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O ff ic e of Ma na ge m e n t  a n d  Budget 
D i v i s i o n  of S t r a te gi c P l a n n i n g  

January 31, 19C6

SUMMARY ---  BUDGET RESERVE FUND

The b a s i c  p r i n c i p l e s  of Gov er no r S h e f f i e l d ' s  p r o p o s e d  B u d g e t  
R e s e r v e  F u n d  (BRF) m ay be s um ma r i z e d  as follows:

o The B RF r e p l a c e s  the R ai ny  Day Fund.

o P o t e n t i a l  sour ce s of c a p i t a l i z a t i o n  for the B R F  inc lu de
the b a l a n c e  of the Ra in y  Day Fund, w i n d f a l l  revenue, 
r e t a i n e d  BRF  earnings, and f uture revenue su rp lu se s.

o The BRF a p p r o p r i a t i o n  limit r e p l a c e s  the e x i s t i n g  a p p r o p­
riat i o n  limit.

o The BRF  a p p r o p r i a t i o n  limit a p p l i e s  only t o  u n r e s t r i c t e d
g e n e r a l  fu nd  revenues, and d e f i n e s  "Base Y ea r"  as the
c a l e n d a r  y e a r  p r e c e d i n g  the start of a g i v e n  f is ca l year.

o A n n u a l  a p p r o p r i a t i o n s  are l i m i t e d  to 115 p e r c e n t  of total
a p p r o p r i a t i o n s  e n ac te d d uring t h e  Base Year.

o If r e v e n u e  r e c e ip ts  in a fiscal ye a r fall b e l o w  95 p e r­
cent of t o t a l  ap p ro pr ia ti on s  e n a c t e d  d u r i n g  t h e  B a s e
Year, the B R F  pays out the l e ss e r of two a m o u n t s  for
g e n e r a l  fund appropriations: (a) e no ug h to r a i s e  a p p r o p­
riat i o n s  to the 95 perce n t level; or, (b) 25 p e r c e n t  of 
t he BR F balance.

o If r e v e n u e  r e c e ip ts  in a fiscal y e a r  s u r p a s s  115 p e r c e n t  
of t o ta l a p p r o p r i a t i o n s  e n a c t ed  d u r i n g  the  B a s e  Year, the 
s u rp lu s a b o v e  the 115 percent level is t r a n s f e r r e d  into 
the BRF.

o If a t r a n s f e r  or any other event causes the B R F  b a l a n c e  
to e x c e e d  the BRF's capacity (annually set e q u a l  to total 
a p p r o p r i a t i o n s  e n a ct ed  durin g th e Base Y e a r ) , t h e  excess 
is d i v i d e d  b e t w e e n  the Per ma ne nt  F u n d  (75 pe rcent) and 
t h e  G e n e r a l  F u n d  (25 p e r c e n t ) . T he latt er  25 p e r c e n t  m ay 
be a p p r o p r i a t e d  without regard to the 115 p e r c e n t  a p p r o p­
ria t i o n  limit, but is i ncluded in c a l c u l a t i o n s  f or the 
ne xt  fiscal y e ar 's  Base Year.

o The b a l a n c e  of the BRF is a c ce ss i bl e in c as es  o f  e m e r g e n­
cies, as d e f i n e d  by law.



Office of M a n a g e m e n t  and Budget 
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M a r c h  5, 1986

ADVANTAGES OF A BUDGET RESERVE FUND

The m a i n  a d v a n t a g e s  of t he B u d g e t  Res er ve  Fu nd  p r o p o s e d  by G o v e r­
nor S h e f f i e l d  may be s u m m a r i z e d  as follows:

o As a c a s h f l o w  m a n a g e m e n t  s y st e m for budgeting, it r e p r e­
sents a key element in G o v e r n o r  Sh effield's over al l 
fiscal plan.

o It stabil iz es  annual b u d n e t  levels, allo wi ng  s m o o t h e r  
p r o g r a m  o p er at io ns  a n d  b e t t e r  planning.

o It stabili ze s  A l a s k a ' s  economy, m it ig a t i n g  the jolts a nd 
d i s r u p t i o n s  w h i c h  result fr om  jumps in annual State 
b u d g e t  levels.

o Ins of ar  as it ass ur e s r e s p o n s e  to u n e x p e c t e d  r e v en u e
fluctuations, it b r i n g s  an additi o na l amount of c e r t a i n t y  
to the annual b ud ge t process.

o It p r o v i d e s  a "middle ground", conceptually, b e t w e e n  
s p e n d i n g  v ersus saving.

o It p r o v i d e s  an i n s t i t u t i o n a l  m e c h a n i s m  for d e a l i n g  w i t h  
future revenue shortfalls, an d for p r o v i d i n g  for the 
d i s p o s i t i o n  of future r e v e n u e  windfalls.

o It serves as a "buffer" for the Permanent Fund.
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B U D G E T  RESERVE F U N D  

G o v e r n o r  Bi l l  S h e f f i e l d

M y  c o n c e r n  for f i s c a l  p l a n n i n g  for the S t a t e  of A l a s k a  g o e s  
b a c k  to long b e f o r e  m y  c a m p a i g n  for G o v e r n o r .  S i n c e  c o m i n g  to 
J u n e a u  I have e m p h a s i z e d  l o n g - t e r m  fiscal c o n s i d e r a t i o n s  in my 
a n n u a l  b u d g e t s  and m a j o r  l e g i s l a t i v e  i n i t i a t i v e s .  T h i s  y e a r  I 
am p r o p o s i n g  an a m e n d m e n t  to the State c o n s t i t u t i o n  t h a t  
c r e a t e s  a B u d g e t  R e s e r v e  F u n d  (BRF) , d e s i g n e d  to h e l p  s t a b i l i z e  
S t a t e  s p e n d i n g  a n d  p r o v i d e  a h e d g e  or " b u f f e r "  a g a i n s t  r e v e n u e  
s h o r t f a l l s .

B a s i c a l l y ,  the B R F  is an a c c o u n t  used to save m o n e y  in g o o d  
y e a r s  a n d  a u g m e n t  s p e n d i n g  in b a d  years. It is a d e v i c e  f o r  
m a n a g i n g  our c a s h  flow. T h i s  p roposed c o n s t i t u t i o n a l  a m e n d m e n .  
a l s o  can help p r o t e c t  the a s s e t s  and e a r n i n g s  o f  the A l a s k a  
P e r m a n e n t  Fund, w h i c h  w i l l  c o n t i n u e  to b e  our p e r m a n e n t ,  
l o n g - t e r m  s a v i n g s  acc o u n t .

If a p p r o v e d  b y  the L e g i s l a t u r e  and r a t i f i e d  by the v o t e r s ,  the 
B R F  w o u l d  c r e a t e  a n e w  s p e n d i n g  limit. T h e  e x i s t i n g  s p e n d i n g  
l i m i t  has p r o v e n  to be i n e f f e c t i v e ,  and it s h o u l d  be r e p l a c e d .  
U n d e r  m y  p r o p o s a l ,  r e v e n u e s  in excess of  the s p e n d i n g  liiiit 
w o u l d  be u s e d  f i r s t  to r e p l e n i s h  the BRF, a n d  then to p r o v i d e  
for p e r m a n e n t  s a v i n g s  a n d  a d d i t i o n a l  s p e n d i n g  if s u f f i c i e n t .

In y e a r s  w h e n  r e v e n u e s  are down, a p o r t i o n  of  the m o n e y  i n  t h e  
BRF can be w i t h d r a w n  to h e l p  support the budget. T h e r e  
is no g u a r a n t e e  t h a t  this a m o u n t  will be e n o u g h  to k e e p  t h e  
b u d g e t  at the l e v e l  o f  o u r  p r i o r  year, b u t  it w i l l  h e l p  m e e t  
the shortfall.

T h i s  p a c k e t  of b r i e f i n g  m a t e r i a l s  has b e e n  p r e p a r e d  by t h e  
O f f i c e  o f  M a n a g e m e n t  a n d  B u d g e t  to e x p l a i n  the d e t a i l s  o f  t h e  
BRF. I e n c o u r a g e  the w i d e s t  p o ssible p u b l i c  d i s c u s s i o n  o f  the 
p r o p o s a l ,  and w e  are a v a i l a b l e  to answer q u e s t i o n s  that y o u  m a y  
h a v e .
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" The Budget Reserve Fund is a spending plan, a savings plan, and a spending lim it ... 
Moreover, by creating the Budget Reserve Fund, Alaskans are creating 

a buffer - between impulsive spenders and the Permanent Fund. "

G overnor B ill Sheffield
Ja n u a r y  1 6 , 1 9 8 6



B U D G E T  R E S E R V E  FUND

Th i s  p a p e r  p r o p o s e s  a B u d g e t  R e s e r v e  Fu n d  (BRF) for the State 
o f  Alaska. T h e  B R F  is a s p e c i a l  r e s e r v e  a c c o u n t  d e s i g n e d  to 
o p e r a t e  w i t h  a r e v i s e d  a p p r o p r i a t i o n  limit.

T he BRF p e r f o r m s  two functions. In y e ars o f  s h a r p  r e v e n u e  
de c l i n e s ,  the B R F  s u p p l i e s  a d d i t i o n a l  funds for a p p r o p r i a t i o n  
b y  t r a n s f e r r i n g  a p o r t i o n  of its b a l a n c e  into the G e n e r a l  Fund.
In y e a r s  of  s u d d e n  or s u s t a i n e d  r e v e n u e  i n c reases, the BRF 
t e m p o r a r i l y  h olds a p o r t i o n  of r e v e n u e  s u r p l u s e s  for l ater use.

The flow o f  funds into and o u t  o f  the BRF w i l l  b u f f e r  the 
y e a r - t o - y e a r  f l u c t u a t i o n s  in the S t a t e ' s  r e v e n u e  s t r e a m  cau s e d  
by p e t r o l e u m  p r i c e  changes. The n e t  e f f e c t  w i l l  be a l e v e l i n g  
or  s m o o t h i n g  of the r e v e n u e  a m o u n t s  a v a i l a b l e  to the S t a t e  e a c h  
ye a r  for a p p r o p r i a t i o n s .  T h i s  s m o o t h i n g  w i l l  p r o v i d e  a g r e a t e r  
d e g r e e  of  s t a b i l i t y  in a n n u a l  S t a t e  b u d g e t  levels, i n c r e a s e d  
c e r t a i n t y  in the a p p r o p r i a t i o n s  pr o c e s s ,  and m i t i g a t i o n  o f  the 
b u d g e t a r y  and e c o n o m i c  e f f e c t s  p r o d u c e d  by a n n u a l  r e v e n u e  
f l u c t u a t i o n s .

If e s t a b l i s h e d ,  the BRF w i l l  r e p l a c e  the S t a t e ' s  c u r r e n t  R a i n y  
D a y  Fund. S i m ilarly, its a c c o m p a n y i n g  a p p r o p r i a t i o n  l i mit wi l l  
r e p l a c e  A l a s k a ' s  e x i s t i n g  c o n s t i t u t i o n a l  limit on a p p r o p r i a t i o n s .

The BRF P r o p o s a l

C e n t r a l  to the B R F  and its a c c o m p a n y i n g  a p p r o p r i a t i o n  limit are 
the f o l l o w i n g  p r o v i s i o n s :

° The a p p r o p r i a t i o n  l i mit a p p l i e s  o n l y  to U n r e s t r i c t e d
G e n e r a l  F u n d  revenues.

0 The BRF is s e p a r a t e  from the S t a t e ' s  G e n e r a l  Fund.

° A p p r o p r i a t i o n s  for any g i v e n  fiscal y e a r  are limi t e d
to 115 p e r c e n t  of the total a p p r o p r i a t i o n s  ma d e  
d u r i n g  the p r e c e d i n g  c a l e n d a r  y e a r  (J a n u a r y - D e c e m b e r ) .

0 If r e v e n u e  c o l l e c t i o n s  in a n y  g i v e n  fiscal y e a r  fall
to a level b e l o w  95 p e r c e n t  o f  the t o tal a p p r o­
pri a t i o n s  m a d e  d u r i n g  the preceding c a l e n d a r  year, 
funds are t r a n s f e r r e d  fr o m  the B R F  into the G e n e r a l  
Fund, to p r o v i d e  for a p p r o p r i a t i o n s  for that fiscal 
year. The a m o u n t  o f  funds t r a n s f e r r e d  is the lesser 
of: (a) the a m o u n t  n e c e s s a r y  to b r i n g  a p p r o p r i a t i o n s
up to the 95 p e r c e n t  level; or, (b) the m a x i m u m  
an n u a l  o u t l a y  from the BRF (25 p e r c e n t  o f  the BRF’ 
b a l a n c e ) .
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0 The c a p a c i t y  (size limit) o f  the B R F  for a n y  g i v e n
fiscal y e a r  is e q u a l  to the t o t a l  a m o u n t  of  a p p r o­
p r i a t i o n s  m a d e  d u r i n g  the p r e c e d i n g  c a l e n d a r  year.

0 If r e v e n u e  c o l l e c t i o n s  in an^ g i v e n  f i s c a l  y e a r
e x c e e d  the 115 p e r c e n t  limit, the s u r p l u s  (revenue 
c o l l e c t i o n s  a b o v e  115 p e r c e n t  of the p r e v i o u s  
c a l e n d a r  y e a r  a p p r o p r i a t i o n s )  is t r a n s f e r r e d  into the 
BRF. Ho w e v e r ,  if t r a n s f e r  of  the s u r p l u s  w o u l d  c a use 
the B R F ' s  c a p a c i t y  (size limit) for th a t  fiscal y e a r  
to be e x c e e d e d ,  o n l y  an a m o u n t  of  r e v e n u e s  s u f f i c i e n t  
to b r i n g  the BRF b a l a n c e  up  to the fu n d ' s  c a p a c i t y  is 
t r a n s f e r r e d  in t o  the BRF. A n y  e x c e s s  s u r p l u s  
(surplus a b o v e  the B R F ' s  capacity) o r  s p i l l o v e r  is 
d i s t r i b u t e d  as follows: 25 p e r c e n t  r e m a i n s  in the
G e n e r a l  F u n d  a n d  is a v a i l a b l e  for a p p r o p r i a t i o n s  for 
that fi s c a l  y e a r  ( e f f ectively r a i s i n g  the 115 p e r c e n t  
a p p r o p r i a t i o n  c e i l i n g ) , a n d  75 p e r c e n t  is t r a n s f e r r e d  
into the P e r m a n e n t  Fund.

° The BRF r e t a i n s  its i n t e r e s t  earni n g s .

0 If the b a l a n c e  of the BRF at the c l o s e  o f  a fiscal
ye a r  e x c e e d s  the a c c o u n t ' s  c a p a c i t y  for t h a t  fiscal 
year, the s p i l l o v e r  (excess a b o v e  capacity) is 
d i s t r i b u t e d  as follows: 25 p e r c e n t  is t r a n s f e r r e d
into the G e n e r a l  Fund, a n d  75 p e r c e n t  is t r a n s f e r r e d  
into the P e r m a n e n t  Fund.

The m a x i m u m  o u t l a y  (disbu r s e m e n t  for a p p r o p r i a t i o n s )  
from the BRF d u r i n g  any g i v e n  fi s c a l  y e a r  is 25 
p e r c e n t  o f  the b a l a n c e  r e m a i n i n g  in the a c c o u n t  at 
the c l o s e  of the p r e c e d i n g  c a l e n d a r  year.

0 A l l  G e n e r a l  F u n d s  r e s u l t i n g  f r o m  BRF s p i l l o v e r  are
a v a i l a b l e  for a p p r o p r i a t i o n  w i t h o u t  r e g a r d  to the 
115% limit and, once a p p r o p r i a t e d ,  b e c o m e  p a r t  o f  the 
s u c c e e d i n g  fiscal y e a r ' s  b a s e  (total a p p r o p r i a t i o n s  
m a d e  in the p r e c e d i n g  c a l e n d a r  y e a r ) .

H o w  the BRF a n d  A p p r o p r i a t i o n  L i m i t  w i l l  W o r k

F o r  ea c h  fiscal y e a r ' s  budget, the a p p r o p r i a t i o n  l i m i t  sets a 
95 p e r c e n t  floor and a 115 p e r c e n t  c e i l i n g  for a p p r o p r i a t i o n s .  
T h e s e  t h r e s h o l d s  are b a s e d  o n  the a m o u n t  o f  t o t d  a p p r o p r i a t i o n s  
m a d e  d u r i n g  the p r e c e d i n g  c a l e n d a r  year, so th a t  t h e y  w i l l  be 
k n o w n  w i t h  c e r t a i n t y  by the start of l e g i s l a t i v e  sessions.

If r e v e n u e s  for the fiscal y e a r  b e i n g  b u d g e t e d  are e x p e c t e d  to 
fall b e l o w  the 95 p e r c e n t  floor, l e g i s l a t o r s  w i l l  m a k e

-  2 -



a p p r o p r i a t i o n s  on that basis. B e c a u s e  t h e y  w i l l  k n o w  the BRF 
b a l a n c e  and m a x i m u m  p o s s i b l e  o u t l a y  at the s t art o f  t h e  s e s s i o n , 
l e g i s l a t o r s  al s o  w i l l  be ab l e  to e s t i m a t e  the a m o u n t  of o u t l a y  
li k e l y  to be f o r t h c o m i n g  from the BRF, and i n c o r p o r a t e  that 
e x t r a  amount into t h e i r  a p p r o p r i a t i o n s .  If the s h o r t f a l l  
m a t e r i a l i z e s ,  the BRF o u t l a y  w i l l  be t r a n s f e r r e d  in t o  the 
G e n e r a l  Fu n d  at the close o f  the b u d g e t e d  fiscal year. If 
r e v e n u e  c o l l e c t i o n s  turn out not to fall b e l o w  the 95 p e r c e n t  
floor, no BRF m o n e y  w i l l  be released.

C o n v e r s e l y ,  if r e v e n u e s  for the fis c a l  y e a r  b e i n g  b u d g e t e d  are 
e x p e c t e d  to e x c e e d  the 115 p e r c e n t  c e iling, l e g i s l a t o r s  w i l l  be 
able to m a k e  a p p r o p r i a t i o n s  up to the ceiling. K n o w i n g  the B R F  
b a l a n c e  and c a p a c i t y  at the s t a r t  of the session, as w e l l  as 
the e x p e c t e d  s u r p l u s  a b ove the 115 p e r c e n t  ceiling, l e g i s l a t o r s  
al s o  w i l l  be able to add to t h e i r  a p p r o p r i a t i o n s  an e s t i m a t e  of 
h o w  m u c h  ex c e s s  s u r p l u s  is li k e l y  to be a v a i l a b l e  for a d d i t i o n a l  
a p p r o p r i a t i o n s  a b o v e  the 115 p e r c e n t  c e i l i n g  level. The exc e s s  
surp l u s  for a p p r o p r i a t i o n s  wi l l  t h e n  b e c o m e  a v a i l a b l e  at the 
c l o s e  of the b u d g e t e d  fiscal year, if a r e v e n u e  s u r p l u s  m a t e r i­
alizes. If r e v e n u e  c o l l e c t i o n s  tu r n  o u t  n o t  to e x c e e d  the 115 
p e r c e n t  ceiling, t h e r e  w i l l  be no e x c e s s  s u r p l u s  for a p p r o p r i a­
tions .

U n d e r  b o t h  sets of c i r c u m s t a n c e s  d e s c r i b e d  above, l e g i s l a t o r s  
w i l l  r e t a i n  t h e i r  c u r r e n t  f l e x i b i l i t y  in f i n e - t u n i n g  a p p r o p r i a­
tions d u r i n g  the f o l l o w i n g  l e g i s l a t i v e  session, b a s e d  on 
t h e n - p r e v a i l i n g  r e v e n u e  forecasts.

Discu s s i o n :  BRF

R e g a r d i n g  capitaliz.ion, it m u s t  be said that it w o u l d  be 
p o s s i b l e  to e s t a b l i s h  the BRF w i t h o u t  any i n i t i a l  c a p i t a l i z a t i o n .  
D o i n g  so w o u l d  ha v e  the e f f e c t  of a c t i v a t i n g  the a p p r o p r i a t i o n  
limit, and p l a c i n g  the BRF on the books. Th i s  w o u l d  m e a n  th a t  
the ERF w o u l d  not be able to p r o v i d e  a n y  b u d g e t a r y  a s s i s t a n c e  
u n t i l  such time as r e v e n u e  s u r p l u s e s  m i g h t  o c c u r  in the future.

If the BRF is to p r o v i d e  b u d g e t a r y  a s s i s t a n c e  d u r i n g  the c o m i n g  
y e ars of e x p e c t e d  r e v e n u e  decline, h o wever, it w i l l  need to be 
i n i t i a l l y  c a p i t a l i z e d  b y  the State.

T he b e s t  level of i n i t i a l  c a p i t a l i z a t i o n  for the BRF is u l t i m a t e­
ly a m a t t e r  of judgement. S i m u l a t i o n s  c o n d u c t e d  b y  the O f f i c e  
of M a n a g e m e n t  and B u d g e t  (OMB), h o wever, s u g g e s t  t h a t  an 
i n i t i a l  c a p i t a l i z a t i o n  o f  less than $500 m i l l i o n  c o u l d  r e s u l t  
in a st e a d y  d r a w - d o w n  of the account, p a r t i c u l a r l y  if c u r r e n t  
r e v e n u e  forecasts p r o v e  accurate. The same s i m u l a t i o n s  i n d i c a t e  
that an i n i tial c a p i t a l i z a t i o n  of $1 b i l l i o n  w o u l d  go far 
t o w a r d s  a v o i d i n g  that p o s s i b i l i t y ,  p a r t i c u l a r l y  if the B R F  is 
a l l o w e d  to r e t a i n  its i n t e r e s t  earnings.
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The b e s t  size for the m a x i m u m  a n n u a l  o u t l a y  from the BRF is 
al s o  a m a t t e r  of judgement. The Of f i c e  of M a n a g e m e n t  and 
B u d g e t  s i m u l a t i o n s  indicate, however, that (at a $1 bilii' 
level of i n i t i a l  c a p i t a l i z a t i o n )  r e s t r i c t i n g  o u t l a y s  to 
m a x i m u m  o f  25 p e r c e n t  o f  the B R F ' s  b a l a n c e  p r o b a b l y  i t*
c i e n t  to a s s u r e  a c o n t i n u i n g  l i f e s p a n  for the fund, yet still 
p r o v i d e  m e a n i n g f u l  a m o u n t s  of a s s i s t a n c e  in y e a r s  w h e n  a s s i s­
tance is needed.

The BRF is not i n t e n d e d  to s erve as a S t a t e  s a v i n g s  account, 
but r a t h e r  as a k i n d  of ca s h  m a n a g e m e n t  account. T h e r e f o r e ,  
its c a p a c i t y  (maximum size) is l i m i t e d  in this p r o p o s a l  to a 
level e q u a l l i n g  one c a l e n d a r - y e a r 's a p p r o p r i a t i o n s .  Th i s  is 
aont. to a v o i d  the t h e o r e t i c a l  p o s s i b i l i t y  o f  a c c u m u l a t i n g  large 
cash b a l a n c e s  in the BRF.

F o r  the same reason, a n d  to a l l o w  f l e x i b i l i t y  in m a k i n g  
a p p r o p r i a t i o n s  d u r i n g  p e r i o d s  of  s u d d e n  or s u s t a i n e d  r e v e n u e  
increases, this p r o p o s a l  al s o  s t i p u l a t e s  th a t  a p o r t i o n  of 
large r e v e n u e  s u r p l u s e s  be ke p t  a v a i l a b l e  for a p p r o p r i a t i o n s  
t h r o u g h  the e x c e s s  s u r p l u s  (surplus a bove the B R F ' s  capacity) 
p r o v i s i o n s  g o v e r n i n g  the BRF. S i m i l a r  s p i l l o v e r  p r o v i s i o n s  
a p p l y  in c a s e s  w h e r e  the B R F ' s  i n t e r e s t  e a r n i n g s  m a y  c a use the 
a c c o u n t ' s  c a p a c i t y  to be exceeded. B o t h  sets of  p r o v i s i o n s  
a l l o w  a p p r o p r i a t i o n s  in ex c e s s  of the 115 p e r c e n t  level.

D i s c u s s i o n :  A p p r o p r i a t i o n  L i m i t

T wo g e n e r a l  c o n s i d e r a t i o n s  n e e d  to be a d d r e s s e d  r e g a r d i n g  the 
p r o p o s e d  a p p r o p r i a t i o n  limit. One i n v o l v e s  the scope of the 
a p p r o p r i a t i o n  limit; the o t h e r  inv o l v e s  t i m i n g  c o n s i d e r a t i o n s  
u n d e r l y i n g  the l i m i t ' s  a p p l i c a t i o n .

The p r o p o s a l  r e s t r i c t s  the scope of the a p p r o p r i a t i o n  limit to 
U n r e s t r i c t e d  G e n e r a l  F u n d  r e v e n u e s . Th i s  r e s t r i c t i o n  has b e e n  
a d o p t e d  in o r d e r  to a v o i d  s i t u a t i o n s  w h e r e  fiscal ev e n t s  b e y o n d  
the S t a t e ' s  c o n t r o l  (e.g, f l u c t u a t i o n s  in f e d e r a l  funding) 
m i g h t  a f f e c t  the a p p r o p r i a t i o n  limit's f l oor a n d  c e i l i n g  
thres h o l d s ,  or t r i g g e r  B F F  outlays. This a l l o w s  the 
L e g i s l a t u r e  and the G o v e r n o r  to r e s p o n d  to such e x t e r n a l  fiscal 
e v e n t s  as t h e y  b e s t  see fit, ra t h e r  than ha v e  t h e i r  r e s p o n s e  
dicta t e d .  In k e e p i n g  w i t h  this purpose, the p r o p o s e d  a p p r o­
p r i a t i o n  limit a l s o  does not a l l o c a t e  or o t h e r w i s e  d i s t i n g u i s h  
b e t w e e n  o p e r a t i n g  and c a p i t a l  b u d g e t  a p p r o p r i a t i o n s .

The p r o p o s a l  e m p l o y s  a c a l e n d a r - y e a r  b asis (i.e., the total 
a p p r o p r i a t i o n s  m a d e  in the c a l e n d a r  y e a r  p r e c e d i n g  any g i v e n  
fiscal year) to set the a p p r o p r i a t i o n  l i m it's f loor and 
ceiling, as w e l l  as to set the c a p a c i t y  of the BRF. T h e r e  are 
two r e a s o n s  for a d o p t i n g  the c a l e n d a r - y e a r  basis.



One r e a s o n  is to p r o v i d e  c l e a r  b u d g e t  p l a n n i n g  g u i d e l i n e s :  
p u b l i c  o f f i c i a l s  w i l l  k n o w  by the s t a r t  of a l e g i s l a t i v e  
s e s sion the r e lev \nc n u m b e r s  a n d  lim i t s  w i t h  w h i c h  t h e y  w i l l  be 
w o r k i n g  in settinc the c o m i n g  fi s c a l  y e a r ' s  b u d g e t .  If, for 
example, the a p p r o p r i a t i o n  l i m i t ' s  f l oor and c e i l i n g  for the 
fi s c a l  y e a r  (FY) 1990 b u d g e t  w e r e  b a s e d  o n  fi s c a l  y e a r  1989 
a p p r o p r i a t i o n s ,  i n s t e a d  o f  on c a l e n d a r  y e a r  1989 a p p r o p r i a t i o n s ,  
l e g i s l a t o r s  c o n v e n i n q  in J a n u a r y  1989 w o u l d  n o t  k n o w  the 
a p p r o p r i a t i o n  c e i l i n g  or f l oor for the F Y  1990 b u d g e t  u n t i l  
a f t e r  the 1989 s e s s i o n  had e n d e d  (and the G o v e r n o r  h a d  a p p r o v e d  
or v e t o e d  FY  1989 s u p p l e m e n t a l  and s p e c i a l  a p p r o p r i a t i o n s  ma d e  
d u r i n g  the 1989 s e s s i o n ) . Nor, for the same reason, w o u l d  
l e g i s l a t o r s  k n o w  the B R F ' s  FY  1990 c a p a c i t y ,  for p u r p o s e s  of 
e s t i m a t i n g  a n y  e x c e s s  s u r p l u s  or s p i l l o v e r  funds that m i g h t  
come a v a i l a b l e  for a p p r o p r i a t i o n .

The s e c o n d  r e a s o n  for a d o p t i n g  the c a l e n d a r - y e a r  b asis is to 
preserve, w i t h o u t  s a c r i f i c i n g  c e r t a i n t y  a b o u t  b u d g e t  floors and 
ceilings, the f l e x i b i l i t y  that p u b l i c  o f f i c i a l s  c u r r e n t l y  have 
in r e q u e s t i n g  and m a k i n g  s u p p l e m e n t a l  a n d  s p e c i a l  a p p r o p r i a t i o n s  
d u r i n g  f o l l o w - u p  l e g i s l a t i v e  sessions.

A t t a c h m e n t s  to the P r o p o s a l

To i l l u s t r a t e  the o p e r a t i o n  o f  the BRF a n d  its c o m p a n i o n  
a p p r o p r i a t i o n  limit, t h ree sets of f i g ures a n d  t a b l e s  are 
a t t a c h e d  to this p r o p o s a l .  A l l  o f  the a t t a c h m e n t s  a s s u m e  that 
the BRF and the a p p r o p r i a t i o n  l i mit are f i rst a p p l i e d  to the 
FY 1988 budget.

(For the sake o f  simpli c i t y ,  all o f  the a t t a c h m e n t s  al s o  a s s u m e  
that all b u d g e t  a p p r o p r i a t i o n s  for a g i v e n  fiscal year, i n c l u d­
ing s u p p l e m e n t a l  and s p e c i a l  a p p r o p r i a t i o n s ,  o c c u r  d u r i n g  the 
same l e g i s l a t i v e  session.)

N o t e : In all o f  the a t t a c h m e n t s ,  the FY 1987 t o t a l
a p p r o p r i a t i o n  a m o u n t  of $2,664 b i l l i o n  r e p r e s e n t s  G o v e r n o r  
S h e f f i e l d ' s  p r e l i m i n a r y  F Y  1987 E x e c u t i v e  B u d g e t  proposal. 
A p p r o p r i a t i o n  levels a f f e c t e d  b y  the BRF a n d  its a p p r o p r i a t i o n  
limit b a g i n  in FY 1988.

F i g u r e  1 is b a s e d  o n  the D e p a r t m e n t  of R e v e n u e  (DOR) D e c e m b e r  
1985 30th p e r c e n t i l e  f o r e c a s t  for U n r e s t r i c t e d  G e n e r a l  F u n d  
revenues, for the p e r i o d  FY 1987-2000. The figure a s s u m e s  an 
in i t i a l  c a p i t a l i z a t i o n  of $700 m i l l i o n  for the BRF, and 
i n d i c a t e s  the a p p r o p r i a t i o n  levels that w o u l d  r e s u l t  u n d e r  the 
BRF p r o p osal. As c a n  be s ^ n ,  the BRF w o u l d  c o n t r i b u t e  a t otal 
o f  a p p r o x i m a t e l y  $550 m i l l i o n  to the G e n e r a l  F u n d  for 
a p p r o p r i a t i o n s  b e t w e e n  F Y  1988 and F Y  1992 in th i s  scenario. 
B e y o n d  FY 1992, the a p p a r e n t  f l a t t e n i n g  of r e v e n u e s  i n d i c a t e d  
by the f o r e c a s t  c a u s e s  no t r i g g e r i n g  of BRF activity. (Table 1 
is the a c c o m p a n y i n g  s p r e a d s h e e t ,  from w h i c h  F i g u r e  1 is 
g e n e r a t e d .)
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F i g u r e  2 is b a s e d  on D O R ' s  D e c e m b e r  1985 m e a n  (mid-range) 
f o r e c a s t  for U n r e s t r i c t e d  G e n e r a l  F u n d  reven u e s ,  for the p e r i o d  
FY  1987-2000. Th i s  fi g u r e  al s o  a s s u m e s  an i n i t i a l  c a p i t a l i z a­
tion o f  $700 m i l l i o n  for the BRF a ccount, a n d  i n d i c a t e s  the 
a p p r o p r i a t i o n  l e v e l s  th a t  w o u l d  r e s u l t  u n d e r  the BRF p r o p o s a l .  
As can be seen, the BRF w o u l d  be t r i g g e r e d  o n l y  on c e  in th i s  
scenario, c o n t r i b u t i n g  a p p r o x i m a t e l y  $27 m i l l i o n  to the G e n e r a l  
F u n d  in FY 1988. T h e  B R F  w o u l d  not be t r i g g e r e d  a g a i n  d u r i n g  
the p e r i o d  of  this forecast, as r e v e n u e  c o l l e c t i o n s  r e m a i n  
a b o v e  the 95% floor level t h r o u g h  F Y  2000. able 2 is the 
a c c o m p a n y i n g  s p r e a d s h e e t ,  fr o m  w h i c h  F i g u r e  1 is g e nerated.)

Fi g u r e  3 r e p r e s e n t s  a h y p o t h e t i c a l  v e r s i o n  of F i g u r e  1. Li k e  
F i g u r e  1, F i g u r e  3 is b a s e d  on D O R ' s  D e c e m b e r  1985 30th 
p e r c e n t i l e  f o r e c a s t  for U n r e s t r i c t e d  G e n e r a l  F u n d  revenues, and 
a s s u m e s  an i n i t i a l  c a p i t a l i z a t i o n  of $700 m i l l i o n  for the BRF 
a c count. T h i s  h y p o t h e t i c a l  case assumes, h owever, th a t  an 
u n e x p e c t e d  $600 m i l l i o n  w i n d f a l l  o c c u r s  in FY 1992. As can be 
seen from F i g u r e  3, the BRF f u n c t i o n s  the same w a y  as it d o e s  
in Fi g u r e  1 t h r o u g h  FY 1991, but f o l l o w i n g  FY 1992 s p r e a d s  p a r t  
of  the s u r p l u s  g e n e r a t e d  by the FY 1992 w i n d f a l l  a c r o s s  the 
pei FY 1993-1994, c o n t r i b u t i n g  a t o t a l  of a p p r o x i m a t e l y  $210 
m i l l i o n  to the G e n e r a l  F u n d  d u r i n g  t h o s e  two fiscal years. The 
r e l a t i v e  s t a b i l i z a t i o n  of  r e v e n u e s  b e y o n d  FY 1994 c a u s e s  no 
t r i g g e r i n g  o f  BRF activ i t y .  (Table 3 is the a c c o m p a n y i n g  
s p r e a d s h e e t .)



FIGURE 1 - BUDGET RESERVE FUND
30TH PERCENTILE REVENUES

Fiscal Year
Revenues Appropriations

Preoared bv:
Division of Strategic Planning, OMB
1/ 20/86
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CASE CONSTRAINTS:

Ceiling (»%): 
Floor (-%): 
Interest Rale:

15% CapllalUallon: 700
5%  Maximum Outlay: 25%
B% Spillover Spending: 25%

BRF Capacity = Previous Calendar Year's Appropriations 

BRF Oullay Limit = 25%  d  FY Start Balance 

BRF account retains its earnings.

Sponding'PF Adjustment = year end adjustment lo koop BRF balance 
under capacity limit; excess divided belwoon spending a  J PF.

Model assumos lhat all lurid Iransacllons (deposits, outlays, 
and interest earnings) aro rocognlred al dose ol llscal year.________

TABLE 1
BUDGET RESERVE FUND

*700 MILLION CAPITALIZATION 
30TTI PERCENTILE UGT REVENUES, FY 1987 - 2000 

DECEMBER 1985 FORECAST 
____________________ (SMilltans)_____________________

CONTRIBUTIONS TO 
PERMANENT FUND

FY Start 
FY Balance Earnings

PF FYEnd 
Deposit Balance

—  -- W - — X - — Y - — z -
1987
1908 . . 0 0
1989 0 0 0 0
1990 0 0 0 0
1991 0 0 0 0
1992 0 0 0 0
1993 0 0 0 0
1994 0 0 0 0
1995 0 0 0 0
1996 0 0 0 0
1997 0 0 0 0
1998 0 0 0 0
1999 0 0 0 0
2000 0 0 0 0

TOTAL: 0 0

IF REVENUES ABOVE CELING
IF REVENUES 
bELOWFLOOR

Perm.
:.-GET RESERVE FUND

FY
Prev. CY 

Rovonuos Approp.’s
Ceiling

(♦%)
Floor
(-% )

BRF Added 
Surplus Doposil Spending

Fund BRF TolalCV 
Deposit Shortfall Oullay Approp.'s FY

FY Start Fund 
Balance CapacHy

Maximum
Oullay

SpendVPF FYEnd 
Deposit Outlays Earnings Adjustment Balance

— — B— ~ C — _ D ~ — E - — F— — G— — H - — 1 - — J - — K - — L - — — O— — P - — O - — R - — S - — T - — U— — V -
1987
1988

2,719
2,257 2,664 3,064 2,531 0 0 0 0 273 175

2,664
2.432

1987
1088 700 2,664 175 0 175 63 0 588

1989 2,109 2,432 2,797 2,311 0 0 0 0 202 147 2,256 1089 588 2,432 147 0 147 53 0 494
1990 1,980 2,256 2,595 2,143 0 0 0 0 163 123 2,104 1990 494 2,256 123 0 123 44 0 415
1991 1,916 2,104 2,419 1,999 0 0 0 0 83 83 1,999 1991 415 2,104 104 0 83 37 0 369
1992 1,875 1,999 2,298 1.899 0 0 0 0 24 24 1,899 1932 369 1,090 92 0 24 33 0 378
1993 1,904 1,899 2,184 1,804 0 0 0 0 0 0 1,004 1993 378 1,899 95 0 0 34 0 412
199-1 1,882 1,004 2.189 1,809 0 0 0 0 0 0 1,682 1994 412 1,904 103 0 0 37 0 449
1995 1,855 1.882 2,164 1,788 0 0 0 0 0 0 1,855 19S5 449 1,882 112 0 0 40 0 490
1996 1,008 1,855 2,133 1,762 0 0 0 0 0 0 1,808 1996 490 1.855 122 0 0 44 0 534
1997 1,821 1,808 2,079 1,718 0 0 0 0 0 0 1,821 1997 534 1,608 133 0 0 48 0 582
1998 1,813 1,821 2,094 1,730 0 0 0 0 0 0 1,813 1990 582 1,821 145 0 0 52 0 634
1999 1,804 1.813 2,084 1,722 0 0 0 0 0 0 1.804 1099 634 1,813 159 0 0 67 0 691
2003 1,796 1,804 2,075 1,714 0 0 0 0 0 0 1,796 2000 691 1,804 173 0 0 62 0 753

/OTAL: 21.019 0 0 c 553 25,372 0 553 606

Source: Ollice ol Management and Budgel, Division ot S ’ n tenlc Planning



FIGURE 2 - BUDGET RESERVE FUND
MEAN FORECASTED REVENUES

Fiscal Year
Revenues Appropriations

Prepared bv:
Division of Strategic Planning, OMB
1/20/36
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CASE CONSTRAINTS:

Ceiling (♦%): 
Floor (-%): 
Interest Rale:

15%
5%
9%

Capitalization: 700
Maximum Oullay: 25%
Spillover Spending: 25%

BRF Capacity = Previous Calendar Year's Appropdalions 

I3HF Outlay Limit = 25%  ot FY Start Balance 

BRF account rolains its eamlngs.

Spending/PF Adjustment = year end adjustment lo keop BRF balance 
under capacity limit; excess divided between spending and PF.

Model assumes that all lund transactions (deposits, outlays, 
and interest earninos'i ate recognized al dose ol fiscal yoar.________

TABLE 2

BUDGET RESERVE FUND

$700 M L i  ION CAPITALIZATION 
MEAN FORECASTED UGF REVENUES. FY 1967 - 2000 

DECEMBER 1985 FORECAST 
 ttMjgjons)_____________________

CONTRIBUTIONS TO 
PERMANENT FUND

FY Start 
FY Balance Eamlngs

PF FYEnd 
Deposit Balance

— — W - — X - — Y - — z -
1067
1966 . . 0 0
1969 0 0 0 0
1990 0 0 0 0
1991 0 0 0 0
1992 0 0 0 0
1993 0 0 0 0
1994 0 0 0 0
1995 0 0 0 0
1996 0 0 0 0
1997 0 0 0 c
1098 0 0 0 0
1999 0 0 0 0
2000 0 0 0 0

TOTAL: 0 0

IF REVENUES ABOVE CELING
IF REVENUES 
B R O W R O O R

BUDGET RESERVE FUND

Prov. CY 
FY Rovenuos Apptop.'s

Coiling
(♦%)

Floor
(■%)

BRF Added 
Surplus Deposit Spending

Perm.
Fund

Doposll
BRF Total CY 

Shortfall Oullay Approp.'s FY
FY Start Fund 
Balance Capacity

Maximum
Outlay Deposit Outlays Eamlngs

Spend ./PF 
Adjustment

FY End 
Balance

— — B— —- C - — D ~ — E— — F— — G— — H - — 1 - — j — — K - — L - — — O - — P - — Q - — R - — s — — T - - - U - — V -
1987
1988

2,904
2,503 2,664 3,064 2,531 0 0 0 0 27 27

2.664
2,531

1687
1988 700 2,664 175 0 27 63 0 736

1989 2,491 2,531 2 ,910 2,404 0 0 0 0 0 0 2,401 1989 736 2,531 184 0 0 66 0 802
1990 2,474 2,491 2,865 2,366 0 0 0 0 0 0 2,474 1990 802 2,491 200 0 0 72 0 874
1991 2,441 2,474 2,845 2,350 0 0 0 0 0 0 2,441 1991 874 2,474 218 0 0 79 0 053
1992 2,450 2,441 2,807 2,319 0 0 0 0 0 0 2,450 1092 953 2,441 238 0 0 66 0 1,038
1993 2.64Q 2,450 2,817 2,327 0 0 0 0 0 J 2,648 1993 1.038 2,450 260 0 0 93 0 1,132
1994 2,692 2,648 3,015 2,516 0 0 0 0 0 0 2,692 1994 1,132 2,648 283 0 0 102 0 1,234
1995 2,787 2,692 3,096 2,558 0 0 0 0 0 0 2,787 1995 1.234 2,692 308 0 0 111 0 1,345
1996 2,790 2,787 3,206 2,648 0 0 0 0 0 0 2,790 1996 1,345 2,787 336 0 0 121 0 1,466
1997 2,868 2,790 3,208 2,650 0 0 0 0 0 0 2,868 1997 1,466 2,790 366 0 0 132 0 1,598
1998 2,891 2,868 3,298 2,725 0 0 0 0 0 0 2,891 1998 1,598 2,868 399 0 0 144 0 1,741
1999 2,890 2,891 3,325 2,747 0 0 0 0 0 0 2,890 1999 1,741 2,891 435 0 0 157 0 1,698
2000 2.800 2,890 3,324 2,746 0 0 0 0 0 0 2,800 2000 1,098 2,890 475 0 0 171 0 2,069

TOTAL: 34,726 0 0 0 27 34,753 0 27 1,396

Source: Ollicu ol Mananctnonl and Birdgol, Division ol Strategic Planning



FIGURE 3 - BUDGET RESERVE FUND
30TH % - $600 MILLION WINDFALL

Fiscal Year
Revenues Appropriations

Prepared, bv:
Division of Strategic Planning, OMB
1/ 20/86
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1/20/66
TABLE 3

CONTRIBUTIONS TO
BUDGET RESERVE FUND PERMANENT FUND

CASE CONSTRAINTS: $700 MLLION CAPITALIZATION FY Start PF FYEnd
30TH PERCENTILE UGF REVENUES, FY 1987 -2000 FY Balance Eamlngs Deposit Balance

Coiling (t% ): 15% Capitalization: 700 DECEMBER 1985 FORECAST — — W - — X - — Y - — Z -
Floor (-%): 5%  Maximum Outlay: 25% 1967
Inlaresl Rale: 9%  Spillover Spending: 25% ASSUMES $600  MILLION WINDFALL IN FY1992 1988 - - 0 0

1989 0 0 0 0|$MiUbns) 1990 0 0 0 0
BRF Capacity = Previous Calendar Yeai'j Appropriations 1991 0 0 0 0

1992 0 0 0 0
BRF Oullay Limit -  25%  of FY Start Balance 1993 0 0 0 0

1994 0 0 0 c
BRF account rolains its earnings. 1995 0 0 0 0

1996 0 0 0 0
Sponding/PF Adjuslmanl = year and adjuslmonl lo keep BRF batanco 1997 0 0 0 0
undar capacily limit; excess divided between spending and PF. 1998 0 0 0 0

1999 0 0 0 0
Model assumes that all lund transactions (deposits, outlays, 2000 0 0 0 0
and Interest oarnlnns) are recognized ol dose ol fiscal year.

TOTAL: 0 0

IF REVENUES
IF REVENUES ABOVE CEILING B R O W R O O R

| 1 BUDGET RESERVE FUND
Porm.

Prov. CY Colling Floor BRF Added Fund BRr- Total CY FY Start Fund Maximum SpandyPF FYEnd
FY Revenues Approp.'s (+% ) {-% ) Surplus Deposit Spending Deposit Sbortlall Oullay Approp.'s FY Balance Capacity Oullay Deposit Outlays Earning* Adjustment Balance
— — B - — C ~  —  D -  —  E ~ — F— — G— — H - — 1— - J - — K - — L— — — O— — P - — Q— — R - — S— — T - — U— — V -

1987 2,719 2,664 1687
1908 2,257 2,664 3,064 2,531 0 0 0 0 273 175 2,432 1688 700 2,664 175 0 175 63 0 588
1989 2,109 2,432 2,797 2,311 0 0 0 0 202 147 2,256 1089 588 2,432 147 0 147 53 0 494
1990 1,980 2,256 2,595 2,143 0 0 0 0 163 123 2,104 1090 494 2,256 123 0 123 44 0 415
1991 1,916 2,1u4 2,419 1,999 0 0 0 0 83 83 1,999 1991 415 2,104 104 0 83 37 0 369

1992 2 ,475 1 ,999 2 ,2 98  1 ,899 176 176 0 0 0 0 2 ,298 1 9 9 2 369 1 ,999 92 176 0 33 0 578
1093 1,904 2,298 2,643 2,184 0 0 0 0 280 145 2,048 1993 578 2,298 145 0 145 62 0 486
1994 1,882 2.048 2,356 1,946 0 0 0 0 64 64 1,946 1994 486 2,048 121 0 64 44 0 465
1995 1,855 1,946 2,238 1,849 0 0 0 0 0 0 1,855 1995 465 1,946 116 0 0 42 0 507
1096 1,808 1,855 2,133 1,762 0 0 0 0 0 0 1,808 1698 507 1,855 127 0 0 46 0 553
1997 1,821 1,808 2,079 1,718 0 0 0 0 0 0 1,821 1997 553 1,608 138 0 0 50 0 603
1998 1,813 1,821 2,094 1,730 0 0 0 0 0 0 1,813 1998 603 1.821 151 0 0 ' 54 0 657
1999 1,804 1,813 2,084 1,722 0 0 0 0 0 0 1.804 1999 657 1,813 164 0 0 69 0 716
2Q00 1,796 1,804 2,075 1,714 0 0 0 0 0 O 1,705 2000 716 1,004 179 0 0 64 0 701

TOTAL; 25,419 176 0 0 737 25,980 176 737 642

Sourco: Ollice ol Management and Budget, Division ol S lraleoic Planning



REVENUE INFORMATION

( u n r e s t r i c t e d  GF 
$ millions)

FY 87 R e v e n u e  A v a i l a b l e  for A p p r o p r i a t i o n
(excluding TA P S  s e t t l e m e n t  increments) 2 , 6 98.9 1)

E x e c u t i v e  B u d g e t  P r o p o s a l  (2,665.1) 2)

E s t i m a t e d  FY 87 Y e a r - E n d  B a l a n c e  33.8 3)

R e v e n u e  A v a i l a b l e  for A p p r o p r i a t i o n  to 
B R F  A c c o u n t

R a i n y  Day Fu n d  (Estimated FY 87 y e a r - e n d
balance) 280.0

TAPS S e t t l e m e n t  I n c r e m e n t s  4)
FY 1982-85 R e f u n d s  and L e g a l  F e e s  120.0
FY 86 Income from S e t t l e m e n t  59.2
FY 87 Income fr o m  S e t t l e m e n t  156.9

336.1

8g S e t t l e m e n t  56.0 5)
A R C O  S e v e r a n c e  T a x  S e t t l e m e n t  243.0

T o t a l  915.1

1) FY 87 E x e c u t i v e  B u d g e t  B o o k , T a b l e  1-2., p. 8.

2) FY 87 E x e c u t i v e  B u d g e t  B o o k , T a b l e  1-1., p. 6.

3) This a m o u n t  is i n t e n d e d  to c o v e r  FY 86 y e a r - e n d  a c c o u n t i n g  a d j u s t m e n t s  
to the G e n e r a l  Fund, a n d  FY 86 and F Y  87 s u p p l e m e n t a l  a p p r o p r i a t i o n s .

4) D e p a r t m e n t  of R e venue, 30th p e r c e n t i l e  e s t i m a t e s  1/86. U n r e s t r i c t e d  
Ge n e r a l  Fund T A P S  i n c o m e  r e c e i v e d  p r i o r  to M a r c h  1, 1986 w i l l  be 
d e p o s i t i e d  to the R a i n y  Day F u n d  a c c o r d i n g  to Sec. 762, Ch. 105, SLA 
1985.

5) W h e t h e r  e f f o r t s  to a c h i e v e  a C o n g r e s s i o n a l  s e t t l e m e n t  of  this d i s p u t e  
w i l l  be s u c c e s s f u l  r e m a i n s  to be seen. Hov/ever, a d i s t r i b u t i o n  of  the 
e s c r o w  a c c o u n t  is p o s s i b l e  in 1986. This w o u l d  r e s u l t  in a p a y m e n t  to 
A l a s k a  of a b o u t  $56 m i llion.

- 13 -



T H E  B U D G E T  R E S E R V E  FUND, F O R W A R D  FUN D I N G ,  
AND C A S H - B A S E D  B U D G E T I N G

A  C O M P A R I S O N

The B u d g e t  R e s e r v e  F u n d  is not a f o r w a r d  f u n d i n g  p r o p o s a l ,  or  a 
c a s h - b a s e d  b u d g e t i n g  propo s a l .  It is i n s t e a d  v e r y  d i f f e r e n t  
from e i t h e r  o f  t h ose two b u d g e t  m a n a g e m e n t  a p p r o a c h e s .  How it 
d i ffers, and h o w  forward f u n d i n g  a n d  c a s h - b a s e d  b u d g e t i n g  
t h e m s e l v e s  differ, are e x p l a i n e d  below.

S t r i c t l y  speaking, forward f u n d i n g  a n d  c a s h - b a s e d  b u d g e t i n g  are 
not i d e n t i c a l  or e v e n  s i m i l a r  a p p r o a c h e s  to b u d g e t i n g .  A l­
th o u g h  the p h r a s e  "fo r w a r d  funding" is o f t e n  a p p l i e d  to both, 
the two are in fact q u i t e  distinct.

" F o r w a r d  funding" t r a d i t i o n a l l y  r e f e r s  to a m u l t i - y e a r  b u d g e t­
ing process, w h e r e b y  all or some a p p r o p r i a t i o n s  a r e  m a d e  for 
s e v e r a l  y e a r s  at a time. This a p p r o a c h  a l l o w s  m a n a g e r s  and 
p r o g r a m  c o n s t i t u e n t s  to k n o w  a h e a d  o f  time w h a t  t h e i r  g e n e r a l  
l e vel of p r o g r a m  r e s o u r c e s  is li k e l y  to be  in (e.g.) the c o m i n g  
two or t hree fiscal years, and thus pl a n  a c c o r d i n g l y .  A l t h o u g h  
a p p r o p r i a t i o n s  for future y e a r s  are a l w a y s  s u b j e c t  to r e v e n u e  
a v a i l a b i l i t y  and l e g i s l a t i v e  change, f o r w a r d  f u n d i n g  n e v e r t h e­
less does p r o v i d e  a d e g r e e  of c e r t a i n t y  a b o u t  future p r o g r a m  
o p e r a t i n g  levels. Usually, forward f u n d i n g  do e s  n o t  e n t a i l  the 
b u i l d - u p  o f  a n y  s p e c i a l  fund or account, t h o u g h  s u c h  a m e c h a­
ni s m  m a y  be u s e d  in some c i r c u m s t a n c e s  to f o r w a r d - f u n d  a 
p a r t i c u l a r  p r o g r a m  or g r o u p  of programs.

" C a s h - b a s e d  b u d g e t i n g " , by contr a s t ,  does not e n t a i l  m u l t i - y e a r  
a p p r o p r i a t i o n s  and does not p r o v i d e  c e r t a i n t y  a b o u t  future 
p r o g r a m  o p e r a t i n g  levels. W h a t  it do e s  p r o v i d e  is c e r t a i n t y  
t h a t  an n u a l  a p p r o p r i a t i o n  levels w i l l  m a t c h  a v a i l a b l e  revenues. 
T h i s  is u s u a l l y  a c c o m p l i s h e d  by e s t a b l i s h i n g  a ca s h  fund or 
a c c o u n t  w h o s e  s t a r t i n g  b a l a n c e  r o u g h l y  e q u a l s  one fiscal yea r ' s  
w o r t h  of revenues. The a m o u n t  o f  r e v e n u e s  in the fund then 
b e c o m e s  the e f f e c t i v e  a p p r o p r i a t i o n  limit for s e t t i n g  the 
c o m i n g  fiscal y e a r ' s  budget, and fund r e v e n u e s  are used to p a y  
for b u d g e t  e x p e n d i t u r e s  i n c u r r e d  b e c a u s e  o f  t h ose a p p r o p r i a t i o n s .  
R e v e n u e s  r e c e i v e d  d u r i n g  that c o m i n g  fiscal y e a r  are u s e d  in 
tu r n  to r e p l e n i s h  the fund, w i t h  the fund's b a l a n c e  at the 
close of th a t  fiscal y e a r  b e c o m i n g  the a m o u n t  a v a i l a b l e  for 
a p p r o p r i a t i o n  for the s u c c e e d i n g  fiscal year. S a m e - y e a r  b u d g e t  
c e r t a i n t y  u n d e r  a c a s h - b a s e d  b u d g e t i n g  s y s t e m  is thus assured, 
be c a u s e  a n n u a l  a p p r o p r i a t i o n s  are l i m i t e d  to the a m o u n t  o f  c a s h  
on h a n d  that is a v a i l a b l e  to pay for them. (Conversely, 
c a s h - b a s e d  b u d g e t i n g  p r o v i d e s  no c e r t a i n t y  a b o u t  the level of 
a p p r o p r i a t i o n s  in s u c c e e d i n g  fiscal years, b e c a u s e  a n n u a l  
a p p r o p r i a t i o n  levels s i m p l y  t r a c k  a n n u a l  f l u c t u a t i o n s  in 
ov e r a l l  r e v e n u e  receipts.)

- 14 -
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The B u d g e t  R e s e r v e  Fu n d  (BRF) r e p r e s e n t s  yet a t h i r d  a p p r o a c h  
to b u d g e t i n g ,  and is d i f f e r e n t  from f o r w a r d  f u n ding and 
c a s h - b a s e d  b u d g e t i n g  b o t h  in p u r p o s e  and function. W h e r e  
forward f u n d i n g  aims at m u l t i - y e a r  c e r t a i n t y  a b o u t  f u n d i n g  
levels, and c a s h - b a s e d  b u d g e t i n g  aims at l i m i t i n g  a p p r o p r i a t i o n s  
to the a m o u n t  o f  ca s h  on hand, the BRF p r o p o s a l  aims at s m o o t h­
ing the f l u c t u a t i o n s  in ann u a l  b u d g e t  levels. The g o als of the 
BR F  p r o p o s a l  are thus to e l i m i n a t e  the y e a r - t o - y e a r  b u d g e t a r y  
and p r o g r a m  d i s r u p t i o n s  c a u s e d  b y  o s c i l l a t i n g  p e t r o l e u m  revenues; 
and, in d o i n g  so, to m i n i m i z e  the e c o n o m i c  d i s l o c a t i o n s  c a u s e d  
by w i d e l y  v a r y i n g  a n n u a l  S tate e x p e n d i t u r e  levels. The BRF and 
its a c c o m p a n y i n g  a p p r o p r i a t i o n  limit, c o n s e q u e n t l y ,  fun c t i o n  to 
w i t h h o l d  s u r p l u s  r e v e n u e s  w h e n  s u r p l u s e s  occur, and to use 
those w i t h h e l d  r e v e n u e s  to a u g m e n t  a p p r o p r i a t i o n s  in o ther 
y e a r s  w h e n  r e v e n u e s  fall. The end r e s u l t  is t h e r e f o r e  not 
b u d g e t a r y  c e r t a i n t y  of the kind p r o v i d e d  b y  f o r w a r d  funding or  
by c a s h - b a s e d  b u d g e t i n g ,  but r a t h e r  the p r o v i d i n g  of  a h e d g e  or 
"buffer" a g a i n s t  future p r e c i p i t o u s  c h a n g e s  in S t ate r e v enue 
f l o w s .

In sum, w h e r e  f o r ward funded p r o v i d e s  l i m i t e d  m u l t i - y e a r  
b u d g e t a r y  c e r t a i n t y  (subject to r e v e n u e  a v a i l a b i l i t y  and 
l e g i s l a t i v e  c h a n g e ) , and w h e r e  c a s h - b a s e d  b u d g e t i n g  p r o v i d e s  
h i g h  s a m e - y e a r  b u d g e t a r y  c e r t a i n t y  (but no m u l t i - y e a r  certainty, 
b e c a u s e  o f  v a r y i n g  a n n u a l  r e v e n u e  f l o w s ) , the BRF p r o p o s a l  
serves to m i n i m i z e  the b u d g e t a r y  and e c o n o m i c  d i s r u p t i o n s  
c a u s e d  b y  a n n u a l  f l u c t u a t i o n s  in S t ate revenues.
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Q U E S T I O N S  AND A N S W E R S  A B O U T  
T H E  B U D G E T  R E S E R V E  F U N D  (BRF)

A l a s k a n s  face two fiscal m a n a g e m e n t  problems. The f i rst is 
l o n g - t e r m  d e c l i n e  in oil p r o d u c t i o n  and oil revenues. The 
s e c o n d  p r o b l e m  is that this d e c l i n e  m a y  be m a r k e d  b y  f l u c t u­
ating  revenues, h i g h e r  in some years, w i t h  s t e e p  d r o p s  in 
others. The B u d g e t  R e s e r v e  F u n d  is d e s i g n e d  to s m o o t h  out 
th ese v a r i a t i o n s  in o r d e r  to p r o v i d e  g r e a t e r  fiscal s t a b i l i t y  
and, thereby, to l e s s e n  the e c o n o m i c  a n d  social c o n s e q u e n c e s  of 
r e v e n u e  v a r i a b i l i t y .  This s m o o t h i n g  is, in part, a c c o m p l i s h e d  
b y  a s p e n d i n g  limit w h i c h  takes r e v e n u e s  from y e a r s  o f  r e v e n u e  
i n c r e a s e  in o r d e r  to spend t h e m  d u r i n g  y e a r s  o f  r e v e n u e  decline.

W h a t  h a p p e n s  to the R a i n y  Day F u n d  ( R DF)?

The p r o p o s e d  BRF e n a b l i n g  l e g i s l a t i o n  c a lls for the r e p e a l  of 
the RDF and its r e p l a c e m e n t  w i t h  the BRF. The c e n t r a l  p u r p o s e  
o f  the RDF is to a s s u r e  a flow of p e t r o l e u m  r e v e n u e s  w h e n  
p e t r o l e u m  flow is i n t e r rupted. A  s p e c i a l  s e s s i o n  is r e q u i r e d  
to use RDF funds for that purpose. The BRF can a u g m e n t  p e t r o­
leu m  r e v e n u e s  in t hose c i r c u m s t a n c e  t a r g e t e d  b y  the RDF, as 
w e l l  as in a v a r i e t y  of  o t h e r  r e v e n u e  s h o r t f a l l  situat i o n s .  
U n l i k e  the RDF, no p r o c e d u r a l  d i f f i c u l t i e s  w i l l  i m p e d e  use of 
the BRF.

W h a t  h a p p e n s  to the B u d g e t  R e s e r v e  F u n d  if r e v e n u e  f o r e c a s t s  
c h a n g e ?

The B u d g e t  R e s e r v e  Fu n d  is d e s i g n e d  to f u n c t i o n  in a v a r i e t y  of
r e v e n u e  scenarios. T h e  fund a d a p t s  to c h a n g e s  in A l a s k a ' s
r e v e n u e  stream. It can s u p p l e m e n t  d e c l i n i n g  r e v e n u e s  in o r d e r  
to c u s h i o n  a n d  smo o t h  w h a t  m i g h t  be too s harp a n d  v a r i a b l e  a 
r e v e n u e  descent, or it can ho l d  d o w n  b u d g e t  g r o w t h  in t imes of 
r i s i n g  revenues.

Wh a t  if w e  have a s u s t a i n e d  r y v enue i n c r e a s e ?

The B u d g e t  R e s e r v e  F u n d  is d e s i g n e d  to f u n c t i o n  if A l a s k a
e x p e r i e n c e s  a dramatic, s u s t a i n e d  u p w a r d  c h a n g e  in p e t r o l e u m
r e v e n u e s .

S e v e r a l  e f f e c t s  w o u l d  be o b s e rved. B u d g e t s  w o u l d  be p r e p a r e d  
at the 115% level; thus s p e n d i n g  w o u l d  rise a n n u a l l y .  R e v e n u e  
a m o u n t s  in e x c e s s  of the 115% level w o u l d  go into the B R F  u n t i l  
its c a p a c i t y  was reached. Ea c h  y e a r  the c a p a c i t y  o f  the BRF 
w o u l d  i n c r e a s e  by the same a m o u n t  as a d d i t i o n a l l y  a p p r o p r i a t e d  
in the p r e c e d i n g  c a l e n d a r  y e a r  (capacity is b a s e d  on a p p r o­
pr i a t i o n s  m a d e  d u r i n g  the p r e c e d i n g  c a l e n d a r  y e a r ) . E a c h  year, 

any " s p i l l o v e r "  w o u l d  be d i s t r i b u t e d  to the P e r m a n e n t  F u n d
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(75%) and to the G e n e r a l  F u n d  (25%), e f f e c t i v e l y  i n c r e a s i n g  the 
115% limit and, the r e f o r e ,  i n c r e a s i n g  the ne x t  y e a r ' s  115% 
t h r e s h o l d  c a l c u l a t i o n  a n d  B R F  c a p a c i t y  c a l c u l a t i o n .  At a p o i n t  
w h e n  r e v e n u e s  d ecline, the fund c a p a c i t y  w o u l d  shrink, f r e eing 
as "excess" to capacity a m o u n t s  th a t  c o u l d  be s p e n t  to m o d e r a t e  
a downturn.

Wh a t  do the " t h r e s h o l d s "  m e a n ?

The B R F  a t t e m p t s  to k e e p  a p p r o p r i a t i o n s  from y e a r  to y e a r  
w i t h i n  a r a nge o f  v a r i a t i o n .  Thus, the B R F  w i l l  s u p p l e m e n t  
r e v e n u e s  to w i t h i n  5% o f  the p r e v i o u s  y e a r ' s  a p p r o p r i a t i o n s  (if 
that s u p p l e m e n t a r y  a m o u n t  is not im>re than 25% of fund balance) 
and w i l l  l i mit b u d g e t  g r o w t h  to n o  m o r e  t h a n  15% g r e a t e r  than 
the p r e v i o u s  y e a r ' s  a p p r o p r i a t i o n s  (except as p e r m i t t e d  by 
"spill o v e r "  p r o v i s i o n s ) . T h i s  20% spread, w i t h  m o s t  of the 
v a r i a n c e  on the hi g h  side, s h o u l d  p r o v i d e  for a s m o o t h e r  and 
less d i s r u p t i v e  s p e n d i n g  pattern.

The 95% and the 115% are c a l l e d  " t h r e s h o l d s "  o r  "triggers" 
b e c a u s e  they s i g n a l  e i t h e r  fund o u t l a y s  o r  fund deposits.

Ho w  does the " s p i l l o v e r "  p r o v i s i o n  w o r k ?

In t i mes of r i s i n g  revenues, the S t ate m a y  c o l l e c t  re v e n u e s  in 
e x c e s s  of the 115% a p p r o p r i a t i o n  limit. A n y  su c h  e x c e s s  funds 
w o u l d  first go to the B u d g e t  R e s e r v e  F u n d  to r e p l e n i s h  it to 
its c a p a c i t y  (previous c a l e n d a r  y e a r ' s  a p p r o p r i a t i o n s ) .  Any 
r e v e n u e s  r e m a i n i n g  a f t e r  f i l l i n g  the BRF to c a p a c i t y  
( " s p i l l o v e r " ) , w o u l d  b e  d i s t r i b u t e d  to the P e r m a n e n t  F u n d  (75%) 
and to the G e n e r a l  F u n d  (25%) . The 25% in the G e n e r a l  Fund 
w o u l d  be a v a i l a b l e  for a p p r o p r i a t i o n ,  e v e n  t h o u g h  in ex c e s s  of 
the 115% limit. A n y  a p p r o p r i a t i o n s  o f  G e n e r a l  F a n d  "spillover" 
w o u l d  be a d d i t i o n a l  r e v e n u e s  c a l c u l a t e d  as p a r t  of the base for 
the ne x t  fiscal year.

W h a t  h a p p e n s  if w e  ha v e  a r e v e n u e  w i n d f a l l ?

The e f f e c t  of a r e v e n u e  "spike" o r  " w i ndfall" d e p e n d s  on its 
size. A  spike m a y  be small e n o u g h  t h a t  it falls b e n e a t h  the 
115% c e i l i n g  and g e t s  spent. In this case, the ne x t  ye a r ' s  
s p e n d i n g  c e i l i n g  is r a i s e d  by the a d d i t i o n a l  a m o u n t  a p p r o p r i­
ated. Or the s pike m a y  be larger, e x c e e d i n g  the 115% ceiling. 
In this case, the a d d i t i o n a l  w i n d f a l l  r e v e n u e s  w o u l d  be p l a c e d  
in the fund, up to the c a p a c i t y  of  the fund. W i n d f a l l  rev e n u e s  
in e x c e s s  of t h o s e  r e p l e n i s h i n g  tho fund w o u l d  be d i v i d e d  
b e t w e e n  the G e n e r a l  F u n d  (25%) a n d  the P e r m a n e n t  F u n d  (75%). 
E x c e s s  r e v e n u e s  t r a n s f e r r e d  to the G e n e r a l  Fu n d  (the 25%) c o u l d  
be a p p r o p r i a t e d  r e g a r d l e s s  o f  the 115% c e iling, and th e y  w o u l d  
be i n c l u d e d  in the c a l c u l a t i o n  of  the ne x t  y e a r ' s  floor and 
c e i l i n g  thresh o l d s .
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H o w  does the l e vel o f  c a p i t a l i z a t i o n  a f f e c t  fund p e r f o r m a n c e ?

The a b i l i t y  of the fund to a u g m e n t  r e v e n u e s  d u r i n g  t i m e s  of 
r e v e n u e  d e c l i n e  is l a r g e l y  d e p e n d e n t  on the l evel of  c a p i­
t a l i z a t i o n  o f  the fund: the l a r g e r  the fund, the lo n g e r  it
w i l l  be a b l e  to s i g n i f i c a n t l y  s u p p l e m e n t  d e c l i n i n g  revenues. 
Thus, c a p i t a l i z a t i o n  o f  the fund, to the e x t e n t  p e r m i t t e d  by 
fund c a p a c i t y  (preceding c a l e n d a r  y e a r ' s  a p p r o p r i a t i o n s ) ,  
i n f l u e n c e s  b o t h  f u n d  l o n g e v i t y  and p o t e n t i a l  an n u a l  outlays.

W h y  does the B u d g e t  R e s e r v e  F u n d  r e t a i n  its i n t e r e s t  e a r n i n g s ?

The l o n g - t e r m  a b i l i t y  of the fund to p r o v i d e  s u p p l e m e n t a r y  
r e v e n u e s  in t i m e s  of r e v e n u e  d e c l i n e  d e p e n d s  on fund size. If 
d r a w n  down, the i n i t i a l  c a p i t a l i z a t i o n  of the fund can be 
r e p l e n i s h e d  b y  i n t e r e s t  e a r n e d  on the fund b a l a n c e  and by 
d e p o s i t s  in t i m e s  of r i s i n g  r e v e n u e s  of sums o v e r  the 115% 
sp e n d i n g  ceiling. The st e a d y  a c c u m u l a t i o n  of  i n t e r e s t  e a r n i n g s  
a s s u r e s  a d d i t i o n a l  fund revenues, e v e n  in d e c l i n i n g  r e v e n u e  
times, and e x t e n d s  the e f f e c t i v e  "life" of the fund.

W h y  are f e d e r a l  a n d  d e d i c a t e d  funds e x c l u d e d ?

The BRF p r o p o s a l  r e s t r i c t s ,  as does the c u r r e n t  a p p r o p r i a t i o n s  
limit, the s c o p e  o f  the a p p r o p r i a t i o n  limit to U n r e s t r i c t e d  
Ge n e r a l  F u n d  r e v e n u e s . T h i s  r e s t r i c t i o n  has b e e n  a d o p t e d  in 
o r d e r  to a v o i d  s i t u a t i o n s  in w h i c h  some fiscal e v e n t s  b e y o n d  
the S t a t e ' s  c o n t r o l  (e.g., f l u c t u a t i o n s  in f e d e r a l  funding) 
m i g h t  a f f e c t  the a p p r o p r i a t i o n  l i m it's floor and c e i l i n g  
th r e s h o l d s ,  or t r i g g e r  BRF outlays. W i t h o u t  an a u t o m a t i c  
r e s p o n s e  the L e g i s l a t u r e  a n d  the G o v e r n o r  are free to r e s p o n d  
to such e x t e r n a l  fi s c a l  e v e n t s  as t h e y  b e s t  see fit.

F e d e r a l  and d e d i c a t e d  funds are g e n e r a l l y  r e c e i v e d  for s p e c i f i c  
p u r p oses, u n l i k e  U n r e s t r i c t e d  G e n e r a l  F u n d s  w h i c h  can be 
a l l o c a t e d  by  the L e g i s l a t u r e  a n d  G o v e r n o r  to m e e t  p r i o r i t y  
needs. The p o t e n t i a l l y  c h a o t i c  e f f e c t  o f  i n c l u d i n g  federal 
funds is i l l u s t r a t e d  b y  a h y p o t h e t i c a l  ca s e  in w h i c h  the State 
receives, for one year, a large i n c r e a s e  in fede r a l  h i g h w a y  
funds for a s p e c i f i c  pr o j e c t .  If the B R F  i n c l u d e d  all revenues, 
i n c l u d i n g  f e d e r a l  funds, th e n  this f e d e r a l  e x p e n d i t u r e  w o u l d  
a u t o m a t i c a l l y  r a i s e  the a p p r o p r i a t i o n  l imit c e i l i n g  for the 
next fiscal year. If the f e d e r a l  g o v e r n m e n t  t h e n  fa i l e d  to 
r e n e w  this h i g h w a y  grant, the B R F  w o u l d  be us e d  to m e e t  the 
i n f l a t e d  95% f l oor c r e a t e d  by  the a r t i f i c i a l  r a i s i n g  of the 
115% t h r eshold.

W h y  is t here a 25% a n n u a l  o u t f l o w  l i m i t ?

W i t h o u t  any o u t f l o w  l imitation, the BRF b a l a n c e  c o u l d  be 
q u i c k l y  e x p e n d e d  d u r i n g  y e a r s  o f  s harp r e v e n u e  decline. Such 
r a pid e x p e n d i t u r e  c o u l d  too r a p i d l y  d e p l e t e  the fund b a l a n c e
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and fail to proi'iae for a smooth s p e n d i n g  d e cline, since t here 
w o u l d  be a b i g  d r o p  in a v a i l a b l e  r e v e n u e s  w h e n  the BRF fund 
b a l a n c e  is d e p l e t e d .

The be s t  size for the m a x i m u m  a n n u a l  o u t l a y  fr o m  the B R F  can 
not be d e t e r m i n e d  w i t h  accuracy. O f f i c e  o f  M a n a g e m e n t  and 
B u a g e t  (OMB) s i m u l a t i o n s  indicate, how e v e r ,  that, at h i g h e r  
c a p i t a l i z a t i o n  levels, r e s t r i c t i n g  o u t l a y s  to a m a x i m u m  o f  25 
p e r c e n t  o f  the B R F ' s  b a l a n c e  p r o b a b l y  is s u f f i c i e n t  to a s s u r e  a 
c o n t i n u i n g  l i f e s p a n  for the fund, y e t  still p r o v i d e  m e a n i n g f u l  
a m o u n t s  o f  f u n d i n g  a s s i s t a n c e  in y e a r s  w h e n  a s s i s t a n c e  is 
needed.

W h y  is fund size c a p p e d ?

The BRF is i n t e n d e d  to serve as a k i n d  o f  ca s h  m a n a g e m e n t  
account. As such, it w o u l d  be i n a p p r o p r i a t e  for the B R F  to 
a c c u m u l a t e  l arge c a s h  balances. R e s t r i c t i n g  fund size to a 
level e q u a l l i n g  o n e  c a l e n d a r  ye a r ' s  a p p r o p r i a t i o n s  a p p e a r s  to 
p r o v i d e  a fund b a l a n c e  a d e q u a t e  to m e e t  r e v e n u e  d e m a n d s  w h e n  
a s s i s t a n c e  is needed.

W h y  is a c a l e n d a r  year ba s e  u s e d ?

The B R F  p r o p o s e s  th a t  t otal a p p r o p r i a t i o n s  m a d e  in the c a l e n d a r  
y e a r  p r e c e d i n g  a n y  g i v e n  fiscal ye a r  set the a p p r o p r i a t i o n  
limit's f l o o r  and ceiling, as w e l l  as set the c a p a c i t y  o f  the 
BRF. T h e r e  are two r e a s o n s  for a d o p t i n g  the c a l e n d a r - y e a r  
b a s i s .

One r e a s o n  is to p r o v i d e  cer t a i n t y ,  so that p u b l i c  o f f i c i a l s  
k n o w  by  the s t a r t  o f  a l e g i s l a t i v e  s e s s i o n  the r e l e v a n t  n u m b e r s  
and li m i t s  w i t h  w h i c h  th e y  w i l l  be w o r k i n g  in s e t t i n g  the 
c o m i n g  fiscal y e a r ' s  budget. As a fiscal y e a r  is o n l y  ha l f  
o v e r  w h e n  the L e g i s l a t u r e  c o n v enes, full i n f o r m a t i o n  a o o u t  that 
fiscal y e a r  w o u l d  o n l y  be p o s s i b l e  a f t e r  the s e s s i o n  and the 
final t a l l y  o f  s u p p l e m e n t a l  and s p e c i a l  a p p r o p r i a t i o n s .

The s e c o n d  r e a s o n  for a d o p t i n g  the c a l e n d a r - y e a r  b a s i s  is 
r e l a t e d  to the f i r s t — i.e., to prese r v e ,  w i t h o u t  s a c r i f i c i n g  
c e r t a i n t y  a b o u t  b u d g e t  floors and ceilings, the f l e x i b i l i t y  
that p u b l i c  o f f i c i a l s  c u r r e n t l y  ha v e  in r e q u e s t i n g  and m a k i n g  
s u p p l e m e n t a l  and s p e c i a l  a p p r o p r i a t i o n s  d u r i n g  f o l l o w - u p  
l e g i s l a t i v e  sessions.

W h a t  h a p p e n s  to P e r m a n e n t  F u n d  D i v i d e n d s ?

The B R F  e x c l u d e s  fr o m  the a p p r o p r i a t i o n  limit c a l c u l a t i o n  all 
d e d i c a t e d  funds. The D i v i d e n d  F u n d  f r o m  w h i c h  p e r  c a p i t a  
d i v i d e n d  p a y m e n t s  are m a d e  is l e g a l l y  c o n s i d e r e d  a d e d i c a t e d  
fund. T h e r e f o r e ,  P e r m a n e n t  Fund i n t e r e s t  e a r n i n g s  that go into 
the D i v i d e n d  F u n d  and p a y m e n t s  m a d e  to i n d i v i d u a l s  from the

- 19 -



D i v i d e n d  F u n d  are e x c l u d e d  from c a l c u l a t i o n  of the a p p r o­
p r i a t i o n  limit.

H o w  is the U n d i s t r i b u t e d  Income A c c o u n t  (UIA) t r e a t e d ?

The BRF b i l l  i n c l u d e s  the UIA u n d e r  the a p p r o p r i a t i o n  limit, 
d e s p i t e  the U I A  b e i n g  an a c c o u n t  w i t h i n  the P e r m a n e n t  Fund. It 
is c o n s i d e r e d  i m p o r t a n t  to i n c l u d e  the U I A  u n d e r  the limit 
b e c a u s e  U I A  e a r n i n g s  w i l l  b e c o m e  an i n c r e a s i n g l y  i m p o r t a n t  
r e v e n u e  s o u r c e  w h i c h  m i g h t  be d e s i r e d  for the s u p p o r t  of 
g o v e r n m e n t  f u n ctions. If not i n c l u d e d  now, l a t e r  i n c l u s i o n  
w o u l d  r a d i c a l l y  a l t e r  t h r e s h o l d s .  I n c l u s i o n  in the a p p r o­
pr i a t i o n  l i m i t  a l s o  av o i d s  the p o s s i b i l i t y  o f  a l a rge "off 
budget" b u d g e t i n g  p r o c e s s  u s i n g  PF earnings.

H o w  are " P r o g r a m  R e c e i p t s "  t r e a t e d ?

M o n e y  t h a t  is i d e n t i f i e d  as " p r o g r a m  r e c e ipts" p u r e l y  for 
b u d g e t a r y  p u r p o s e s  (i.e., to sh o w  p r o g r a m  income w h i c h  is not 
d edicated) is i n c l u d e d  in the d e f i n i t i o n  of " m o n e y  fr o m  S t ate 
s ources" u s e d  in BRF legislation. T h i s  c l a s s  of  p r o g r a m  
r e c e ipts, c o n s e q u e n t l y ,  is i n c l u d e d  in the BRF a p p r o p r i a t i o n  
limit. P r o g r a m  r e c e i p t s  w h i c h  are d e d i c a t e d  to a p a r t i c u l a r  
p u r p o s e  (i.e., w h i c h  are not d e p o s i t e d  in the G e n e r a l  Fund) are 
e x c l u d e d  from the BRF a p p r o p r i a t i o n  limit.

H o w  are S u p p l e m e n t a l  A p p r o p r i a t i o n s  t r e a t e d ?

The p r o c e s s  of  m a k i n g  s u p p l e m e n t a l  a p p r o p r i a t i o n s  w o u l d  not 
c h a n g e  u n d e r  the BRF p r o p o s a l .  One of the s u p p o r t i n g  r e a s o n s  
for a d o p t i n g  a c a l e n d a r - y e a r  b a s i s  for the B R F  a p p r o p r i a t i o n  
limit is, in fact, to p r e s e r v e  the f l e x i b i l i t y  w h i c h  l e g i s l a­
tors c u r r e n t l y  h a v e  in m a k i n g  s u p p l e m e n t a l  a p p r o p r i a t i o n s  
d u r i n g  f o l l o w - u p  l e g i s l a t i v e  sessions. If, for ex a m p l e ,  the 
B RF a p p r o p r i a t i o n  l i m i t  for the FY 1988 b u d g e t  w e r e  b a s e d  on 
the l e vel o f  a p p r o p r i a t i o n s  m a d e  d u r i n g  the p r e c e d i n g  fiscal 
year, i.e., F Y  1987, l e g i s l a t o r s  c o n v e n i n g  in J a n u a r y  1987 
w o u l d  f i rst ha v e  to m a k e  s u p p l e m e n t a l  a p p r o p r i a t i o n s  for 
FY 1987 b e f o r e  t h e y  w o u l d  k n o w  the level o f  the a p p r o p r i a t i o n  
limit for the FY 1988 budget. E v e n  that w o u l d  be an estim a t e ,  
as the G o v e r n o r  w o u l d  li k e l y  not a p p r o v e  or v e t o  s u p p l e m e n t a l  
a p p r o p r i a t i o n s  u n t i l  a f t e r  the s e s s i o n  had ended. A d o p t i o n  of 
a c a l e n d a r - y e a r  b a s i s  (discussed in a n o t h e r  section) e ] i m i n a t e s  
this problem.

H o w  are R e p e a l s  a n d  R e a p p r o p r i a t i o n s  t r e a t e d ?

R e p e a l s  and r e a p p r o p r i a t i o n s  (R&R's) are t r e a t e d  in the BRF 
l e g i s l a t i o n  as follows: r e a p p r o p r i a t i o n  a m o u n t s  t h a t  are
e x p l i c i t l y  c o u p l e d  w i t h  s p e c i f i c  s t a t u t o r y  r e p e a l  c i t a t i o n s  in 
the same s e c t i o n  o f  an a p p r o p r i a t i o n  bill are c o u n t e d  as 
r e a p p r o p r i a t i o n s ,  and are e x c l u d e d  from the B R F  a p p r o p r i a t i o n
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limit; all o t h e r s  are c o u n t e d  as n e w  a p p r o p r i a t i o n s ,  a n d  are 
not e x c l u d e d  fr o m  the limit.

S e v e r a l  r e a s o n s  e x i s t  for a d o p t i n g  this approach. One re a s o n  
is to a v o i d  the d o u b l e - c o u n t i n g  that w o u l d  be i n v o l v e d  if all 
R & R ' s  w e r e  t r e a t e d  as n e w  a p p r o p r i a t i o n s .  A  s e c o n d  r e a s o n  is 
to a v o i d  the s i t u a t i o n  where, if R & R ' s  are c o u n t e d  as n e w  
a p p r o p r i a t i o n s ,  the a p p r o p r i a t i o n  l imit is r e a c h e d  or e x c e e d e d  
so l e l y  b e c a u s e  o f  the e x i s t e n c e  o f  R&R's. A  t h i r d  r e a s o n  is to 
a v o i d  the a c c o u n t i n g  d i f f i c u l t i e s  i n v o l v e d  in a t t e m p t i n g  to 
t r a c k  R & R  d o l l a r  flows across fiscal years. Fi n a l l y ,  a fo u r t h  
r e a s o n  is to a v o i d  the i n c e n t i v e  for i n c r e a s e d  R & R  a c t i v i t y  
that w o u l d  be c r e a t e d  if all R&R's w e r e  c o n s i d e r e d  to be 
a p p r o p r i a t i o n s  a l r e a d y  ma d e  in p r i o r  y e a r s  and th u s  e x c l u d e d  
from the 115 p e r c e n t  a p p r o p r i a t i o n  limit.
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BILL SHEFFIELD
Gave inos

S t a t e  o f  A l a s k a
CFTICE Qp The jQvCRNCR 

• I O 2f E A U

Ja n uary 24, 1986

The H o n o r a b l e  Ben G r u s s e n d o r f  
Sp e aker of  the House 
A l a s k a  State L e g i s l a t u r e  
P.O. Box V  
Jrneau, AK 99811

Dear R e p r e s e n t a t i v e  Grussendorf:

U n d e r  the a u t h o r i t y  o f  art. Ill, sec. 18, o f  the Ala s k a  
Constitution, I am t r a n s m i t t i n g  a j o int r e s o l u t i o n  p r o p o s i n g  
a m e n d m e n t s  to the A l a s k a  C o n s t i t u t i o n  rel a t i n g  to a bud g e t  
rese r v e  fund =vnd an a p p r o p r i a t i o n  limit, ar-1 a bi l l  to 
i mplement the joint resolution.

I a m  p l a c i n g  the b i l l  implementing the p r o p o s e d  c o n s t i t u­
tional a m e ndments b e f o r e  the l e gislature d u r i n g  this session 
to e n s u r e  that l e g i s l a t o r s  and v o t e r s  facing that p r o p o s a l  
in the 1986 g e n e r a l  e l e c t i o n  u n d e r s t a n d  the scope, details, 
anc implications o f  the amendments.

The b i l l  w o u l d  take e f f e c t  following v o t e r  a p p r o v a l  o f  the 
c o n s t i t u t i o n a l  amendments. At that time, AS 37.05.159, 
e s t a b l i s h i n g  wh a t  is c o m m o n l y  known as the "rainy day fund," 
w o u l d  be repealed and r e p l a c e d  by a n e w  statute e s t a b l i s h i n g  
the bu d g e t  r e s erve fund. Tue b a l a n c e  o f  the m o n e y  in the 
rainy day fund w o u l d  follow the c o n s t i t u t i o n a l  and statu t o r y  
change and w o u l d  be t r a n s f e r r e d  to the b u d g e t  rese r v e  fund 
at that time. The bu d g e t  reserve fund is d e s i g n e d  to meet 
revenue co n t i n g e n c i e s  c o n t e m p l a t e d  b y  the rainy day fund as 
well as b r o a d e r  r e v enue stability needs.

At the outset, it mu s t  be emphasized that the b u d g e t  r e s erve 
fund is very d i f f e r e n t  in purpose a n d  f u nction from forward 
funding and c a s h - b a s e d  budgeting p r o posals. We have c a r e­
fully e v a l u a t e d  all these options, a n d  we b e l i e v e  that the 
budget reserve fund is the fiscal m a n a g e m e n t  tool that is 
best suited to the S t a te's situation. This fund seeks to
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dampen ann'.. il budget swings. Neither forward funding nor 
cash-based budgeting protect us from annual budget fluctua­
tions caused by volatility in world oil markets.

The b u d g e t  r e s erve fund w o r k s  in the f o l l o w i n g  manner. In 
years o f  r i s i n g  revenues, as specified in the c o n s t i t u t i o n a l  
amendments, a p p r o p r i a t i o n s  are limited to 115 percent of 
a p p r o p r i a t i o n s  made d u r i n g  the p r e c e d i n g  c a l e n d a r  year. A n y  
surplus m o n e y  a b ove the 115 p e r c e n t  l i m i t  is us e d  first to 
r e p l e n i s h  the b u d g e t  r e s erve fund; any r e m a i n i n g  surplus is 
then d i v i d e d  b e t w e e n  d e p o s i t s  to the p e r m a n e n t  fund and to 
the g e n e r a l  fund. In y e ars o f  revenue d e cline, as s p e c i f i e d  
in 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  and p r o p o s e d  statute, m o n e y  
is ma d e  a v a i l a b l e  from the b u d g e t  r e s erve fund in an amount 
that b r i n g s  a p p r o p r i a t i o n s  up to 95 p e r c e n t  of the a p p r o p r i­
ations in the p r e c e d i n g  ca l e n d a r  year, or an amount that 
equals no m o r e  than 25 p e r c e n t  of the fund's balance, 
w h i c h e v e r  is less.

These t w o  o p e r a t i o n s  of the b u d g e t  r e s erve fund wi l l  p r o v i d e  
a smo o t h e r  e x p e n d i t u r e  p a t t e r n  over t h e  y e ars than w o u l d  
result from the fluc t u a t i o n s  of p e t r o l e u m  revenue alone. 
This is because, in h i g h  revenue years, r e v e n u e  incre a s e s  
will flow into the b u d g e t  reserve fund for s u b s e q u e n t  a p p r o­
pria t i o n  d u r i n g  y e ars of  reve n u e  decline, b u f f e r i n g  f l u c­
tuations in the state's revenue stream c a u s e d  by p e t r o l e u m  
price v a r i a t i o n s .  The u p p e r  limit to a p p r o p r i a t i o n s  (the 
115 p e r c e n t  level) wi l l  p r o v i d e  an e f f e c t i v e  a p p r o p r i a t i o n  
limit, in c o n t r a s t  w i t h  the ineffective limit now in o u r  
constitution. We w i l l  t h e r e f o r e  have a m e a n i n g f u l  const.: - 
tutional s p e n d i n g  limit as d e s i r e d  by the people of Alaska,

Both the joint r e s o l u t i o n  and the b i l l  s p e c i f y  that the 
a p p r o p r i a t i o n  limit a p p lies only to u n r e s t r i c t e d  g e n e r a l  
fund m o n e y  and to e x p e n d i t u r e s  from the u n d i s t r i b u t e d  income 
account of the p e r m a n e n t  fund (except for a d e p o s i t  o f  that 
money to the p e r m a n e n t  fund ma d e  in 1986) . In turn, "money 
received" b y  the state includes only m o n e y  in the u n d i s­
tributed income a c c ount and u n r e s tricted g e n e r a l  fund money. 
Excluded from both, for example, are f e d eral receipts. The 
joint r e s o l u t i o n  and bill also specify th a t  a p p r o p r i a t i o n s  
for a fiscal y e a r  are limited to 115 p e r c e n t  of a p p r o p r i a­
tions m a d e  d u r i n g  the p r e c e d i n g  c a l e n d a r  year. The c a l­
endar - y e a r  b a s i s  is used to ensure c e r t a i n t y  in the d e t e r­
mination of a l l o w a b l e  a p p r o p r i a t i o n  levels for the coming 
fiscal year. It also avoids problems c a u s e d  by s u p p l e m e n t a l  
a ppr o p r i a t i o n s  late in a fiscal year.



New AS 3 7 . 0 5 . 1 5 6 ( c ) ,  in sec. 1 of the bill, a d d r e s s e s  the 
question o f  h o w  r e a p p r o p r i a t i o n s  should be t r e ated for 
purposes o f  the a p p r o p r i a t i o n  limit. T h e  i n t e n t  of that 
p r o v i s i o n  is to d i s t i n g u i s h  b e t w e e n  "old" and " n e w” money. 
This d i s t i n c t i o n  is ne e d e d  b e c a u s e  it is s o m e t i m e s  d i f f i c u l t  
to d e t e r m i n e  w h e t h e r  a r e a p p r o p r i a t i o n  c o n s i s t s  e n t i r e l y  of  
money a p p r o p r i a t e d  in a p r i o r  year, or e x c e e d s  the amount of 
m oney a c t u a l l y  a v a i l a b l e  from those p r i o r  appropr i a t i o n s ,  
thereby e n t a i l i n g  an a p p r o p r i a t i o n  of new money. Any 
r e a p p r o p r i a t i o n  not c l e a r l y  identifiable is al s o  c o n s i d e r e d  
a new appr o p r i a t i o n .

The m a x i m u m  b a l a n c e  of the b u d g e t  reserve fund in a n y  fiscal 
year e q u a l s  the a m o u n t  of  general fund a p p r o p r i a t i o n s
enacted d u r i n g  the p r e c e d i n g  c alendar year. M o n e y  in excess 
of the 115 p e r c e n t  limit is used to b ring the fund balance 
up to the fund's capacity. A  p o r tion of the m o n e y  in excess 
of the b u d g e t  reserve fund cap a c i t y  must th e n  be d e p o s i t e d  
in the p e r m a n e n t  fund as savings. The b i l l  specifies that 
that p o r t i o n  is 75 percent. The r e m a i n i n g  excess (25
percent) m u s t  be d e p o s i t e d  in the g e n e r a l  fund, and is
available for a p p r o p r i a t i o n  (effectively i n c r e a s i n g  the 115 
percent l i m i t ) . Any of that excess m o n e y  s u b s e q u e n t l y  
ap p r o p r i a t e d  from the g e n e r a l  fund b e c o m e s  part of the
c a l c u l a t i o n  of  the base for the next fiscal year.

The bill s p e c i f i e s  that if g e n e r a l  fund r e v e n u e  ir. a fiscal 
year falls to a level b e l o w  95 percent o f  a p p r o p r i a t i o n s  
made d u r i n g  the p r e c e d i n g  c a l e n d a r  year, an a m o u n t  may be 
t r a n s f e r r e d  from the bu d g e t  reserve fund into the g e n eral 
fund. T h a t  t r a n s f e r r a b l e  amount is limited to the lesser of 
(1) the a m o u n t  nee d e d  to b r ing a p p r o p r i a t i o n s  up to the 95 
percent level, or (2) the m a x i m u m  amount o f  the fund that 
may be s p ent in a fiscal year, which is 25 p e r c e n t  of the 
budget r e s e r v e  fund balance.

As s p e c i f i e d  in the joint resolution, the bu d g e t  reserve 
fund r e t ains its income ear n i n g s  to help e n s u r e  an adequate 
level of  c a p i t a l i z a t i o n  to m e e t  a p p r o p r i a t i o n  de m a n d  in 
years of r e v e n u e  decline.

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  pe r m i t  e x p e n d i t u r e s  from the 
fund b e v c n d  the 115 p e r c e n t  appropriation limit and the 25 
percent fund e x p e n d i t u r e  limit to meet d e c l a r e d  states of 
emergency. The bill cites exi s t i n g  statu t o r y  language to 
provide f u r t h e r  c l a r i f i c a t i o n  of "emergencies."

The c o n s t i t u t i o n a l  ame n d m e n t s  p roposed in the joint r e s o l u­
tion and the i m p l e m e n t i n g  s t a t u t o r y  p r o visions tog e t h e r  can
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p r o vide e l e c t e d  o f f i c i a l s  w i t h  the tools of sound fiscal 
m anag e m e n t ,  a n d  prom i s e  to the cit i z e n s  of  the state a means 
of a v o i d i n g  the social and e c o n o m i c  shocks that m a y  result 
from e x t r e m e  v o l a t i l i t y  in o u r  r e v e n u e  stream.

Ar t i c l e  XV, sec. 27, of the A l a s k a  C o n s t i t u t i o n  now requires 
the l i e u t e n a n t  g o v e r n o r  to p lace on the b a l l o t  in 1986 the 
p r o p o s i t i o n  for the e x i s t i n g  a p p r o p r i a t i o n  limitation, w h i c h  
w as a p p r o v e d  by  the v o t e r s  in 1982. Since that vote will 
oc cur at the same e l e c t i o n  as the vo t e  on the a t t a c h e d  
proposal, t here is the p o s s i b i l i t y  that bo t h  c o n s t i t u t i o n a l  
p r o v i s i o n s  w o u l d  be a p p r o v e d  —  r e s u l t i n g  in a direct 
c o n f l i c t  b e t w e e n  them. To a v o i d  c o n f u s i o n  and to p reclude 
legal q u e s t i o n s  a r i s i n g  as to this later amendment, w h ile 
still h a v i n g  the l i e u t e n a n t  g o v e r n o r  com p l y  w i t h  art. XV, 
sec. 27, the a t t a c h e d  b i l l  (see sec. 2) requires the l i e u t­
enant g o v e r n o r  to include an a p p r o p r i a t e  e x p l a n a t i o n  on the 
ballot. It is e x p e c t e d  that this e x p l a n a t i o n  wi l l  be brief, 
w i t h  some a m p l i f i c a t i o n  in the v o t e r  pamphlet.

Since r e l y

E
Gov e r n o r
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BY THE RULES C OM MITTEE BY 
IN T HE  HOU SE  R E Q UE ST  O F  THE GOV ER NO R

HOU.'-E J OI N T  RESOLUTION NO.

IN THE L E G I SL AT UR E OF TH E STATE OF AL A S K A  

F OU RT EE NT H LE GI SLATURE - SECOND SESSION

Proposing an amendment Co the C o n s t i t u­

tion of che State of Al as ka  r e l at in g to 

the use and expenditure o f  state money. 

BE IT RESOLVED BY TH E L E G I SL AT UR E OF T HE  STATE OF ALASKA:

* Section 1. Ar ticle IX, sec. 7, Constitution of che State of Alaska, 

is amended to read:

SECTION 7. DE DI CATED FUNDS. The proceeds of a n y  state tax or 

license shall not be  dedicated to any special purpose, except as 

pr ov id ed  in sections [SECTION] 15 and 17 of this article o r  w h e n  

r equired b y  the federal government for state part ic ip at io n in federal 

programs. This p ro vi si on  shall not prohibit the continuance of any 

d edication for special purposes existing u p o n  the date of  ratif ic at io n 

of this section by the pe ople of Alaska.

* Sec. 2. Arti cl e IX, sec. 16, Consti tu ti on  of the State of  Alaska, is 

re pe al ed  and re ad op te d to read:

SECTION 16. A P P R O P R IA TI ON  LIMIT. Ap propriations of m o n e y  f rom 

state sources for a fiscal year ma y not increase b y  more than 15 

percent of the a mount ap propriated from 3tate sources d uring the 

p re ce di ng  calendar year, except as authorized b y  sec. 17 of this 

article.

* Sec. 3. A r tic le  IX, Co nstitution of the State of Alaska, is amended

b y  adding a n e w  section to read:

SECTION 17. BUDGET RESERVE FUND. (a) Money re ce iv ed  by the

state from state sources, w h i c h  is not dedicated to che A la sk a p e r m a n­

ent fund and w hi c h  exceeds the appropriation limit imposed b y  sec. 16
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of this arcicle, m ust be deposited in the A la sk a b udget reserve fund 

u n t i l  the balan ce  of the reserve fu n d  equals the amount ap propriated 

f ro m state sources during the preceding calendar year.

(b) A  p o rt io n o f  the m on e y  r eceived by  the state, descri be d in

(a) of this section, w h i c h  exceeds the m a x i m u m  balance of the fund 

m u s t  be deposited in the A la sk a perma ne nt  fund, as pr ovided by law. 

Th e remainder o f  any excess money must be deposited in  the general 

fund. Notwithstanding the appropriation limit imposed by sec. 16 of 

this article, the excess m o n e y  de po sited in the general fund m a y  be 

appropriated.

(c) Mone y in the b ud ge t reserve fund must be invested so as to 

y ie l d  competitive m ar ke t rates to the fund. Income from investment o f  

the fund m us t  b e  re ta in ed  in the fund.

(d) If the governor determines that the mo ne y r eceived by the 

state from state sources in a fiscal year is less than the amount 

appropriated f r o m  state sources during Che preceding calendar year, 

m on e y  m a y  be spent f r o m  the budget reserve fund, as pr ov i d e d  b y  law. 

E xcept as otherwise p rov i d e d  in this section, no t mo r e  than 25 percent 

of  the bu dg et  reserve fund balance m ay  be spent for any fiscal year.

(e) Notwithstanding any spending limitations in this section or  

in sec. 16 of this article, the governor m a y  spend additional amounts 

f ro m  the budget reserve fund to m e et  a state emergency declared b y  the 

governor, as p r es cr ib ed  by law.

* Sec. 4. A r t ic le  XV, Const it uti on  of the State of  Alaska, i3 amended 

by  adding a n e w  section to read:

SECTION 29. F IR S T  Y EAR OF 1986 REVISED APPRO PR IA TI ON  LIMITATION. 

In determining the limitation under art. IX, sec. 16, as amended in 

1986, an a pp ro priation to the permanent fund, made in calendar year 

1986, is no t to be included.
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* Sec. 5. The amendments proposed b y  this reso lu ti on  shall be pl ac ed  

b efore the voters of the state at the nent general election in conformity  

w i t h  art. XIII, sec. T, C ons ti tu ti on  of the State of Alaska, and the el e c­

tion laws of the state.
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BY THE RULES COMMITTEE BY
IN THE HOUSE REQUEST OF THE G OVERNOR

HOUSE BILL HO.

IN T H E  LE GI SLATURE OF T H E  STATE O F  A L A S K A  

FOURTEENTH LEGISLATURE - SECOND SESSION 

A  BILL

For an A ct  entitled: "An A c t  relating to che constitutional appropriation

limitation a nd  budget reserve funds and providing for 

an effective date."

BE IT ENACTED B Y  THE LEGISLATURE O F  THE STATE O F  ALASKA:

* Section 1. AS 37.05 is amended by adding a new section to read:

Sec. 37.05.156. BUDGET RESERVE FUND; APPROPRIATION LIMIT. (a) 

There is established as a separate fund in che state treasury che 

budget reserve fund. The budget reserve fund consists of m o n e y  ded­

icated to chat fund by arc. EX, sec. 17 of the A laska Constitution.

(b) For the purposes of determining Che appropriation limitation 

amount under art. IX, sec. 16, o f  che Al a s k a  Constitution, (1) an 

appropriation is considered to be m ad e  in che calendar year in w h i c h  

it is enacted, and (2) "appropriation" includes mone y rec ei ve d by  che 

state, described in arc. IX, sec. 17(a), of the Alaska Constitution, 

w h i c h  exceeds the maxi mu m balance of  che fund and i3 subsequently 

deposited in the general fund and appropriated. For che purposes o f  

art. IX, sec. 17, of the Al aska Constitution, the amount o f  co ne y  

received by che state includes any surplus carried forward from che 

preceding fiscal year, or is reduce d by any deficit f rom that preced­

ing fiscal year.

(c) A  reappropriation o f  no m ore chan che remaining balance of 

the amount appropriated in a  prior year is considered an appropriation 

attributable to che calendar year in which Che appropriation w as  first 

enacted. Only if, w i t h i n  a single section of an appropriation bill,
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there is an explicit repeal of an appropriation coupled w it h  a new 

appropriation is there a r ea pp ropriation for Che purposes of this 

subsection.

(d) If che gov ern or  determines chat the mon ey  received b y  che 

state from state sources in a fiscal year is les3 than 95 percent of 

the amount a pp ropriated from state sources during the preceding ca l e n­

dar year, amounts ma y be  transferred from the budget reserve fund to 

the general fund, up to a limit of eicher 25 percent of che budget 

reserve fund balance, or the difference between money r eceived from 

state sources in that fiscal year and 95 percent of appropriations 

during Che preceding calendar year, w hi chever is less. Determination 

of che need for b ud ge t reserve fund expenditures for a fiscal year 

m us t  be made during the final quarter of Chat fiscal year.

(e) As au thorized by arc. IX, sec. 17(b), of che Alaska C o n s t i­

tution, 75 percent r f the mone y r eceived by che state, described in 

art. IX, sec. 17(a), of  che A la sk a Constitution, wh i c h  exceeds the 

maxim um  balance of the fund, must be deposited in Che Al ask a permanent 

fund.

(f) In art. IX, sec. 17, of Che Al a s k a  Constitution, "emergency" 

means Che events 3ec out in AS 26.23.220(1) or a reduction o f  che 

revenue from nonstace sources wh i c h  seriously impairs the ability of 

the state to perf or m essencial functions.

(g) In this section and arc. IX, secs. 16 and 17, of  che Alaska 

Constitution, "state source" means (1) che undistributed income a c­

count in the permanent fund, and (2) all sources of mo ne y in che state 

general fund except (A) federal sources, (3) bond proceeds, and (C) 

sources from wh i c h  m on e y  is received in crust for a specific purpose.

* Sec. 2. The lieutenant governor shall include on the ballot for the 

1986 general e leccion an e xp lanation chat an affirmative vote on che



co nstitutional amendment providing for Che budget reserve fund and revising 

the appropriation limit will supersede an affirmative voce on che r e c o ns id­

eration, under arc. XV, sec. 27, o f  the Alaska Constitution, of che 19S2 

amendment establishing che appropriation limit.

* Sec. 3. AS 37.05.159, reserve for emergency operating expenses a c­

count (the "rainy day fund"), is repealed, and the'balance in that account 

is transferred to che budget reserve fund.

* Sec. 4. Sections 1 and 3 o f  this Act cake effect on che effective 

dace of a constitutional amendment establishing the budget reserve fund and 

r evising che appropriation limit.

* Sec. 5. Section 2 of this Act cakes effect immediately in accordance 

w i t h  AS 0 1 . 1 0. 07 0( c) .



I n t r o d u c e d :  1 / 2 4 / 8 6
R e f e r r e d :  J u d i c i a r y

a n d  F i n a n c e
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B Y  T H E  R U L E S  C O M M I T T E E  B Y
1 I N  T H E  S E N A T E  R E Q U E S T  O F  T H E  G O V E R N O R

2 S E N A T E  J O I N T  R E S O L U T I O N  NO. 34

3 I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

4 F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

5 P r o p o s i n g  a n  a m e n d m e n t  to t h e  C o n s t i t u -

6 t i o n  o f  t h e  S t a t e  o f  A l a s k a  r e l a t i n g  to

7 t h e  u s e  a n d  e x p e n d i t u r e  o f  s t a t e  m o n e y .

8 B E  IT R E S O L V E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

9 * S e c t i o n  1. A r t i c l e  IX, sec. 7, C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a ,

10 is a m e n d e d  to r e a d :

11 S E C T I O N  7. D E D I C A T E D  F U N D S .  T h e  p r o c e e d s  o f  a n y  str.te t a x  o r

12 l i c e n s e  s h a l l  n o t  be d e d i c a t e d  to a n y  s p e c i a l  p u r p o s e ,  e x c e p t  as

13 p r o v i d e d  i n  s e c t i o n s  [ S E C T I O N ]  15 a n d  17 of t h i s  a r t i c l e  o r  w h e n

14 r e q u i r e d  b y  t h e  f e d e r a l  g o v e r n m e n t  f o r  s t a t e  p a r t i c i p a t i o n  i n  f e d e r a l

15 p r o g r a m s .  T h i s  p r o v i s i o n  s h a l l  n o t  p r o h i b i t  t h e  c o n t i n u a n c e  o f  a n y

16 d e d i c a t i o n  f o r  s p e c i a l  p u r p o s e s  e x i s t i n g  u p o n  t h e  d a t e  o f  r a t i f i c a t i o n

17 of  t h i s  s e c t i o n  b y  t h e  p e o p l e  o f  A l a s k a .

18 *  S ec. 2. A r t i c l e  IX, s ec . 16, C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a ,  is

19 r e p e a l e d  a n d  r e a d o p t e d  to  re a d :

2 0  S E C T I O N  16. A P P R O P R I A T I O N  L I M I T .  A p p r o p r i a t i o n s  o f  m o n e y  f r o m

2 1  s t a t e  s o u r c e s  f o r  a f i s c a l  y e a r  m a y  n o t  i n c r e a s e  b y  m o r e  t h a n  15

2 2  p e r c e n t  o f  t h e  a m o u n t  a p p r o p r i a t e d  f r o m  s t a t e  s o u r c e s  d u r i n g  t h e

23 p r e c e d i n g  c a l e n d a r  y e a r ,  e x c e p t  as a u t h o r i z e d  b y  s ec. 17 o f  t h i s

2 4  a r t i c l e .

25 *  S ec .  3, A r t i c l e  IX, C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a ,  is a m e n d e d

26 b y  a d d i n g  a n e w  s e c t i o n  to  r e a d :

27 S E C T I O N  17. B U D G E T  R E S E R V E  F U N D .  (a) M o n e y  r e c e i v e d  b y  t h e

28 s t a t e  f r o m  s t a t e  s o u r c e s ,  w h i c h  is n o t  d e d i c a t e d  to t h e  A l a s k a  p e r m a n -

29 e n t  f u n d  a n d  w h i c h  e x c e e d s  t h e  a p p r o p r i a t i o n  l i m i t  i m p o s e d  b y  sec. 16
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o f  t h i s  a r t i c l e ,  m u s t  b e  d e p o s i t e d  i n  t h e  A l a s k a  b u d g e t  r e s e r v e  f u n d  

u n t i l  t h e  b a l a n c e  o f  t h e  r e s e r v e  f u n d  e q u a l s  t h e  a m o u n t  a p p r o p r i a t e d  

f r o m  s t a t e  s o u r c e s  d u r i n g  t h e  p r e c e d i n g  c a l e n d a r  y e a r .

(b) A  p o r t i o n  o f  t h e  m o n e y  r e c e i v e d  b y  t h e  s t a t e ,  d e s c r i b e d  i n

(a) of  t h i s  s e c t i o n ,  w h i c h  e x c e e d s  t h e  m a x i m u m  b a l a n c e  o f  t h e  f u n d  

m u s t  b e  d e p o s i t e d  i n  t h e  A l a s k a  p e r m a n e n t  f u n d ,  as  p r o v i d e d  b y  law.

T h e  r e m a i n d e r  o f  a n y  e x c e s s  m o n e y  m u s t  b e  d e p o s i t e d  i n  t h e  g e n e r a l

fund. N o t w i t h s t a n d i n g  t h e  a p p r o p r i a t i o n  l i m i t  i m p o s e d  b y  s e c.  16 of 

t h i s  a r t i c l e ,  t h e  e x c e s s  m o n e y  d e p o s i t e d  i n  t h e  g e n e r a ]  f u n d  m a y  b e  

a p p r o p r i a t e d .

(c) M o n e y  i n  t h e  b u d g e t  r e s e r v e  f u n d  m u s t  b e  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  r a t e s  t o  t h e  f u n d .  I n c o m e  f r o m  i n v e s t m e n t  o f  

t h e  f u n d  m u s t  b e  r e t a i n e d  i n  t h e  fund .

(d) If  t h e  g o v e r n o r  d e t e r m i n e s  t h a t  t h e  m o n e y  r e c e i v e d  b y  t he

s t a t e  f r o m  s t a t e  s o u r c e s  i n  a f i s c a l  y e a r  is l e s s  t h a n  t h e  a m o u n t

a p p r o p r i a t e d  f r o m  s t a t e  s o u r c e s  d u r i n g  t h e  p r e c e d i n g  c a l e n d a r  y e a r ,  

m o n e y  m a y  b e  s p e n t  f r o m  t h e  b u d g e t  r e s e r v e  f u n d ,  as p r o v i d e d  b y  law. 

E x c e p t  a s  o t h e r w i s e  p r o v i d e d  i n  t h i s  s e c t i o n ,  n o t  m o r e  t h a n  25 p e r c e n t  

o f  t h e  b u d g e t  r e s e r v e  f u n d  b a l a n c e  m a y  b e  s p e n t  f o r  a n y  f i s c a l  y e a r .

(e) N o t w i t h s t a n d i n g  a n y  s p e n d i n g  l i m i t a t i o n s  i n  t h i s  s e c t i o n  o r  

in sec. 16 o f  t h i s  a r t i c l e ,  t h e  g o v e r n o r  m a y  s p e n d  a d d i t i o n a l  a m o u n t s  

f r o m  t h e  b u d g e t  r e s e r v e  f u n d  to m e e t  a  s t a t e  e m e r g e n c y  d e c l a r e d  b y  t h e  

g o v e r n o r ,  as p r e s c r i b e d  b y  law.

*  Sec. 4. A r t i c l e  XV, C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a ,  is a m e n d e d  

b y  a d d i n g  a n e w  s e c t i o n  t o  r e a d :

S E C T I O N  29. F I R S T  Y E A R  O F  1 9 8 6  R E V I S E D  A P P R O P R I A T I O N  L I M I T A T I O N .  

I n  d e t e r m i n i n g  t h e  l i m i t a t i o n  u n d e r  a rt .  I X,  sec. 16, as a m e n d e d  i n  

1 9 8 6 ,  a n  a p p r o p r i a t i o n  to t h e  p e r m a n e n t  f u n d ,  m a d e  i n  c a l e n d a r  y e a r  

19 86 , is n o t  t o  be  i n c l u d e d .
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1 * Sec. 5. T h e  a m e n d m e n t s  p r o p o s e d  b y  t h i s  r e s o l u t i o n  s h a l l  b e  p l a c e d

2 b e f o r e  t h e  v o t e r s  o f  t h e  s t a t e  at t h e  n e x t  g e n e r a l  e l e c t i o n  i n  c o n f o r m i t y

3 w i t h  art .  X I I I ,  s e c .  1, C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a ,  a n d  t h e  e l e c -

4 t i o n  l a w s  o f  t h e  s t a t e .
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I n t r o d u c e d :  1 / 2 4 / 8 6

R e f e r r e d :  J u d i c i a r y
a n d  F i n a n c e

B Y  T H E  R U L E S  C O M M I T T E E  B Y

1 I N  T H E  S E N A T E  R E Q U E S T  O F  T H E  G O V E R N O R

2 S E N A T E  J O I N T  R E S O L U T I O N  NO. 34

3 I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

4 F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

5 P r o p o s i n g  a n  a m e n d m e n t  t o  t h e  C o n s t i t u -

6 t i o n  o f  t h e  S t a t e  o f  A l a s k a  r e l a t i n g  to

7 t h e  u s e  a n d  e x p e n d i t u r e  o f  s t a t e  m o n e y .

8 B E  I T  R E S O L V E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

9 * S e c t i o n  1. A r t i c l e  IX, sec. 7, C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a ,

10 is a m e n d e d  to r e a d :

11 S E C T I O N  7. D E D I C A T E D  F U N D S .  T h e  p r o c e e d s  o f  a n y  s t a t e  t a x  o r

12 l i c e n s e  s h a l l  n o t  b e  d e d i c a t e d  t o  a n y  s p e c i a l  p u r p o s e ,  e x c e p t  as

13 p r o v i d e d  i n  s e c t i o n s  [ S E C T I O N ]  15 a n d  17 o f  t h i s  a r t i c l e  o r  w h e n

14 r e q u i r e d  b y  t h e  f e d e r a l  g o v e r n m e n t  f o r  s t a t e  p a r t i c i p a t i o n  i n  f e d e r a l

15 p r o g r a m s .  T h i s  p r o v i s i o n  s h a l l  n o t  p r o h i b i t  t h e  c o n t i n u a n c e  o f  a n y

16 d e d i c a t i o n  f o r  s p e c i a l  p u r p o s e s  e x i s t i n g  u p o n  t h e  d a t e  o f  r a t i f i c a t i o n

17 o f  t h i s  s e c t i o n  b y  t h e  p e o p l e  o f  A l a s k a .

18 *  S ec .  2. A r t i c l e  IX, sec. 16, C o n s t i t u t i o n  o f  t h e  S t a t e  of A l a s k a ,  is

19 r e p e a l e d  a n d  r e a d o p t e d  to read:

20 S E C T I O N  16. A P P R O P R I A T I O N  L I M I T .  A p p r o p r i a t i o n s  o f  m o n e y  f r o m

21 s t a t e  s o u r c e s  f o r  a f i s c a l  y e a r  m a y  n o t  i n c r e a s e  b y  m o r e  t h a n  15

22 p e r c e n t  o f  t h e  a m o u n t  a p p r o p r i a t e d  f r o m  s t a t e  s o u r c e s  d u r i n g  t h e

23 p r e c e d i n g  c a l e n d a r  y e a r ,  e x c e p t  as a u t h o r i z e d  b y  se c .  17 o f  t h i s

24 a r t i c l e .

25 * Sec. 3. A r t i c l e  IX, C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a ,  is a m e n d e d

26 b y  a d d i n g  a n e w  s e c t i o n  t o  read :

27 S E C T I O N  17. B U D G E T  R E S E R V E  F U N D .  (a) M o n e y  r e c e i v e d  b y  t h e

28 s t a t e  f r o m  s t a t e  s o u r c e s ,  w h i c h  is n o t  d e d i c a t e d  to t h e  A l a s k a  p e r m a n -

|||| 29 e n t  f u n d  a n d  w h i c h  e x c e e d s  t h e  a p p r o p r i a t i o n  l i m i t  i m p o s e d  b y  s ec . 16
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of  t h i s  a r t i c l e ,  m u s t  b e  d e p o s i t e d  i n  t h e  A l a s k a  b u d g e t  r e s e r v e  f u n d  

u n t i l  t h e  b a l a n c e  o f  t h e  r e s e r v e  f u n d  e q u a l s  t h e  a m o u n t  a p p r o p r i a t e d  

f r o m  s t a t e  s o u r c e s  d u r i n g  t h e  p r e c e d i n g  c a l e n d a r  y e a r .

(b) A  p o r t i o n  o f  t h e  m o n e y  r e c e i v e d  b y  t h e  s t a t e ,  d e s c r i b e d  i n  

(a) of t h i s  s e c t i o n ,  w h i c h  e x c e e d s  t h e  m a x i m u m  b a l a n c e  o f  t h e  f u n d  

m u s t  b e  d e p o s i t e d  i n  t h e  A l a s k a  p e r m a n e n t  f un d ,  as  p r o v i d e d  b y  law.

T h e  r e m a i n d e r  o f  a n y  e x c e s s  m o n e y  m u s t  b e  d e p o s i t e d  i n  t h e  g e n e r a l

fu n d .  N o t w i t h s t a n d i n g  t h e  a p p r o p r i a t i o n  l i m i t  i m p o s e d  b y  se c .  16 of 

t h i s  a r t i c l e ,  t h e  e x c e s s  m o n e y  d e p o s i t e d  i n  th e g e n e r a l  f u n d  m a y  be 

a p p r o p r i a t e d .

(c) M o n e y  in t he  b u d g e t  r e s e r v e  f u n d  m u s t  b e  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  r a t e s  to t h e  f u n d .  I n c o m e  f r o m  i n v e s t m e n t  of 

t h e  f u n d  m u s t  be r e t a i n e d  i n  t h e  fund.

(d) If t h e  g o v e r n o r  d e t e r m i n e s  t h a t  t h e  m o n e y  r e c e i v e d  b y  t h e

s t a t e  f r o m  s t a t e  s o u r c e s  i n  a f i s c a l  y e a r  is l e s s  t h a n  t h e  a m o u n t

a p p r o p r i a t e d  f r o m  s t a t e  s o u r c e s  d u r i n g  t h e  p r e c e d i n g  c a l e n d a r  y e a r ,  

m o n e y  m a y  b e  s p e n t  f r o m  t h e  b u d g e t  r e s e r v e  fund, a s  p r o v i d e d  by law. 

E x c e p t  as o t h e r w i s e  p r o v i d e d  i n  t h i s  s e c t i o n ,  n o t  m o r e  t h a n  2 5  p e r c e n t  

of t h e  b u d g e t  r e s e r v e  f u n d  b a l a n c e  m a y  b e  s p e n t  f o r  a n y  f i s c a l  y e a r .

(e) N o t w i t h s t a n d i n g  a n y  s p e n d i n g  l i m i t a t i o n s  i n  t h i s  s e c t i o n  o r  

i n  sec. 16 of t h i s  a r t i c l e ,  t h e  g o v e r n o r  m a y  s p e n d  a d d i t i o n a l  a m o u n t s  

f r o m  c h e  b u d g e t  r e s e r v e  f u n d  to m e e t  a s t a t e  e m e r g e n c y  d e c l a r e d  b y  t h e  

g o v e r n o r ,  as p r e s c r i b e d  b y  law.

*  Sec, 4. A r t i c l e  XV, C o n s t i t u t i o n  of t h e  S t a t e  o f  A l a s k a ,  is a m e n d e d  

by a d d i n g  a n e w  s e c t i o n  to rea d:

S E C T I O N  29. F I R S T  Y E A R  O F  1 9 8 6  R E V I S E D  A P P R O P R I A T I O N  L I M I T A T I O N .  

I n  d e t e r m i n i n g  t h e  l i m i t a t i o n  u n d e r  art. IX, s ec. 16, as a m e n d e d  in 

198 6,  a n  a p p r o p r i a t i o n  to t h e  p e r m a n e n t  f u n d ,  m a d e  in c a l e n d a r  y e a r  

19 86 , is n o t  to b e  i n c l u d e d .
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1 * Se c .  5. T h e  a m e n d m e n t s  p r o p o s e d  b y  t h i s  r e s o l u t i o n  s h a l l  b e  p l a c e d

2 b e f o r e  t h e  v o t e r s  o f  t h e  s t a t e  at t h e  n e x t  g e n e r a l  e l e c t i o n  i n  c o n f o r m i t y

3 w i t h  a r t .  X I I I ,  sec. 1, C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a ,  a n d  t h e  e l e c -

4 t i o n  l a w s  o f  t h e  s t a t e .
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