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REQUEST

R e v i s i o n  Date: 

F I S C A L  D ET A I L  ________

S TATE OF A L A S K A  1986 L E G I S L A T I V E  S E S S I O N

F I S C A L  NO T E

B i l l / R e s o l u t i o n  No: H J R  22

Title: A p p r o p r i a t i o n  R e s er ve  F un d  and 

L i m i t a t i o n s ___________________________________

Sponsor: M. W. M i l l e r ______________________

Requestor: H o u s e  J u d i c i a r y _______________

Date  of Request: F e b r u a r y  27. 1986

A g e n c y  Affected: D ep ar t m e n t  of R e v e n u e  

B R U : Tr ea s u r y __________________________________

Components:.

E X P E N D I T U R E S / R E V E N U E S :  (Thousands of Dollars)

O P E R A T I N G

1 FY 86 1 FY  87 1 FY 88 1 F Y  89 I FY 90 FY 91

1 1 1 1 J_ ,
P E R S O N A L  S ER VIC ES 1 1 1 - 1 1 -

T R A V E L 1 1 1 ~ 1 1 -

C O N T R A C T U A L 1 - 1 1 1 1 - -

SU PP L I E S 1 1 1 - 1 1 - -

E Q U I P M E N T 1 - 1 1 1 1 .
LAN DS  & S T R U C T U R E S 1 - 1 1 1 1 -

GRANTS, CLAI MS 1 - 1 1 1 1 - -

M I S C E L L A N E O U S 1 1 1 1 1 -

T O T A L  O P E R A T I N G 1 1 1 1 1 —

CA P I T A L

REVENUE

FUNDING: ( Thousands of Dollars)

| GENERAL FUND 

j FEDERAL FUNDS 

j OTHER

1 TOTAL_________

POSITIONS:

| FULL-TIME 

j PART-TIME 

I TEMPORARY .1
I

A N A L Y S I S : T hi s  fi sc al  not e a d d re ss es the b u d g e t a r y  impact on the T r e a s u r y  Division. It 

does not  a d d re ss the effect on amoun ts a v a i l a b l e  for a p p r o p r i a t i o n  or limits on 

a p p r o p r i a t i o n s . AP r e p a r e d  By: M i l t  B a r k e r  

Division: T r e a s u r y

A p p r o v e d  by  C o m m i s s i o n e r  

Agency: D e p a r t m e n t  of Revoriue

Phone: 465-2350

Date: F e b r u a r y  27, 1986 

Date:

D i s t r i b u t i o n  (by A g e n c y  p r e p a r i n g  fi s c a l  note) 

L e g i s l a t i v e  F i n a n c e  

Le g i s l a t i v e  S p o n s o r  

R e q u e s t o r

O f f i c e  of M a n a g e m e n t  and Bud g e t

Imp a c t e d  Ag en cy (ie s) p a g e  1 of 1 1 0 / 2 5 / 8 5



STATE OF ALASKA 1986 LEGISLATIVE SESSION 
FISCAL NOTE

Revision . ' a t e :
R E Q U E S T _______________________________________  F IS C A L  D ETA IL_________________

Bill/Resolution N o . : SSHJR22 A ^ n r y  Affp/’tpH •
Title : Proposing amendments to tne B R U .________ ‘_________________

Constitution creating an appropriation _______________________________

reserve fund._____________________________  _______________________________
Sponsor: M. W . Ml 11 er e t . al ■------------  Components :___________________
Requestor: H o u se_J u d i c i a r y ________________  __________________________________
Date of Request: February 1936____________  _______________________________

E X P E N D IT U R E S /R E V E N U E S  : (T h o u s a n d s  of Dollars) _______  _______

O P E R A T I N G FY 86 FY 87 FY 88 FY 89 FY 90 FY 91
PERSONAL SERVICES

TRAVEL
C O N T RAC TU AL
SUPPLIES

EQUIPMENT
L A N D  &  STRUCTURES

GRANTS, CLAIMS
MISCELLANEOUS

T O T A L  O P E R A T I N G

CAPITAL

REVENUE (see attached)

FU N D IN G  : (T h o u san d s  of  Dollars)

GE N ER AL  FUND 

FEDERALFUNDS 
OTHER 
TOTAL

P O S IT IO N S  :

FULL-TIME
PART-TIME
T E M P O R A R Y

ANALYSIS : Attach a separate page if necessary

The revenue impacts of this legislation vary significantly with assumptions 
made about spending and investment decisions. The attached analysis examines 
one of many possible options for disposition of windfall revenues.

H r
Prepared by: David Tonkovtoh  ________________  465-2173

D iv is ion:_____ Revenue/Research_______ /i \ // D a te: 2/18/86

Approved by Commissioner: 
A gency :

Distribution (by Agency preparing fiscal not^f:
Legislative Finance 
Legislative Sponsor 
Rfquestor
Office of Management and Budget
Impacted Agency(ies) p a g e ______ o f _____  10/25/85



Analysis:

1. This note 1s based on the 30 percent, revenue projections prepared 1n 

January, 1986 (see Revenue Sources. FY 1985-88). Using FY 87 as a 

base year general fund unrestricted revenues decline by an average of 

5.8 percent per year over the period FY 87-93. This means that 

unrestricted revenues rather than an appropriation base adjusted for 

cumulative population and Inflation will be the effective limit on 

state expenditures for that period.

2. In this analysis these revenues are contributed to the Appropriation 

Reserve Fund.

TAPS
TAPS Tariff Legal and 

FY ARCO Adjustment Refunds Total

86 243.0 88.6 239 3 570.9
87 238.0 238.0
88 203.5 203.5
89 160.0 160.0
90 135.9 135.9
91 124.6 124.6
92 123.9 123.9
93 109.2 109.2

Note: Adjustments will have to be made as these figures are
audited and the effects of later slgnees to the settlement 
ure computed. This primarily effects the figures for FY 
89 and beyond.

3. The analysis assumes that the Appropriation Reserve Fund begins

operation at the beginning of FY 88 with an Initial deposit of $808.9 

m l . U o n .  The fund grows each year by additional contributions and

*



earnings on fund balances. An interest rate of 9 percent per year is 

assumed with earnings computed on a balance calculated as the FY 

starting balance plus one-half of the annual contributions. Prior to

' 88 interest on these monies goes to the General Fund.

ilculations: (Figures in millions of nominal dollars)

Beginning Ending
FY Balance Contributions Earninqs Balance

88 808.9 203.5 82.0 1094.4
89 1094.4 160.0 105.7 1360.1

90 1360.1 135.9 128.5 1624.5
91 1624.5 T24.6 151.8 1900.9

92 1900.0 123.9 176.7 2001.5

93 2201.5 109.2 203.0 2513.7

It appears that in 1993 the ending balance of $2513.7 million would 

be 1.5 times the FY 92 appropriations. This assumes FY 92 

appropriations for purposes oi the legislation are equal to 

unrestricted revenues less monies contributed to TAPS less FY 92 debt 

service.

it needs to be emphasized that these figures are subject to 

significant change as revenue forecasts are updated.



The net revenue Impacts of this legislation depend on alternative 

uses which might be made o. the money contributed to the 

Appropriation Reserve Fund. If the money 1s spent as 1t 1s received 

and Interest earnings are negligible then the revenue Impact would 

equal the earnings shown above.

It appears that the Intent of this bill 1s to deposit Into the 

Appropriation Reserve Fund that portion of future petroleum revenues 

due to reduced pipeline tariffs. While this seems straightforward 

the actual computation raises some problems. For Instance, 1f a 

marginal field 1s only economically viable at the lower rate, 1s that 

revenue attributable to the TAPS settlement? Also, a lower tarl'f 

has some feedback on property and Income taxes. Is the net Increase 

1n revenues deposited or are these considerations Ignored?

The language excluding both the proceeds and debt service on general 

obligation bonds from the limit needs to be carefully examined. It 

1s appropriate that debt service be excluded. However, there 1s a 

danger that the language would bias the funding of capital projects 

away from general funds and toward general obligation bonds.



STATE OF A L A S K A  1985 L E G I S L A T I V E  S E SS IO N

FIS C A L  N O T E

Re vi si on  Date

R E QUE ST

B i l l / R e s o l u t i o n  No: hJR  22

Title: A p p r o p r i a t i o n  Reserve Fund and

Li m i t a t i o n s ___________________________________

Sponsor: M. W. Miller______________________

Requestor: House Jud ic iar y_______________

Date of Request: M a rc h 11. 1985_________

F I S C A L  DE T A I L

A g e n c y  Affected: D e p a r t m e n t  of R e ve nu e 

P r o g r a m  C a t e g o r y  A f f e c t e d : ________________

BRU, P r o g r a m  of Subprog ra m( s)  Affected: 

T r e a s u r y _______________________________________

E X P E N D I T UR ES /R EV ENU ES : (Thousands of Dollars)

1 FY  85 1 F Y  86 1 FY  87 1 FY  88 1 F Y  89 1 F Y  90

O P E R A T I N G 1 1 1 1 1 1
100 P E R S O N A L  SERVICES 1 1 1 - 1 1 - 1
200 T R A V E L 1 1 - 1 1 1 - 1 -
300 C O N T R A C T U A L 1 - 1 1 1 - 1 1
400 S UP PLIES 1 1 - 1 - 1 1 1
500 EQ U I P M E N T 1 1 - 1 1 1 - !
600 LANDS &  STRUC TU RE S 1 i - 1 - 1 1 - 1 -
700 GRANTS, CLAIMS 1 - 1 - 1 - 1 1 1
800 MI S C E L L A N E O U S 1 1 1 1 - 1 1

T O T A L  O P E RA TIN G 1 1 - 1 - 1 - 1 i

1 C A P I T A L  1 -  1 -  I - 1 - 1 - 1 -

1 R E VE NU E 1 

FUNDING: (Thousands of Dollars)

- 1 -  1 - 1 - 1 - 1

'

G E N E R A L  FUND 

F E D E R A L  FUNDS 

O T H E R

T O T A L ___________

POSITIONS:

F U L L - T I M E

P A R T - T I M E

T E M P O R A R Y I I

A N A L Y S I S : This fiscal note add re ss es  the b u d g e t a r y  impact on the T r e a s u r y  Division,

does not address the e ffe c t  on amou nts  a v a il ab le  for a p p r o p r i a t i o n  or limits on 

a p p r o p r i a t i o n s .

It

P r e p a r e d  By: M ilt Barker 

Division: Tr ea s u r y

A p p r o v e d  by Commissioner: 

Agency: D e p a r t m e n t  of Reve

D i s t r i b u t i o n  (by A g e n c y  p re p a r i n g  fi sc al  note): 

L e g i s l a t i v e  Finance 

L e g i s l a t i v e  Spons or  

R e q ue st or_______

Office of Management and Budget 

Impacted Agency(ies)

Phone: 46 5- 2 3 5 0

Date: M arch 12. 1985 

Date:



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL

B111/Resolution No: HJR 22 Aaencv Affected: Revenue .

Title: Amendments creating an appro­ Program Category Affected:

priation reserve fund and 11m1t1nq
Increases 1n appropriations
Sponsor: Miller, Pearce, et. al. BRU, Program of Subprogram(s) Affected:

Requestor: House Judiciary
Date of Request: March 11. 1985

EXPENDITURES/REVENUES: (Thousands of Hallars)

| 1_ FY 85 1 FY 86 1 FY 87 1 FY 88 1 FY 89 1 FY 90

1 ' PERATING I 1 1 1 1 1

| 100 PERSONAL SERVICES ! - 1 1 1 - 1 - I -
| 200 TRAVEL | - 1 - 1 1 - 1 - 1 -
| 300 CONTRACTUAL j - I - 1 1 - 1 - 1 -
| 400 SUPPLIES i - 1 - 1 ! - 1 - I -
| 500 EQUIPMENT ! - 1 1 ! - 1 - 1 -
| 600 LANDS & STRUCTURES i - 1 1 1 - 1 - 1 -
| 700 GRANTS, CLAIMS | - 1 1 1 - 1 - 1 -
1 800 MISCELLANEOUS ! -

i 1 1 - 1 - 1 -

1 TOTAL OPERATING 1 - 1 1 1 - 1 - 1 -

1 CAPITAL 1 - 1 1 1 - I - 1 -

1 REVENUE 1 - 1 1 1 - 1 - 1 -

FUNDING: (Thousands of Dollars)
| GENERAL FUND | - 1 1 |(186,150)|(179,780)|(173,780)

| FEDERAL FUNDS | - 1 1 1 - 1 - 1 -
| OTHER I - 1 1 |186,15U |179,780 1173,780

1 TOTAL 1 - 1 - 1 1 - 1 - 1 -

POSITIONS:

Phone: 465-2173_______
Date: April 12. 1985

Date: V /  ̂

| FULL-TIME 
| PART-TIME 
I TEMPORARY .1

ANALYSIS: Attach a separate page for analysis
^r.T .

-epared By: David Tonkovlc)
vision: Department of ̂ Reve

Approved by C, 
Agency: ____

1ss1oner:

nue. Research Sectiony
Distribution (by Agency preparing 

Legislative Finance 
Legislative Sponsor 
Requestor

seal note):

Office of Management and Budget 

Impacted Agency(les)



FISCAL NOTE HJR 22 
Attachment

Analysis

1. 7.5 percent contribution of unrestricted revenues to appropriation
reserve fund begins 1n FY 88.

2. Given the decreasing pattern of revenues 1t appears that available 
revenues rather than a limit based on population and price level Increase 
1s the effective constraint on spending throughout the period of analysis.

3. Inflation over the period ranges between 4.0 and 6.7 percent with a 
real rate of return on appropriation reserve fund balances of 4.0 percent.

Conclusion

1. The balance 1n the appropriation reserve fund exceeds 1.5 times the 
appropriation of unrestricted general fund revenues 1n FY97. The 
spending limit 1n Section 1 of the bill would become operative 1n FY 93. 
Appropriations in a fiscal year would be limited to 95*/. of the 
unrestricted revenue for the previous fiscal year.
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POUCH Y STATE C A P IIO l 
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907-465 3BOC!

SUBJECT:

TO:

FROM:

A p p r o p r i a t i o n  R e s e r v e  F u n d

R e p r e s e n t a t i v e  M i k e  W. M i l l e r

Tainara B r a n d t  C o o k  f ' 
A c t i n g  D i r e c t o r  
D i v i s i o n  o f  L e g a l  S e r v i c e s

H e r e  is the s e c t i o n a l  a n a l y s i s  o f  the d r a f t  SS H J R  22 d a t e d  
J a n u - a m j  13, 1985 t h a t  y o u  r e q u e s t e d .

S e c t i o n  1 a m e n d s  t h a  s e c t i o n  o f  t h e  c o n s t i t u t i o n  p r o h i b i t i n g  
the d e d i c a t i o n  o f  r.tate f u n d s  b y  a d d i n g  as an e x c e p t i o n  to 
the p r o h i b i t a t i o n  a r e f e r e n c e  to A r t i c l e  XV, S e c t i o n  29.
T h a t  s e c t i o n  is a d d e d  u n d e r  S e c t i o n  4 o f  th i s  d r a f t  and 
i d e n t i f i e s  (and d e d i c a t e s )  m o n e y  f r o m  c e r t a i n  s o u r c e s  to go 
i n t o  the a p p r o p r i a t i o n  r e s e r v e  fund.

S e c t i o n  2 a m e n d s  the s e c t i o n  o f  the c o n s t i t u t i o n  t h a t  
e s t a b l i s h e s  an a p p r o p r i a t i o n  l i m i t  so t h a t  a p p r o p r i a t i o n s  
d u r i n g  a f i s c a l  y e a r  m a y  n o t  e x c e e d  t h e  l e s s e r  of the a m o u n t  
a p p r o p r i a t e d  in the f i s c a l  y e a r  the p r o v i s i o n  t a k e s  e f f e c t  
a d j u s t e d  f o r  the <-uramlative i n f l a t i o n  a n d  p o p u l a t i o n  g r o w t h  
or d e c l i n e  as defi. ed b y  l a w  or  95 p e r c e n t  of the 
u n r e s t r i c t e d  r e v e n u e  o f  the s t a t e  o f  t h e  p r e v i o u s  c a l e n d a r  
year. T h e  e x i s t i n g  p r o v i s i o n  p r o h i b i t s  a p p r o p r i a t i o n s  f r o m  
e x c e e d i n g  $ 2 , 5 0 0 , 0 0 0 , 0 0 0  b y  m o r e  t h a n  t h e  c u m u l a t i v e  c h a n g e  
in p o p u l a t i o n  a n d  i n f l a t i o n  s i n c e  J u l y  1, 1981. It al s o  
r e q u i r e s  t h a t  o n e - t h i r d  o f  t h e  a p p r o p r i a t i o n s  b e  r e s e r v e d  
for c a p i t a l  p r o j e c t s  a n d  lo a n s ,  w i t h  c e r t a i n  e x c e p t i o n s .
T h i s  restrict'.on h a s  b e e n  e l i m i n a t e d .

S e c t i o n  3 e s t a b l i s h e s  the a p p r o p r i a t i o n  r e s e r v e  fund. M o n e y  
f r o m  the f u n d  m a y  o n l y  b e  u s e d  i n  c e r t a i n  e m e r g e n c y  
s i t u a t i o n s  u n t i l  J u n e  30 o f  the y e a r  i n  w h i c h  the b a l a n c e  
e x c e e d s  1.5 t i m e s  t h e  a p p r o p r i a t i o n s  o f  u n r e s t r i c t e d  r e v e n u e  
in the p r e c e d i n g  f i s c a l  y ear. A t  t h a t  t i m e  t h e  b a l a n c e  o f  
the f u n d  l a p s e s  i n t o  t h e  t r e a s u r y  a n d  n o  m o r e  d e p o s i t s  w i l l  
b e  m a d e  i n t o  the f u n d  a f t e r  it h a s  l a p s e d .  U n t i l  then, the



R e p r e s e n t a t i v e  M i k e  W. M i l l e r  
Page 2
J a n u a r y  17, 1986

fund is to b e  i n v e s t e d  a t  c o m p e t i t i v e  r a t e s  a n d  e a r n i n g s  
b e c o m e  p a r t  o f  t h e  fund.

S e c t i o n  A a d d s  s e v e r a l  s e c t i o n s  to t h e  a r t i c l e  on 
t r a n s i t i o n a l  m e a s u r e s  in the c o n s t i t u t i o n .  U n d e r  S e c t i o n  29 
m o n e y  f r o m  c e r t a i n  s o u r c e s  r e c e i v e d  b y  the s t a t e  b e f o r e  t h e  
a p p r o p r i a t i o n  r e s e r v e  f u n d  h a s  l a p s e d  tl is n o t  
a p p r o p r i a t e d  or J u l y  1, 1985 a n d  is o t h  . .j.se u n r e s t r i c t e d  
at the t i m e  o f  '-eceipt is t r a n s f e r r e d  che a p p r o p r i a t i o n  
r e s e r v e  f u n d  e s t a b l i s h e d  u n d e r  t h i s  dr a f t .  T h e  m o n e y  is to 
come f r o m  t h e  c o n c l u s i o n  o f  c e r t a i n  l a w  s u i t s  i n v o l v i n g  oil 
and gas m a t t e r s ,  i n c l u d i n g  t h e  T A P S  c ate, f r o m  f u n d s  the 
state w i l l  r e c e i v e  u n d e r  a p r o v i s i o n  o f  the O u t e r  
C o n t i n e n t a l  S h e l f  L a n d s  Ac t ,  a n d  f r o m  b a c k  t a x e s  o w e d  to the 
state f r o m  v a r i o u s  o i l  a n d  g a s  s o u r c e s  a n d  p a i d  a f t e r  
D e c e m b e r  31, 1985. A  t e m p o r a r y  a p p r o p r i a t i o n  l i m i t  is 
e s t a b l i s h e d  in S e c t i o n  30 to b e  in e f f e c t  f r o m  the b e g i n n i n g  
of f i s c a l  y e a r  1988 u n t i l  the b e g i n n i n g  o f  the f i s c a l  y e a r  
in w h i c h  the a p p r o p r i a t i o n  r e s e r v e  f u n d  l a p s e s  i n t o  the 
treasury. U n d e r  t h e  t e m p o r a r y  l i m i t a t i o n ,  w i t h  c e r t a i n  
e x c e p t i o n s ,  a p p r o p r i a t i o n s  d u r i n g  a f i s c a l  y e a r  m a y  n o t  
e x c e e d  the a m o u n t  a p p r o p r i a t e d  d u r i n g  t h e  y e a r  in w h i c h  the 
t e m p o r a r y  l i m i t a t i o n  s e c t i o n  b e c o m e s  e f f e c t i v e  b y  m o r e  t h a n  
the c u m u l a t i v e  i n f l a t i o n  a n d  p o p u l a t i o n  g r o w t h  or d e c l i n e  as 
p r e s c r i b e d  b y  law. S e v e n t y - f i v e  p e r c e n t  o f  the u n r e s t r i c t e d  
r e v e n u e  o f  t h e  s t a t e  t h a t  is n o t  a p p r o p r i a t e d  as a l l o w e d  b y  
this s e c t i o n  is t r a n s f e r r e d  f r o m  t h e  g e n e r a l  f u n d  to the 
a p p r o p r i a t i o n  r e s e r v e  f u n d  e a c h  f i s c a l  y e a r  and the 
r e m a i n i n g  25 p e r c e n t  g o e s  to t h e  A l a s k a  p e r m a n e n t  fund.
W h i l e  th i s  t e m p o r a r y  s p e n d i n g  l i m i t a t i o n  is in e f f e c t ,  the 
s p e n d i n g  l i m i t  c o n t a i n e d  in S e c t i o n  16 o f  A r t i c l e  I X  is 
s u p e r s e d e d .  S e c t i o n  31 p r o v i d e s  t h a t  t h e  a m e n d m e n t  to 
S e c t i o n  16, A r t i c l e  I X  c o n t a i n e d  i n  t h i s  d r a f t  t a k e s  e f f e c t  
at the b e g i n n i n g  o f  the f i s c a l  y e a r  d u r i n g  w h i c h  the 
a p p r o p r i a t i o n  r e s e r v e  f u n d  l a p ses.

S e c t i o n  5 r e q u i r e s  t h e  c o n s t i t u t i o n a l  a m e n d m e n t s  p r o p o s e d  in 
this d r a f t  to b e  p r e s e n t e d  to the v o t e r s .

T B C r m k r



Appendix A

LEGISLATIVE INTEREST IN CASH-BASED BUDGETING

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

HB 477 y i 2

As early as 19/9, legislation was introduced to implement a forward 

funding plan. The bill wtuld hsve established a "budget and appropria­
tions reserve account" and required annual appropriations to this 
account equal to 15 percent of the a v e n g e  gross receipts of the General
Fund. These appropriations would have been required from 1980 until
1986, when the budget and appropriations 'reserve 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 little 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 1:. forecast revenues forced the legislature 
and the administration to make major, rapid revisions 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 
1n that year.

The unexpected decline in revenues and uncertainty over future income 
at the State level was 1n 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.
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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 forecast" by 
the department, recognizing the substantial risk of lower oil prTces 
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 insures 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 voters, two new sec­
tions would be added to the Alaska Constitution. The first 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 Funa 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 HJR 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 
3C, $3,779 billion will be available for expenditure 1n FY 93 assuming 
a 30th percentile revenue forecast, while $4,249 billion would be 
available in the CBB reserve fund assuming a mean revenue forecast.
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CHAPTER FOUR

THE FISCAL MANAGEMENT 8ENEFITS AND LIMITATIONS 
OF CASH-BASED BUDGETING

The original intent of legislation proposing cash-based budaetlng 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 various "balanced budget" laws enacted recently in 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. Oeficit sper ling under 
cash-based budgeting is prohibited because appropriations are limited 
to cash on hand. The only exception to this prohibition against deri- 
cit spending [which also applies to the contraction of State debt) 
wouid be "for the purpose uf repelling invasion, suppressing insurrec­
tion, defending the state in war, meeting natural disasters,.-."

Fiscal Restraint

Cash-based budgeting is a device for instituting fiscal restraint in 

the budgetary process in two ways. In the first case, because annual 
appropriations of between $300 an.! $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

l8The Alaska Constitution (Article IX, Section 8) does prohibit the 
State from incurring 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 t exceed estimated revenues for 
the succeeding fiscal year."
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or debt service payments were being m a d e .19 Relative to Governor 
Sheffield's recommended capital budget for FY 85 t o t a’ing about $1 
billion (including the $300 million major projects fundy, CBB reserve 

fund contributions would represent roughly one-th1rd 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 at which those revenues might be appropriated. 
For example, 1f a major oil field would be exoected 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 in anticipation of these 
revenues, since under cast-based 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 in th e larger context 
of the long-term financial prospects of the State. The central ques­
tion from this perspective is how would cash-based budgeting affect 
State finances 1n view of a projected revenue decline?

• 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, i c should be realized that in addition to the capi­
tal projects potentially foregone as a consequence of annual contribu­
tions to the C3B reserve, there are the opportunity costs associated 
with these foregone appropriations. Examples Z x  these opportunity 
costs include lost momentum in accelerating sectors of the fisheries, 
mining, timber, coal, or tourism industries that m i g h t  have c^me with 
new harbors, highways, rairoad spurs, and airports, or  incrto-ed 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 fur''ng a 
cash-based budgeting system.
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1 On the other hand, cash-based budgeting would mitigate t h e  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 Increased by the 
transfer of the CBB reserve fund (projected to be abou t $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 yea r as a consequence of this transfer.

• Ouring the period when  contributions are being made to th e CBB 
reserve fund (FY 86 through FY 93), revenues available for ap­
propriation would be diminished by the amount of annual c o n tr ib u­
tions (between $300 and $420 million). This effective reduction 
1n revenues potentially makes government growth more difficult. 
To the extent that government grov.-th is curbed during t h e  CBB 
contribution period, the adjustment to a period of declining 
revenues she j1d require somewhat less drastic measures tha' would 
be necessary if further growth were permitted.

■ Should a dramatic drop in revenue" occur during a single year, 
cash-based budgeting would provide a one-year delay in t h e  im­
pact of that decline before a fiscal adjustment would ha ve  to 
be made. Under cash-based budgeting, revenues must accumulate 
in the General Fund over a full calendar year before f  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 in revenues cannot be avoided 
under cash-based budgeting, only deferred for one year.

• 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 m a t c h  the 
rate possible on investments of the Permanent Fund. In the 
event that revenues fell sharply over e 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 wo u l d  be somewhat limited in comparison to 
Permanent Fund Investments.

• The only advantage of cash-based bu dgeting over the Permanent 

Fund for this purpose is 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 
1s 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 dividing up the pie will still require difficult political 
decisions. For local governments a'.d school districts, which rely on 
State appropriations to finalize their budgets, uncertainty over reve­
nues would remain until the legislative allocation process 1s 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.

The Constitutional provision (Article IX, 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 allocatiun of total appropriations may 
Cjuse part of the HurWr-r of funding the CBB contribution to be borne 
by the Operating Bucket a ince one-third of the total funds are reserved 
for the Capital Budget dim 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 tn 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 
'or 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:

• 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 Limitation^

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 1n the conventional sense. Ex­
penditure limitation measures normally constrain appropriations to a 
level adjusted to account for changes in demand for government services 
(changes 1n 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 1n 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, revenue 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 is that a compre­
hensive fiscal management analysis which examines all of the manage­
ment tools at the State's disposal should be undertaken.

20jhe 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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S e c t i o n  16

Ex ce pt  for a p p r o p r i a t i o n s  for A l a s k a  p e r m a n e n t  fund dividends, 

ap pr op r i a t i o n s  o f  r e v e n u e  b o n d  p r o c e e d s a p p r o p r i a t i o n s  r e q u i r e d  to 

p a y  the p r i n c i p a l  and i n t e r e s t  or. g e n e r a l  o b l i g a t i o n  bonds, and 

ap pr op r i a t i o n s  of m o n e y  received, f r o m  a n o n - S t a t e  source in t r u s t  fo r a 

specific pu rpose, i n c l u d i n g  r e v e n u e s  of a p u b l i c  e n t e r p r i s e  or p u b l i c  

co rp or at ion  of the S tat e th a c  i s s u e s  r e v e n u e  b o n d s , a p p r o p r i a t i o n s  —  

from  the t r e a s u r y  ma d e  for a f i s c a l  y e a r  "hall not exceed 

$2 , 5 0 0, 00 0, 000  by  m o r e  than the c u m u l a t i v e  change, d e r i v e d  from 

federal indice s as p r e s c r i b e d  b y  law, in p o p u l a t i o n  and i n f la tio n 

since July  1, 1981. W i t h i n  thi s limit, at least o n e - t h i r d  shall be 

re served fo r c a p i t a l  p r o j e c t s  a n d  l o a n  a pp ro p r i a t i o n s .  The 

l egislature ma y e x c e e d  this l i m i t  in b i l l s  for a p p r o p r i a t i o n s  to the 

A la s k a  p e r m a n e n t  fund an d in b i l l s  for  a p p r o p r i a t i o n s  for capi tal  

projects, w h e t h e r  o f  b o n d  p r o c e e d s  o r  o t her wi se , if each bi l l  is 

ap pr ov ed  b y  the gov er nor , or p a s s e d  b y  a f f i r m a t i v e  v ote of 

t hre e- fo ur ths  of the m e m b e r s h i p  o f  the le g i s l a t u r e  o v e r  a ve t o  o r  ite m 

veto, or b e c o m e s  law w i t h o u t  s i g n a t u r e ,  an d is als o a p p r o v e d  b y  the 

vo te rs  as p r e s c r i b e d  b y  law. E a c h  b i l l  for  a p p r o p r i a t i o n s  for c api ta l 

p r o j e c t  in excess of the l i m i t  s h a l l  b e  c o n f i n e d  to ca p i t a l  p r o j e c t s  

of the same type, and the v o t e r s  shall, as p r o v i d e d  by  law, be 

informe d o f  the cost of o p e r a t i o n s  and  m a i n t e n a n c e  of the capita l 

projects. Mo o t h e r  a p p r o p r i a t i o n  in e x c e s s  of this l imit m a y  be m a d e  

exc ep t to m e e t  a state of  d i s a s t e r  d e c l a r e d  by  the g o v e r n o r  as 

p r e s c r i b e d  b y  law. The g o v e r n m e n t  sh all  cause any u n e x p e n d e d  and 

u n a p p r o p r i a t e d  b a l a n c e  to be  i n v e s t e d  so as to y i e l d  c o m p e t i t i v e  m a r k e t  

rates to the treasury.

1 C O  'CO ̂  Oa J
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September 21, 1984

MEMORANDUM

TO: Representative Joe Hayes

FROM: 0. Alexander Hoke , ^

Legislative Analyst O

Re: Casn-Based Budgeting Update and Review of OMB Report
Researcn Request 85-010

As requested by Neil Phelps-Munson of your staff, tnis memorandum
contains: 1) an analysis of the revenue requirements of Casn-Baseo
Budgeting using current Department of Revenue forecasts; and 2) a 
review of the April 1984 report or. Cash-Based Budgeting orepared by 

tne Office of Management and Budget.

Four computer printouts showing alternatives for the development of a 
Cash-Based Budgeting (CBB) reserve fund are attacned to this memorandum. 
All four cases are designed to use the smallest annual percentage 
contribution of General Fund unrestricted revenues that permit Cash- 
Based Budgeting to begin in FY 95. These printouts are similar to 
tnose used in our 1983 interim report on Casn-Based Budgeting. All 
four scenarios are based on the July 1934 revenue projections issued 
by the Department or Revenue. A new set of revenue projections is 
anticipated to be released by the Department of Revenue within the 
next few weeks. 1 have been informed that forecasts of pecroleuin
revenues for the ext few years may increase slightly in the new pro­
jections, but tne leng-range forecast should closely parallel those 

used in this analysis.

Tables I and 2 are based on the Department of Revenue 30th percentile 
forecast, while Tables 3 and 4 are based on mean revenue projections. 
Tables 2 and 4 differ from 1 and 3 in that a front-end "grubstake" 
contribution is assumed in FY 87. The size of the front-end contri­
bution ($675 million) is equivalent to the FY 87 forecast of the
Permanent Fund undistributed income account balance. The four scenarios 
ore summarized in the following table.

w i a w yigM.oji
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Percentage Contribution of General Fund 
Unrestricted Revenues Required to Com-

Front-End Revenue pletely Fund tne CUB Reserve for the
Table Contribution Forecast Start of Casn-Based Budgeting in FY 95

You will note that tne percentage contributions shown in these projec­
tions are higher than those presented in our interim project report 
on Cash-Based Budgeting. The higher contribution percentages are a 
consequence of the delay in the start of the contribution period
until FY 88. This delay is predicated cn the assumption that the
constitutional amendments necessary to implement Cash-Based Budgeting 
cannot be approved by the voters until tne 1986 genera! election.

A second factor contributing to the higher contribution percentages is 
tne arbitrary cnoice of FY 95 for the start of Cash-Based Budgeting.
This start-up date was selected in response to the concerns you have
expressed previously that the reserve be funded before State revenues 
decline too dramatically. Of course, I- can execute the computer pro­
grams using any set of assumptions that you desire.

To give you a better feel for how the minimum percentage of General Fund 
revenues required to fund the C38 reserve relates to a compressed contri­
bution period, I have included Table 5. This table shows a spread of 
contribution percentages which will fund tne reserve for fiscal years 
ranging from 1993 to 1996. In general, as the contribution period be­
comes more compressed, a larger percentage contribution of General Fund 
revenues is required annually to fund the CBS reserve. A front-end 
contribution will effectively allow a snorter contribution period or a 

smaller contribution percentage.

Review of OMB Report on C^sh-Based Budgeting

The Office of Management and 8'idget released a report on Casf 'sed 
Budgeting in April of 1984.1 This report contained three iajor

*The OMB report was the third major study on Cash-Based Budgeting re­
leased during the 1984 legislative session. "Cash-Based Budgeting: A 
Response To Revenue Uncertainf" was published by the House Researcn 
Agency in January 1984. "Background Report: Forward Funding Budget 
System" was issued in March 1984 by the University of Alaska Institute 
of Social and Economic Research under contract with the Senate Advisory 

Counci 1.

1 none 30th %
2 $675 mi 11 ion 30th %

3 none Mean
4 $675 mi 11 ion Mean

13.3
11.3
14.4
12.5
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sections covering: 1) advantages and limitations of Cash-Based Budget­
ing; 2) alternatives for financing Cash-Based Budgeting; and 3) imple­
mentation issues. This report presented substantial <y the same issues 
and arguments that were presented in the House Research Agency study. 
Rather than point out areas of agreement in these two reports, we will 
focus our comments on the relatively few differences in our findings.

The OMB report begins by justifying Cash-8ased Budgeting on the grounds, 
that Alaska is "unusually susceptible to revenue uncertainty" and 
this uncertainty "results in a variety of budget-related problems and 
disruptions" (page 6-7). The report finds that Cash-Based Budgeting 
"would eliminate only some of the many interruptions in the budget 
process...probably would not contribute to shorter legislative sessions, 
and it probably would not provide any meaningful certainty for fne 
recipients of State funds." (page 10) We agree that knowledge of t: a 
amount of revenues for appropriation is only one of many factors ti».t 
can contribute to a smooth flow in the legislative deliberations of 
the State budget. There is some disagreement, however, on the potential 
for increased efficiency in budget preparation and ultimately shorter 
sessions. Certainly, time can be saved if all members of the legislature 
know from the outset exactly what amount of revenues are available for 
appropriation. There are a number of- recent examples of mid-session
adjusted forecasts causing a flurry of legislative discussions on 
alternatives for fine tuning the budget given the new revenue estimates. 
Cash-8ased Budgeting would eliminate these disturbances and the time 
lost in reworking the budget.

We agree that much of the uncertainty over legislative appropriations 
among recipients of State fjnds would remain in spite of Cash-Bdsed 
Budgeting. The difficult legislative process of setting priorities 
and allocating r e s our ce would be relatively unchanged by Cash-Based
Budgeting. On the other hand, municipalities and school districts
would likely have a better feel for formula-based allocations early in 
tne session if total available funds were know at tne outset.

The OMB report finds that "cash based budgeting would have no lasting
effects on State savings,...would exert no lasting influence over 
State spending,...and imposes no restrictions on lawmaker's appropri­
ation authority" (pages 11 and 12). The report argues that the savings
function ends when the last contribution is made to the CBB reserve
fund. As regards the influence on State spending, the OMB report
explains that Cash-Based Budgeting limits spending only to available 
revenues, a restriction that essentially exists in the Executive 3udget
Act prohibition against deficit spending. Finally, the OMB report
explains that Cash-Based Budgeting offers no restrictions to lawmaker's 

appropriation authority.
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Althougn similar arguments are made in tne House Research Agency report, 
we feel that the OMB findings overstate the limitations of Cash-Based 
Budgeting both as a savings instrument and as a restriction on State 
spending. It is quite true that the savings function of Cash-Based 
Budgeting occurs only while contributions are being made to the reserve 
fund. The significance of Cash-Based Budgeting as a savings device, 
however, lies in the timing of the savings function relative to pro­
jected State revenues. Cash-Based Budgeting, as it has been proposed, 
is designed to perform a savings function while State revenue surpluses' 
are projected to exist. It would be counter-productive for Cash-Based 
Budgeting to continue the savings funct-ion during a period when State 
government may run short on revenues available to meet the costs of its 
operations. Continued diversion of revenues into a savings account 
(reserve fund) would only compound the problems of adjusting to dimin­

ished resources.

The OMB findings that Cash-Based Budgeting has no lasting influence on 
State spending misses two important considerations. First, Casn-Based 
Budgeting potentially permits an increase in State spending above tne 
level that would be possible without Cash-Based Budgeting. Because 
Cash-Based Budgeting has the effect of maintaining a perpetual appropri­
ation reserve (in the General Fund) equal to 1.5 times the level of 
annual revenue collections, the interest earnings on the reserve provide 
additional revenues available for expenditure each year. In other 
words, revenues available for appropriation each year would be augmented 
by the increased General Fund interest earnings that result from Cash- 
Based Budgeting.

The second point overlooked by the OMB findings is that the annual con­
tributions of General Fund unrestricted revenues during the CBB reserve 
fund development period potentially has a long-term impact on State 
expenditure habits. Without this diversion of general funds during 
years of surplus revenues, tne State could conceivably acquire an 
appetite fo~ revenues sufficient to absorb any surpluses- With the 
diversion of surplus revenues into a C8B reserve fund, the State's 
appetite for increased appropriations would be limited to a level 
determined by the amount of the annual reserve fund contributions. 
Once Cash-based Budgeting begins and revenues start to decline, a 
he^'t of reduced expenditures and a lower expectation level of State 
g^ ernment services would have been established. Consequently, a more 
disciplined government would emerge into the period of revenue declines 
than might otherwise have been the case.

The OMB report raises a concern that special and supplemental appropri- 
iations could present a problem under Casn-Based 3udgeting- (page 73). 
If, under Cash-Based Budgeting, all available revenues were appropriated 
in a given fiscal year, any special or supplemental appropriations
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measures would be prohibited, since Cash-Based Budgeting does not 
permit appropriations beyond tne total revenues collected during the 
preceding calendar year. As suggested in tne OMB study, this prob­
lem could be resolved by the creation of a contingency fund of suffi­
cient size to handle special and supplemental appropriation require­
ments. For similar reasons, the OMB report suggests that an additional 
contingency fund (pernaps an augmented "rainy day fund") would be 
advisable in order to stabilize goverment expenditure levels during a 
year in which unusually low revenues were received. Current budgeting 
practices ailow a little more flexibility in dealing withh sporadic 
revenue shortages than is allowed under Cash-Based Budgeting.

The OMB report concludes (page 76) that when weighing benefits against 
costs, Cash-Based Budgeting probably fails to meet its two major 
objectives efficiently. Those objectives are: 1) to mitigate the bud­
getary problems associated with revenue uncertainty, and 2) t-: save 

surplus refenues in the near term in order to supplement revenues in a 
period of revenue decline. As a savings device, the OMB study suggests 
that the Permanent Fund is superior to Cash-based Sodqeting. This 
finding relates to the expectation of somewhat lower interest earnings 
on CBB reserve (c.‘ General Fund) investments as compared to Permanent 
Fund investments due to the requirement that revenues under Cash-Based 
Budgeting be invested in liquid, short-term investments wnicn generally 
yield lower rates of interest. As a device for addressing problems 
relating to revenue uncertainty, the OMB report finds "a well considered 
spending limitation" to be a less costly and more appropriate alterna­
tive to Cash-8ased Budgeting.

The answer to these charges against Casn-Based Budgeting lies with the 
political probability that one or the other of these approaches would 
be implemented. Althougn the combination of increased contributions to 
the Permanent Fund (up to 5400 or 5500 million per year) coupled with 
consistent legislative restraint or an effective constitutional spending 
limit would be more efficient at acnieving the above goals, what is the 
likelinood that this approach will be successful? Proponents of Cash- 
based Budgeting contend that the probability for political acceptance 
of Cash-Based Budgeting as a means of accomplishing these goals is 
greater than the likelihood that consistent Permanent Fund appropri­
ation:- and conservative spending habits can be achieved year after 
year witnout Cash-Based Budgeting.

If you have any questions regarding this memordndu, ur would like 

additional information, please call.

OAH

Attachments



A L A S K A  S T A T E  L E G I S L A T U R E  

H O U S E  O F  R E P R E S E N T A T I V E S  
R E S E A R C H  A G E N C Y

Pouch Y. Slur Capitol 
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MEMORANDUM January 9, 1984

TO: Neil Phelps-Muns™ 

FROM: Alexander Hoke

REGARDING: Accelerated Start-up of Cash-Based Budgeting

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 
C38 reserve fund each year, the following mechanisms could shorten 
the contribution period by one year each:

Early C38 Contribution. The point at which the C3B..reserve .fund would 
be sufficient to oegin Cash-8ased 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 C38 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 its interest earnings would effectively reduce the need for 
further contribution?; by $1600 million when Cash-Based Budgeting begins 
seme seven to nine years later. Our preliminary calculations show 
that this early contribution could potentially cause the automatic C3B 
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-3ased Budgeting 
constitutional amendment during the next general election.

Advanced Cash-Based Budgeting. According to the provisions in our 
C3B legislation outline, Casn-Based Budgeting would begin once the 
reserve fund equalled or exceeded the prior 18-months1 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

3 C a s h



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 CS8 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 CSS reserve fund is large enougn and
the point at which the first Cash-Based Budget becomes effective.*"
During the elapsed year, additional investment earnings will accrue to 
the reserve fund, causing it to grow further beyond what 1s 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 CHS re­
serve fund each year and forecast the point at which reserve funds 
would be sufficient to start Cash-Based Budgeting. For example, 1f 
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 tor C38 startup by the 
end of the current fiscal year, then the next budget would be designed 
as a Cash-Based 3udget assuming that C38 would start the following 
July 1. Likewise, the legislature would prepare a budget which antic­
ipates that Cash-Based 3uageting will be effective at the .start of the 
coming fiscal year. Consequently, the first Cash-Based 3udqet would 
become effect i ve on tne f i rst July 1 for whi cn the C33 reserve ! s 
sufficiently large to oegin Cash-Basea Buaaetino, not one year Iater.

Of course, there exists the possibility that the administration and/or 
the legislature will innacurataly predict the site of the C33 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 C38 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 s n p l e  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



splitting decision for the legislature and even more so for the ad­
ministration because of the greater uncertainty of their forecast. 
This may mean that the budget would have to se designed within the 
constraints of Cash-8ased Budgeting even though this may not be re­
quired should the total CRB reserve fall short of having the funds 
needed to initiate Cash-Based Budgeting by the start of'the fiscal- 
year.

If you have any questions about these alternatives, piease call me.



CS HJP 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, 1935 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 -l 
of this resolution) during the period of time in whicn contribu­
tions are made to the reserve fund.

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

5) Once cash-based budgeting begins, 3 new spending limit (as de­
fined in Section 1 of this resolution) is imposed.

Section 1.

This section rep'aces 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 32.5 billion adjusted 
for federal indices of change in population and inflation since July 1, 
i931, except for appropriations for permanent fund dividends, revenue 
bond proceeds, debt service on general obligation bonds, and non-State 
trust funds. Article 9 Sectior^_16 further provides that within the 
appropriation limit, "at least one-third shall be reserved for capital 
projects and loan appropriations."'jAppropriations for capital projects 
above the appropriation limit are permitted if approveu by the governor 
or passed by a three-fourths legislative veto override and if approved 
by the Alaska voters. "

1 CS*



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

"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 is 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 cf 
(roughly 7 to 9) years, contributions to the reserve fund will be made 
frcm unrestricted revenues as described in section 3 below. .The reserve 
fund will be transferred into the treasury once the balance excpeds
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 *ercent of unrestricted revenues received
each month will be transft into the appropriation reserve fund frcm
July 31, 1985 until the re. " _• fund exceeds 1.5 times the appropriations
of the preceding year. In other words, until the appropriation reserve
fund contains a balance suffi-ient to begin cash-based budgeting, month­
ly contributions equal to 3.8 percent of the previous month's unrestric­
ted rev rues are deposited into the reserve fund.



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 funa is provided 
in this section. These contributions equal 25 percent of any unappro­
priated revenues remaining at the end of each fiscal year auring the 
contribution period. For example, unappropriated revenues would remain 
in the event tnat actual revenues received during the year exceed 
expectations, and more importantly, exceed total appropriations for 
the year.

Section 5.

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

Section 6.

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



CS HJR 39 Appropriation Limitation Comparison to Existing Law

The aoDrooriation limitation in Section 1 of CS HJR 39 differs f om the 
existing appropriation limit (Article IX Section 16 of the Alaska Consti­
tution) ir the following ways:

Appropriation Limit

The existing Constitutional limit equals $2.5 billion adjusted annually 
for changes in population and Inflation. Section I of CS HJR 39 provides —  
that appropriations are limited by one of two limits, whichever 1s 
less: • v

1) the appropriations for the year that this constitutional limit 
becomes effective, 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."

5ase of ^oorooriation Limit

The existing Constitutional limit identifies a base amount of 32.5 bil­
lion. 3y 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 data can be thought of as the fiscal year in^wnich cash-based budg­
eting begins (approximately FY 95). ”r - *

Population and Inflation Adjustment Indices

The existing Constitutional limit specifies that the base aporopriation 
limit is to be adjusted by federal indices of change in inflation and
population. CS HJR 39 states tnat the base limit is to be adjusted 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
capita1 projects and loan appropriations." CS HJR 29 makes no such 
provi sions.

State of Oisaster/Emercency

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 in xcess of the
limit when "a state of emergency is declared by the governor as provided 
by law."



Other Exceptions for Aoorooriat1ons 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 aoorooriations are excluded from the limit.

The existing Constitutional limit excludes frsm the limit: appropriations 
of revenue bond proceeds and appropriations to pay the orincioal and in­
terest on genera) obligation bonds. CS HJR 39 excludes frcm the limit 
"appropriations or tne proceeds or revenue or general obligation bonds and 
appropriations required to pay the principal and interest on general 
obligation 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 
provi sions.

Appropriations flur nq/For a Fiscal Year

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

Interim Approoriation Limit

Section 4 of CS HJR 39 contains provisions for an interim appropriation 
limit to be affective during the period when contributions are being 
made to the reserve fund. The privisions 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 uf the state for the previous calendar year." The interim limit 
does not impose this additional limitation.



A PLAIN ENGLISH SECTIONAL ANALYSIS OF THE SS FOR HJR 22

SECT I O N  1

S e c t i o n  o n e  a m e n d s  the C o n s t i t u t i o n  of the S t a t e  of A l a s k a  to 

a llow the c r e a t i o n  of a d e d i c a t e d  fund c a l l e d  the A p p r o p r i a t i o n  

R e s e r v e  Fund.

S E C T I O N  2

S ecti o n  tw o  e s t a b l i s h e s  a n e w  c o n s t i t u t i o n a l  a p p r o p r i a t i o n  limit 

that g oes i n t o  e f f e c t  in the s a m e  f i s c a l  y e a r  t hat c a s h - b a s e d  

b u d g e t i n g  is i m p l e m e n t e d .  T h e  y e a r  that this n e w  l imit g o e s  into 

effect is e s t a b l i s h e d  as a b a s e  y e a r  that f u t u r e  b u d g e t s  w i l l  be 

c o m p ar e d  to. T h e  n e w  a p p r o p r i a t i o n  limit a l l o w s  fo r  g r o w t h  in 

the s t a t e  b u d g e t  e q u a l  to the b a s e  y e a r  plus  a d j u s t m e n t s  for 

p o p u l a t i o n  g r o w t h  and i n f l a t i o n  OR 95 p e r c e n t  of the u n r e s t r i c t e d  

reve n u e  f r o m  the p r e v i o u s  c a l e n d a r  year, w h i c h e v e r  is l e s s . T h i s  

n e w  limit c a n  o n l y  he b r o k e n  if the g o v e r n o r  u s e s  h i s  a u t h o r i t y  

to d e c l a r e  a s t a t e  of e m e r g e n c y .

S E C T I O N  3

Sect i o n  t h r e e  c r e a t e s  the A p p r o p r i a t i o n  R e s e r v e  Fund. 

A p p r o p r i a t i o n s  ca n o n l y  be m a d e  f r o m  the fund for e m e r g e n c y  

p u r p o s e s  or p a y  the p r i n c i p a l  and i n t e r e s t  of g e n e r a l  o b l i g a t i o n  

bonds. D u r i n g  the a c c u m u l a t i o n  perio d ,  the b a l a n c e  of the

reserve fund is to be i n v e s t e d  at c o m p e t i t i v e  n a t i o n a l  m a r k e t

rates w i t h  al l  e a r n i n g s  b e i n g  d e p o s i t e d  b a c k  into the fund. On 

June 30t h  of the y e a r  that the r e s e r v e  fund is g r e a t e r  than or 

equal to 1.5 t i m e s  the p r e v i o u s  f i s c a l  y e a r s  e x p e n d i t u r e ,  the 

b a l a n c e  of the fund w i l l  b e  t r a n s f e r r e d  to the g e n e r a l  fund; no

d e p o s i t s  s h a l l  be m a d e  int o  the fund a f t e r  that date.

S ECT ON 4

J e c t i o n  f o u r  i d e n t i f i e s  the f u n d i n g  s o u r c e s  fcr the a p p r o p r i a t i o n  

reserve f und. A l l  f u n d s  g e n e r a t e d  by t h e  s e t t l e m e n t  of the 

f o l l o w i n g  l i t i g a t i o n s  and d i s p u t e s ,  that are u n e n c u m b e r e d  and 

u n r e s t r i c t e d  on or a f t e r  J u l y  1, 1985, w i l l  be d e p o s i t e d  in the 

a p p r o p r i a t i o n  r e s e r v e  fund.

1) T A P S  p i p e l i n e  t a r i f f  case

2) S t a t e  of A l a s k a  v. A m e r a d a  Hes s

3) U.S. v. A l a s k a  ( D i n k u m  Sands)

4) S t a t e  of A l a s k a  v. U.S. (OCS case)

In a d d i t i o n  to t h e s e  s o u r c e s ,  d i s p u t e d  o i l  and gas t a x e s  for a 

tax y e a r  p r i o r  to J a n u a r y  5, 1985 that a r e  p a i d  a f t e r  D e c e m b e r  

31, 1985 s h a l l  be d e p o s i t e d  in the a p p r o p r i a t i o n  r e s e r v e  fund.

Sect i o n  f o u r  a l s o  e s t a b l i s h e s  a t e m p o r a r y  a p p r o p r i a t i o n  limit 

that is in e f f e c t  d u r i n g  the d e p o s i t  p e r i o d  of the a p p r o p r i a t i o n  

rese r v e  fund. T h e  t e m p o r a r y  limit e s t a b l i s h e s  F Y  88 as a b ase 

year to c o m p a r e  f u t u r e  b u d g e t s  a g a inst. D u r i n g  the d e p o s i t  

p eriod of the r e s e r v e  fund, g r o w t h  of th e  s t a t e  b u d g e t  is 

r e s t r i c t e d  to the b a s e  y e a r  pl u s  a l l o w a n c e s  for p o p u l a t i o n  gr o w t h 

and i n f l a t i o n .  At the en d  of e a c h  f i s c a l  y e a r  if t h e r e  ar e  any 

u n e n c u m b e r e d ,  u n r e s t r i c t e d  r e v e n u e s  left, 75 p e r c e n t  of t h e m  w i l l  

be d e p o s i t e d  in the a p p r o p r i a t i o n  r e s e r v e  fund and th e  r e m a i n i n g  

25 p e r c e n t  are to b e  d e p o s i t e d  int o  the A l a s k a  p e r m a n e n t  fund. 

Thi s t e m p o r a r y  a p p r o p r i a t i o n  l i mi t  is in e f f e c t  u n t i l  t h e  s w i t c h  

to CBB is ma d e ;  at that t i m e  the s p e n d i n g  limit e s t a b l i s h e d  in 

s e c t i o n  t w o  is i m p l e m e n t e d .

S E C T I ON  5

S e c t i on  fiv e  p l a c e s  the c o n s t i t u t i o n a l  a m e n d m e n t s  p r o p o s e d  by 

this r e s o l u t i o n  b e f o r e  the v o t e r s  on  the 1986 g e n e r a l  e l e c t i o n  

b a l l o t .



GRAPH A

EXPENDITURES UNDER HJR 22
C o n s t a n t  R e v e n ue s ,  I n t e r es t  to G>.
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GRAPH C

EXPENDITURES UNDER HJR 22

F is ca l Y e a r
NOTE: Assumes that cash-based budgeting begins in FY 88 wi th an initial General Fund ' lance

of $4.4 billion.



EXPENDITURES UNDER HJR 22
GRAPH B

C o n s ta n t  R e venues , In t .  Sc E x c e s s  to  G F

F isca l Y e a r
NOTE: Assumes that cash-based budgeting begins in FY 88 with an initial General Fund baiance

of $4.4 billion.
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