transferred from cha trea—
sury .to the appropriation reserve fund on the first day of che
succeeding month. Any balance transferred co che appropriation
reserve fund wunder auction 30 or article XV snail reduce u, Che
balance transferred che amount required co bo transferred in a year bl
the provisions of this section but anexcess amount transferred may be
carried forward co reduce cha amount required tobe transferred in
anocner fiscal year.

* Sec. 4. Arciclo XV, Constitution of the Stace of Alaska, la amended
oy adding a new section to read:

SECTION 30. APPROPRIATION LIMITATIONS. After Juna 30. 1936, end
until June 30 of the year in which the balance of cno appropriation
reserve Tfund exceeds 1.5 tines tha appropriations of unrestricted
revenue 1in tha preceding fiscal year appropriations froa the crenoury
during a fiscal /ear, except for appropriations to cha Alaska perma—
nent fund and appropriations vraquirod to pay tha principal and

CSHJIR 39(3A) -2-
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interest on general obligation bonds, may not exceed che amount
appropriated in the year in which this section becomes effective by
more chan the cumulative Inflation and population growth or dsciine as
proscribed by law. An appropriation in excess of this limit may not
be made unless a state of emergency 1is declared by the governor as
provided by law. Ho less chan 25 percent of that portion of che
unrestricted ravanuo of the fitnco which has not bean appropriated as
allowed by this section shall bo transferred from the general fund to
cha appropriation reserve fund on the first day of each fiscal year
during the period defined in this section.

* Sec. 5. Section 1 of this amendment takes effect on July 1 of cha
year in which the balance in the appropriation reserve fund established In
sec. 2 of this amendment exceeds 1.5 clues che appropriations of unre—
stricted revenue in the preceding fiocal year.

* Sac. 6. The amondaencs proposed by this resolution shall be placed
before tho votora of cho irate at the next genttt”/il election in conformity
with art. XIIl, sue. 1, Constitution of the State of Alasku, And chu elec—

tion laws of the state.

CSHJR 39(3A)
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3/18/83
State Affairs

Intr/oduced:
Referred:
Finance

IN THE HOUSE

HOUSE JOINT RESOLUTION NO.

BY HAYES, ABOOD, BARNES,
BETTISWORTH, COWDERY, FLOOD,
LISKA, MARTIN, RINGSTAD,
UEHLING, WARD, LINDAUER

AND BUSSELL

39

IN THE LEGISLATURE OF THE STATE OF ALASKA

THIRTEENTH LEGISLATURE

BE

* Section 1. Article

IT RESOLVED BY THE LEGISLATURE OF THE

- FIRST SESSION

Proposing amendments to the Constitution

ed by adding a new section to read:

SECTION 17.

serve fund

preceding fiscal

is established.

of the State of Alaska <creating an

appropriation reserve fund.

STATE OF ALASKA:

IX, Constitution of the State of Alaska, 1is amend-
APPROPRIATION RESERVE FUND. An appropriation re-
After July 1, 1992, no money in excess of
the balance of the appropriation reserve fund at the <close of the
year shall be withdrawn from the treasury except for
invasion, suppressing insurrection, defending

the purpose of repelling

the State in war,

outstanding at the time this section becomes effective.

1992, all revenue of
reserve fund and the
lapse

* Sec. 2. Article XV,

meeting natural

into the treasury at the close of each succeeding fiscal

disasters, or redeeming indebtedness

After July 1,

the State shall be placed in the appropriation

balance of the appropriation reserve fund shall

year.

Constitution of the State of A]iska, is amended

by adding a new section to read:

SECTION 26.
First Session of the
First Session of the
annually appropriate
serve fund an amount

of the general fund,

For the purposes of this

APPROPRIATION RESERVE

FUND. Beginning with the

Fourteenth Legislature and continuing through the

Seventeenth Legislature, the legislature shall

from the general fund to the appropriation re-

equal to 15 percent of the average gross receipts

as determined in accordance with this section.

section, ‘"average gross receipts of the

-1- HIJR 39
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general. wkK»rid' is determined by dividing the total amount of money
deposited in the general fund and in special accounts within the
general fund (other than the appropriation reserve fund) from all
sources during the four fiscal years immediately preceding the current

fiscal year by four.
* Sec. 3. The amendments proposed by this resolution shall be placed
before the voters of the state at the next general election in conformity
8 with art. X111, sec. 1, Constitution of the State of Alaska, and the alec-

9 tion laws of the state.

HJR 39



Introduced: 4/25/79
Referred: Finance

BY HAYES,BARNES,BEIRNE,BETTISWORTH
BRANSON,CARNEY ,ELIASON,FREEMAN,
FULLER,HALFORD,HAUGEN ,HURLBERT.
MCKINNON,MALONE ,MARTIN ,METCALFE,
MILES,MILLER ,MONTGOMERY ,M0SS,
O"CONNELL.PHILLIPS,RANDOLPH AND

IN THE HOUSE ROGERS
HOUSE BILL NO. 477

IN THE LEGISLATURE OF THE STATE OF ALASKA

ELEVENTH LEGISLATURE - FIRST SESSION

A BILL
i JFor an Act entitled: "An Act relating to state fiscal procedures; and pro-
/1 viding for an effective date."

hEBE IT ENACTED BY THE LEGISLATURE C* THE STATE OF ALASKA:

* Section 1. INTENT. It is the intent of the legislature in establishing
Ithe budget and appropriations reserve account in this Act to provide a mech—
anism to eventually allow the state to prepare its annual budget based upon
revenues that have actually been received during the previous fiscal year
rather than basing it upon estimated revenues to be received during the
succeeding fiscal year. By placing a portion of the state®s annual receipts
into the budget and appropriations reserve account for each of the next seven
years, it 1is intended that the amount 1in the budget and appropriations
reserve account will be sufficient to cover all of the state®"s operating and
capital expenses for fiscal year 1987, thus allowing a transitional period in
which the receipts deposited in the general fund during fiscal year 1987 will
be available to meet the state"s operating and capital expenses for fiscal
y ;ar 1988.

* Sec. 2. AS 37.05 is amended by adding a new section to read:

Sec. 37.05.156. BUDGET AND APPROPRIATIONS RESERVE ACCOUNT. (@)
There 1is created as a special account within the general fund the budget
and appropriations reserve account,
(b) The legislature shall appropriate money from the general fund
to the budget and appropriations reserve account as provided in (c) of
this section. Amounts appropriated to the budget and appropriations

reserve account shall be treated as surplus of the general fund and

HB 477
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shall he invested in accordance with AS 37.10,070. Income from invest—
ment of the budget and appropriations reserve account shall be deposited
in the general fund.

(c) Beginning with the Second Session of the Eleventh Legislature
and continuing through the Second Session of the Fourteenth Legislature,
the legislature shall annually appropriate from the general fund to the
budget and appropriations reserve account an amount equal to 15 per cent
of the average gross receipts of the general fund, as determined 1in
accordance with this subsection. Each appropriation shall include a
provision stating that the amount appropriated to the budget and appro—
priations reserve account lapses into the general fund on July 1, 1986,
notwithstanding AS 37.25.010. For the purposes of this subsection,
"average gross receipts of the general fund" is determined by dividing
the total amount of money deposited in the general fund and in special
accounts within the general fund (other than the budget and appropria—
tions reserve account) from all sources during the four fiscal years
immediately preceding the current fiscal year by four.

Sec. 3. AS 37.07.020(a) 1is amended to read:

(a) The governor shall prepare and submit to the legislature
before the fourth legislative day a budget for the succeeding fiscal
year which shall cover all estimated receipts, including all grants,
loans, and money received from the federal government, and all proposed
expenditures of the state government. The budget shall be accompanied
by a general appropriation bill to authorize the proposed expenditures,
and a bill or bills covering recommendations in the budget for new or
additional revenues. After July 1, 1986, the budget shall also be

accompanied by a statement of all receipts, including all grants, loans

and money received from the federal government, deposited in the general.

fund during the previous fiscal year.

-2- HB A77
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* Sec. 4. AS 37.07.020(c) 1is amended to read:
(c) Before July 1, 1985, proposed [PROPOSED] expenditures may not

exceed estimated revenues for the succeeding fiscal year. Between
July 1, 1985 and July 1, 1986, proposed expenditures may not exceed
estimated revenues for the succeeding fiscal year excluding the amount
lapsed into the general fund from the budget and appropriations reserve
account under AS 37.05.156(c). Between July 1, 1986 and July 1, 1987,
proposed expenditures may not exceed the amount lapsed into the general
fund from the budget and appropriations reserve account under AS 37.05.-
156(c).- For fiscal years beginning after June 30, 1987, proposed expen—
ditures may not exceed the amount of revenues deposited in the general
fund in the preceding fiscal year. The expenditures proposed 1in the
six-year capital improvements program and financial plan shall not
exceed the estimated revenues and bond authorizations passed and
proposed.

* Sec, 5. This Act takes effect July I, 1979.



Fiscal

Year Noiinal $§
1984 3,233
1985 3,219
1986 3,365
1987 3,729
1988 3,711
1989 4,068
1990 3,880
1991 3,582
1992 3,536
1993 3,405
1994 3,290
1995 3,195
1996 3,033
1997 3,092
1998 3.159
1999 3,213
2000 3,245

Noninal dollar revenue forecasts are Departnent of Revenue projections released January, 1984.
FY 84 Operating Budget =1.§2,057 aillion

30th Percent. Rev.Proj.
FY 84§

3,233
3,037
2,995
3,131
2,939
3,040
2,735
2,382
2,219
2,015
1,837
1,683
1,507
1,450
1,397
1,341
1,217

Discount Factor assuies
FY 84 $ revenue projection = noiinal asount x discount factor.
FY 84 $ excess revenues = revenues (84$) - Operating Budget.

Noiinal § excess revenues = FY 84 § excess revenues / discount factor.

STATE REVENUE FORECAST IN NOMINAL AND FY 84 DOLLARS

FY 84 §

1,176
980
938

1,074
882
983
678
325
162
-42

-220
-374
-550
-607
-660
-716
-780

Appendix B

(millions of dollars)

Excess Revenues
Noiinal $

1,176
1,039
1,054
1,279
1,114
1,315
962
489
257
-70
-394
-710
-1,106
-1,295
-1,492
-1,717
-1,980

inflation rate.

Mean Rev. Proj.

Noiinal $

3,331
3,432
3,697
4,170
4,278
4,848
5,077
4,886
4,828
4,947
4,995
4,762
4,632
4,886
4,992
5,056
5,131

FY 84 §

3,331
3,238
3,290
3,501
3,389
3,623
3,579
3,249
3,029
2,928
2,789
2,509
2,302
2,291
2,208
2,110
2,020

Excess revenues

FY 84 §

1,214
1,181
1,233
1,444
1,332
1,566
1,522
1,192
972
81
732
452
245
234
151
53
=37

Noninal

1,274
1,252
1,386
1,720
1,681
2,095
2,159
1,793
1,549
1,472
1,311
857
493
499
341
126
-94

Discount
$ Factor

1.000
0.943
0.890
0.840
0.792
0.747
0.705
0.665
0.627
0.592
0.558
0.527
0.497
0.469
0.442
0.417
0.394
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Appendix C
YEAR-END GENERAL FUND UNAPPROPRIATED BALANCE CONTRIBUTION

Of the three cash-based budgeting contribution mechanisms, the percent—
age of the year-end General Fund unappropriated balance is the most

difficult to model. A presumption could be made that on the average,

the amount contributed to the CBB reserve under this mechanism is roughly

equal to the difference between the Department of Revenue mean forecast

and their 30th percentile revenue forecast. This estimate is possible

if the legislature consistently budgeted using the 30th percentile

forecast as an appropriation ceiling. However, it must be recognized

that the 30th percentile forecast and the mean forecast tend to con—
verge as the projection period shortens.

For example, by comparing the 30th percentile and mean forecasts shown
in Appendix B, one can see that the forecasts for FY 84 ($3,233 and
$3,331 mil lion respectively) differ by only 3 percent. However, the
forecasts for FY 2000 ($3,245 and $5,131 million respectively) differ
by 58 percent. Put simply, the closer one- gets to a forecast period,
the greater the certainty that one can have over the revenue estimate
for that year.

Taken one year at a time, the difference between the 30th percentile
and mean forecasts made by the Department of Revenue should be fairly
small, resulting in a modest General Fund balance on the average from
which a percentage contribution to the reserve can be made. The most
that can be said is that contributions from this mechanism could poten—
tially cause the size of the CBB reserve fund to grow sufficiently
large so that cash-based budgeting could be started one year earlier
than it otherwise would.

For example, assuming that on the average, the actual revenues received
exceeded the level of appropriations each year by about 5 percent, a
L" percent contribution of unappropriated General Fund balance would
add approximately $45 million each year to the CBB reserve fund. Over
an eight-year contribution period, this mechanism would have an impact
on the reserve fund roughly equivalent to the $300 million grubstake
contribution shown in Table 4.
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Appendix D

Scenario 1

THE GENERAL FUND AS A REVENUE SOURCE FOR CASH-BASED 6UDBETINE
Based "ia Kean  Revenue Projection
(willions of dollars)

DOR Revenue  Potential General General
iscal  Revenue Under  Expenditure Fund Fund ....Cash-Based Budgeting Reserve Fund.
Year  Forecast (BB Level Earnings  Balance Contributions  Earnings Balance
1981 3,769 3,769 201 2,010
1982 4,174 4,174 254 2,540
1983 3,625 3,625 266 2,660
1984 3,331 3,331 350 3,000
1985 3,432 3,432 250 2,500
1986 3,697 3,316 3,316 259 2,590 380.8 18 399
1987 4,170 3,740 3,740 288 2,880 429.5 62 890
1988 4,278 3,837 3,837 288 2,880 440.6 114 1,445
1989 4,848 4,349 4,349 318 3,180 499.3 175 2,119
1990 5,077 4,554 4,554 301 3,010 522.9 247 2,889
1991 4,886 4,383 4,383 275 2,750 503.3 326 3,718
1992 4,828 4,331 4,331 270 2,700 497.3 413 4,628
1993 4,947 4,437 4,437 258 2,580 509.5 509 5,646
1994 4,995 4,481 4,481 247 2,470 514.5 615 6,776
1995 4,762 5,419 4,971 (693 9,584
1996 4,632 5,297 5,207 887 9,534
1997 4,886 5,570 5,358 909 9,776
1998 4,992 5,700 5,434 937 10,083
1999 5,056 5,717 5,635 952 10,245
2000 5,131 5,864 5,739 965 10,380

@ @ ©) @ ©) ) 0 ® o

.
Departaent of Revenue January, 1984 revenue projection.
Revenues after effects of cash-based budgeting prograa. During the CBB reserve contribution period,
revenues (coluan 3) are equal to DOR projections ainus annual CBB contributions. Starting with the
First cash-based budgeting year, revenues (coluan 3) are equal to DOR projections plus additional
earnings which accrue to the general fund as a result of transferring the CBB reserve fund halance to the
general fund.
Expenditure levels are presently liaited to projected revenues (ignoring the Constitutional appropri—
ation liait). Beginning Hith the first cash-based budgeting year, expenditures will be liaited to the
revenues collected in the previous calendar year.
General fundearnings are DOR projections upto the start of cash-based budgeting, at which point the
general fund earningswill be augiented due to the increased earnings capacity of the general fund froa
that point on into the future.
Beginning with the first cash-based budgeting year, the general fund balance is substantially increased
by the transfer of the CBB reserve fund.
Reserve fund earnings are calculated at a 10percent annual interest rate expounded aonthly.
The earningsrate of the CBB reserve fund iscoapounded aonthly using a 107. annual interest rate.

This projection is based on a general fund unrestricted revenue contribution of 10.3 percent.



F

6

8
9

Scenario 2

THE GENERAL FUND AS A REVENUE SOURCE FOR CASH-BASED BUOGETING
Based on a Mean  Revenue Projection

. (*iilions of dollars) ..

DOR Revenue  Potential General General
iscal  Revenue Under  Expenditure Fund Fund ....Cash-Based Budgeting Reserve Fund....
Year  Forecast CBB Level Earnings  Balance Contributions  Earnings Balance
1981 3,769 3,769 201 2,010
1982 4,174 4,174 254 2,540
1983 3,625 3,625 266 2,660
1984 3,331 3,331 300 3,000
1985 3,432 3,132 3,132 250 2,500 300.0 15 315
1986 3,697 3,368 3,368 259 2,590 329.0 48 693
1987 4,170 3,799 3,799 288 2,880 371.1 90 1,154
1988 4,278 3,897 3,897 288 2,880 380.7 139 1,673
1989 4,848 4,417 4,417 318 3,180 431.5 196 2,300
1990 5,077 4,625 4,625 301 3,010 451.9 262 3.014
1991 4,886 4,451 4,451 275 2.750 434.9 336 3,785
1992 4,828 4,398 4,398 270 2,700 429.7 417 4,631
1993 4,947 4,507 4,507 258 2,580 440.3 506 5,577
1994 4,995 4,550 4,550 247 2,470 444.6 605 6,627
1995 4,762 4,338 4,338 236 2,360 423.8 714 7,765
1996 4,632 5,384 4,879 974 10,490
1997 . 4,886 5,694 5,073 1,033 11,141
1998 4,992 5,826 5,539 1,063 11,469
1999 5,056 5,903 5,760 1,078 11,632
2000 5,131 5,990 5,865 1,001 11,767

@ @ @) @ ©) ©) 0 @ ©

Departaent of Revenue January, 1904 revenue projection.

Revenues after effects of cash-based budgeting prograa. During the CBB reserve contribution period,
revenues (coluan 3) are equal to DOR projections ainus annual CBB contributions. Starting with the
first cash-based budgeting year, revenues (coluan 3) are pqual to DOR projections plus additional
earnings which accrue to the general fund as a result of transferring the CBB reserve fund balance to the
general fund.

Expenditure levels are presently United to projected revenues (ignoring the Constitutional appropri-—
ation liait). Beginning with the first cash-based budgeting year, expenditures Hill be liaited to the
revenues collected in the previous calendar year

General fund earnings are 00R projections up to the start of cash-based budgeting, at which pointthe
general fundearnings will be engaented due to the increased earnings capacity of the general fund froa
that point on into the future.

Beginning with the first cash-based budgeting year, the general fund balance is substantially increased
by the transfer of the CBB reserve fund.

Reserve fund earnings are calculated at a 10 percent annual interest rate coapounded aonthly.

The earningsrate of the CBB reserve fund is coapounded aonthly using a 10X annual interest rate.

This projection is based on a general fund unrestricted revenue contribution of 8.9 percent.

A

Yrubstake ” contribution is assuaed in this projection for FY 85 in the aaount of * 300 -Billion.
-76-



Appendix E

THE EFFECTS OF DECLINING REVENUES ON STATE OPERATING COSTS

It is unknown at this time what effects projected revenue declines
in the 1990s will have on the State Operating Budget. Obviously,
the impact of declining revenues on the Operating Budget will depend
on the severity of actual drops in petroleum revenues N,t will also
depend on the availability of supplementary revenue sources such as
Permanent Fund earnings or cash-based budgeting reserve earnings.
As a measure of how critically projected revenue declines may affect
the State Operating Budget 1if other mechanisms are not employed, this
section will focus on how the size of the Operating Budget may be cut
to remain within the means of projected revenues.

It should be pointed out that under the conservative Department of
Revenue forecast (30th percentile projection), revenues are projected
to fall below the amount needed to maintain Operating Budget expendi—
tures at the current level (FY 84) as early as FY 93. IfT one assumes
that the department®s mean revenue forecast is more likely to compare
to actual revenues received by the.State, a shortfall below current
Operating Budget levels is not projected to occur until FY 2000.

Consequently, this analysis will focus on the "worse" case 30th per—
centile forecast. Assuming that neither Permanent Fund earnings nor
cash-based budgeting reserve earnings are used to supplement declining
revenues, Table ElI shows how simple across-the-board Operating Budget
cuts may be reflected in terms of total State employment. It is assumed
in this table that a 5% cut in the overall Operating Budget translates
into a 5% cut in State employment. On this basis, cuts in the number
of State employees would range from-a low of 384 in FY 93 to a high
of between 1,400 and 1,600 employees for each of the three following
years. Again, this projection assumes that as revenues fall from year
to year, the Operating Budget will be reduced by a [like amount.

Another alternative of the Operating Budget cut approach to Kkeeping
the costs of government within the means of the State, involves a
gradual cut of the budget over the long term. With this method, the
size of the Operating Budget could be slowly reduced so that when
projected revenue shortfalls occur, no drastic (large) cuts will be
necessitated. Table E2 shows how a 2% Operating Budget cut starting
in FY 85 would affect State employment.



PROJECTION OF STATE EMPLOYEE POSITIONS CUT
IN PROPORTION TO DECLINING REVENUES
(Assuaes A 30th Percentile Revenue Forecast) -

Fiscal Projected  Positions  Percentage Total

Year Revenues Cut Cut Positions
1984 3,23 mx 1 W3 18,788 v
1985 3,037 18,788
1986 2,995 18,788
.1087 3,131 18,788
1988 2,939 18.78B
1989 3,040 18,788
1990 2,735 . 18,788
1991 2,382 ) 18,788
1992 2,219 Ie>+,,>1): 18,788
1993 2,015 384 2.0 18,404
1994 1,837 1,626 8.8 16,778
1995 1,683 1,407 8.4 15,372
1996 1,507 1,608 10.5 13,764
1997 1,450 521 3.8 13,244
1998 1,397 484 3.7 12,760
1999 1,341 511 4.0 12,248
2000 1,277 585 4.8 11,664

FY 04 total positions equal full-tiae equivalent positions.

The projection of positions cut is based on a decrease in the size of State eaoloyaent in proportion to
the decline in the Operating Oudget below the present level of $2,057 aillian.

This projection assuaes no ‘real ” growth in the Operating Budget prior to the revenue decline.

Table E2

IMPACT OF A 2X ANNUAL CUT IN THE OPERATING BUDGET
ON THE NUMBER OF STATE EMPLOYEES

Fiscal Total Nuaber of Positii
Year State Eaployees Cut
1984 18,788 0
1985 18,412 376
1986 18,044 368
1987 17,683 361
1988 17,329 354
1989 16,983 347
1990 16,643 340
1991 16,310 333
1992 15,984 326
1993 15,664 320
1994 15,351 313
1995 15,044 307
1996 14,743 301
1997 14,448 295
1998 14,159 289
1999 13,876 283
2000 13,599 278

FY 64 total nuaber of eaployees equals full-tiae equivalent positions.
This projection assuaes that a 2. Operating Budget cut translates into a 2X cut in total State eaployaent.
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Appendix F

PERMANENT FUND EARNINBS AS A REVENUE SOURCE FOR CASH-BASED BUDBETINS
Based On A Kean Revenue Projection
(aillions of dollars)

Fiscal Pera.Fund Pera.Fund Pera.Fund Inflation Pera.Fund CBB Reserve (BB Reserve

Year  Contribs. Balance  Earnings Proofing  Dividend Contribs. Balance
1986 380 6,045 551 342 0 209 209
6,867 626 389 0 237 468
7,789 711 441 0 210 784
8,866 808 502 0 306 1,168
10,040 917 568 0 349 1,634
11,264 1,033 63B 0 396 2,193
12,568 1,156 711 0 445 2,857
13,980 1,288 791 0 497 3,639
15,502 1,430 877 0 553 4,556
17,091 1,581 967 0 614 5,625
18,776 1,740 1,063 0 677 6,865
20,615 1,911 1,167 744 0 7,551

This projection assuaes that the Peraanent Fund prograa is revised as described in
Chapter Two. Peraanent Fund earnings are based on a real rate of return of 4 7,

and an inflation rate of 6 X

The earnings capacity of the CBB reserve fund alone is sufficient to reach the target
aaount, consequently, a zero contribution for peraanent fund earnings is shown.





