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by a State department.

(b) Calculations made under (a) of this section shall not include appropriations
(1) to the Alaska permanent fund established in Section 15 of this

article;

(2) of Alaska permanent fund income for payments of permanent fund
dividends to State residents;

(3) of money from donations, gifts, or grants to the State for purposes
specified by the terms of those donations, gifts, or grants;

(4) of State general obligation bond, revenue bond, and certificates of
participation proceeds;

(5) required to pay obligations under revenue bonds;

(6) of money received from the federal government;

(7) ofmoney received as tuition by the University of Alaska; and

(8) made under (c) of this section.

(c) An appropriation that exceeds the limit under (a) of this section may be
made for any public purpose identified by the governor in a declaration of emergency
upon affirmative vote of at least two-thirds of the members of each house of the
legislature. Appropriations under this subsection may be made only for a fiscal year
identified in the declaration of emergency.

(d) If appropriations for a fiscal year exceed the amount validly appropriated
under (a) - (c) of this section, the governor shall reduce expenditures by the executive

branch for its operation and administration to the extent necessary to avoid spending

more than the amount validly appropriated.

* Sec. 2. Article IX, sec. 17(d), Constitution of the State of Alaska, is amended to read:

(d) The [IF AN APPROPRIATION IS MADE FROM THE BUDGET

RESERVE FUND, UNTIL THE AMOUNT APPROPRIATED IS REPAID, THE]
amount of money in the general fund available for appropriation at the end of each

succeeding fiscal year shall be deposited in the budget reserve fund. The legislature

shall implement this subsection by law.

* Sec. 3. Article XV, Constitution of the State of Alaska, is amended by adding a new

:ction to read:
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Section 30. Application. The 2004 amendment relating to an appropriation

and spending limit (art. 1X, sec. 16) first applies to appropriations made for fiscal year

2006 and applies thereafter. The 2004 amendment relating to deposits to the budget

reserve fund (art. I1X, sec. 17(d)) first applies at the end of fiscal year 2005 and applies
thereafter.

* See. 4. The amendments proposed by this resolution shall be placed before the voters of

the state at the next general election in conformity with art, XIIl, sec. 1, Constitution of the

State of Alaska, and the election laws of the state.
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CS FOR SENATE JOINT RESOLUTION NO. 3(JUD)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION
BY THE SENATE JUDICIARY COMMITTEE

Offered: 5/15/03
Referred: Finance

Sponsors): SENATOR DYSON

A RESOLUTION
Proposing an amendment to the Constitution of the State of Alaskarelating to an

appropriation limit and a spending limit.

3BE IT RESOLVED BY TIIE LEGISLATURE OF TIIE STATE OF ALASKA:

ol

10
11
12

13
14
15
16

> * Section 1. Article IX, sec. 16, Constitution of the State of Alaska, is repealed and
readoptcd to read:

Section 16. Appropriation and Spending Limit, (a) Appropriations made
for a fiscal year shall not exceed the amount appropriated for the fiscal year two years
preceding the fiscal year for which the appropriations are made by more than the
percentage equal to one-half of the product of the annual percentage rate of change in
the Consumer Price Index for all urban consumers for the Anchorage metropolitan
area compiled by the Bureau of Labor Statistics, United States Department of Labor,
for the calendar year preceding the beginning of the fiscal year for which the
appropriations are made ultiplicd by one-fourth of the annual percentage change in
the statewide population as of July 1 of that calendar year. This subsection does not
apply to an appropriation

(1) to the Alaska permanent fund;

S.IRO03B CSSJIR 3(Ji"»l
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(2) of Alaska permanent fund income for payments of permanent fund
dividends to State residents;

(3) to meet a state of disaster declared by the governor as prescribed by
law;

(4) for the Alaska Railroad;

(5) of State general obligation and revenue bond proceeds;

(6) required to pay obligations under general obligation bonds, revenue
bonds, and certificates of participation issued by the State;

(7) of money received from the federal government;

(8) of money for expenditure by a State agency to provide services to
another State agency that has also received an appropriation of the same money;

(9) ofmoney received by the University of Alaska;

(10) of money received by the Alaska Vocational Technical Center; or

(11) made under (b) of this section.

(b) An appropriation that exceeds the limit under (a) of this section may be
made for any public purpose upon affirmative vote of at least three-fourths of the
members of each house of the legislature. The total amount of appropriations under
this subsection made for a fiscal year may not exceed two percent of the amount
appropriated for the fiscal year two years preceding the fiscal year for which the
appropriations are made.

(c) If appropriations for a fiscal year exceed the amount validly appropriated
under (a) and (b) of this section, the governor shall reduce expenditures by the
executive branch for its operation and administration to the extent necessary to avoid
spending more than the amount validly appropriated under (a) and (b) of this section.

* Sec. 2. The amendment proposed by this resolution shall be placed before the voters of
the state at the next general election in conformity with art. XIIl, sec. 1, Constitution of the

State of Alaska, and the election laws of the state.

CSSJR 3(JUD) SJR003B
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SENATE JOINT RESOLUTION NO. 3
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION
BY SENATOR DYSON

Introduced: 1/21/03
Referred: Judiciary, Finance

A RESOLUTION
Proposing amendments to the Constitution of the State of Alaska relating to an

appropriation limit and a spending limit.
BL IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. Article IX, sec. 16, Constitution of the State of Alaska, is repealed and
rcadopted to read:

Section 16. Appropriation and Spending Limit, (a) Appropriations made
for a fiscal year shall not exceed by more than four percent the amount appropriated
for the fiscal year two years preceding the fiscal year for which the appropriations are
made. This subsection does not apply to an appropriation

(1) to the Alaska permanent fund;

(2) of Alaska permanent fund income for payments of permanent fund
dividends to State residents;

(3) to meet a state ot disaster declared by the governor as prescribed by
law;

(4) for the Alaska Railroad;

(5) of State general obligation and revenue bond proceeds;

SJRO03A SJIR 3
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(6) required to pay obligations under general obligation bonds, revenue
bonds, and certificates of participation issued by the State;

(7) of money received from the federal government;

(8) of money for expenditure by a State agency to provide sendees to
another State agency that has also received an appropriation of the same money; and

(9) made under (b) or (c) of this section.

(b) An appropriation that exceeds the limit under (a) of this section may be
made for any public purpose upon affirmative vote of at least two-thirds of the
members of each house of the legislature. The total amount of appropriations under
this subsection made for a fiscal year may not exceed two percent of the amount
appropriated for the fiscal year two years preceding the fiscal year for which the
appropriations are made.

(c) An appropriation that exceeds the limit under (a) and (b) of this section
may be made for any public purpose upon affirmative vote of at least three-fourths of
the members of each house of the legislature. The total amount of appropriations
under this subsection made for a fiscal year may not exceed two percent of the amount
appropriated for the fiscal year two years preceding the fiscal year for which the
appropriations are made.

(d) If appropriations for a fiscal year exceed the amount that may be
appropriated under (a) - (c) of this section, the governor shall reduce expenditures by
the executive branch for its operation and administration to the extent necessary lo
avoid spending more than the amount that may be appropriated under (a) - (c) of this

section.

* Sec. 2. Article XV, Constitution of the State of Alaska, is amended by adding a new

section to read:

SJR3

Section 30. Reconsideration of Appropriation and Spending Limit. If the
2004 amendment relating to an appropriation and spending limit (art. 1X, sec. 16) is
adopted, the lieutenant governor shall place the ballot title and proposition for the
amendment on the ballot again at the general election in 2012 and every eight years
thereafter unless it is rejected. |If the majority of those voting on the proposition

rejects the amendment, Section 16 of Article IX is repealed on the date the election is

. -2- SJRO03A
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certified.
* Sec. 3. The amendments proposed by this resolution shall be placed before the voters of
the state at the next general election in conformity with art. XIII, sec. 1, Constitution of the

State of Alaska, and the election laws of the state.
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Differences Between Current Limit and that Proposed by SJR 3

Base Year

Escalation Factor Formula

Exemptions

Special capital budget provision

Exceeding the limit

Unexpended & unappropriated funds
CBR

Submitted By Senator Fred Dyson

SJIU/Versions/DiffcrencesA.03.06.04

Current Limit
$2,500,000

Cumulative change in population and
inflation since July 1,1981.

* Permanent fund dividends

* Revenue bond proceeds

 Principal and interest on general
obligation bonds

* Money received from a non-State source
in trust for a specific purpose

1/3 reserved for capital projects and loan
appropriations

Only for appropriations to the Permanent
Fund and capital projects if legislative bill
approved by governor and passed by
vote of legislature and approved by voters;
or for disaster declared by governor.
Invested by governor at competitive rates

SJR 3
Authorized Appropriations of Fiscal Year
two years immediately preceding
Sum of: 90% average annual rate of
change of inflation plus 75% of annual
percentage rate of change of population for
calendar years corresponding to base year
* Permanent fund
* Permanent fund dividends
» Specified gifts/donations/grants
» Proceeds of General Obligation Bonds,
Revenue Bonds & Certificates of
Participation
* Revenue Bond debt service
* Money from federal government
* Tuition received by University of Alaska
Provision deleted

Declaration of emergency by governor and
approval by 2/3 vote of each house of
legislature only for specified purpose and
year.

Deposited in CBR

Art IX, Sec 17(d) amended so that all
excess funds go to CBR regardless of
whether non-repaid draws exist.

Revised: 3/16/2004



FISCAL NOTE

STATE OF ALASKA
2004 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Fiscal Note Number:
Bill \Version:
() Publish Date:

SIR3

Dept. Affected] 006G

Title Constitutional Amendment relating to
an appropriation and spending limit

RDU Elections
Component Elections

Sponsor Senator Dyson

Requester Senate Finance

Component No. an

Expenditures/Revenues

(Thousands of Dollars)

Note: Amounls do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES
Personal Services
Travel
Contractual 1.5
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 1.5

CAPITAL EXPENDITURES

CHANGE Il REVENUES ( )

FUND SOURCE
1002 Federal Receipts
1003 GF Match
1004 GF 15
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)
TOTAL 15

FY 2005

Estimate of any current year (FV2004) cost:

FY 2006

FY 2007 FY 2008  FY 2009

0.0 0.0 0.0 0.0

(Thousands of Dollars)

0.0 0.0 0.0 0.0

0.0

Mark this box (X) iffunding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach a separate page if necessary)

FY 2010

0.0

0.0

This figure includes the cost of providing information about this issue in the Official Election Pamphlet, as
required by AS 15.58. If this measure requires the printing of an 8-1/2 by 18 inch ballot, the cost will

increase by $22.0.

Prepared by: Leonard G. Jones

Phone 465-3051

Date/Time 1/28/04 9:49 AM
Date 1/28/2004

Division Division of Elections
Approved by: Laura A. Glaiser. Director
Agency Office of the Lt. Governor,

(Revised 12/2003 OMB)

Division of Elections__

Page 1of 1



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1

2003 LEGISLATIVE SESSION Bill Version: SJR 3
(S) Publish Date: 5/15/03

Revision Date/Time (Note if correction): Dept. Affected:

Title Const Am: Appropriation/Spending Lin [BRU
Component

Sponsor Senator Dyson

Requester Senate Judiciary Committee Component No.

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES ;

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0

Estimate of any currentyear (FY2003) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach a separate page ifnecessary)

Prepared by:  SENATE JUDICIARY COMMITTEE Phone 465-2327

FY 2009

0.0

uo

Division Date/Time 5/15/03 12:02 PM

Approved by: /s/Senator Seekins, Chair Date 5/15/2003
Agency

(Revised 9/2002 OMB) Page 1 of

YOVMTHEE COPY

1



Base Year

Escalation Factor Formula

Exemptions

Special capital budget provision

Busting the limit

Unexpended & unappropriated funds
CBR

Reconsideration

SJR3/Vcrsions/Diffcrcnces.03.06.04

"f'TepQ fe.d

Differences In tI*™arious Versions

Current Limit
$2,500,000

Cumulative change in population and
inflation since July 1, 1981.

e Permanent fund dividends

* Revenue bond proceeds

 Principal and interest on general
obligation bonds

* Money received from a non-State source
in trust for a specific purpose

1/3 reserved for capital projects and loan
appropriations

Only for appropriations to the Permanent
Fund and capital projects if legislative bill
approved by governor and passed by %
vote of legislature and approved by voters;
or for disaster declared by governor.
Invested by governor at competitive rates

son s

SIR 3

Authorized Appropriations of Fiscal Year
two years immediately preceding

Vi the sum of average annual rate of
change of inflation and annual percentage
rate of change of population for calendar
years corresponding lo base year

e Permanent fund

» Permanent fund dividends

» General obligation bond, revenue bond
or certificates of participation proceeds

» Requirements lo pay obligations under
revenue bonds

» Money received from the federal
government

* Money received as tuition by the
University of Alaska

Provision deleted

Declaration of emergency by governor and
approved by 2/3 vote of legislature for
specific purpose and current year only.

Deposited in CBR

Art IX, Sec 17(d) amended so that all
excess funds go to CBR whether draws
have been made or not.

Placed before voters every 6 years



Differences In the Various Versions

Option: Three-' mar smoothed base year Base calculated as average of fiscal years
2, 3 and 4 years preceding current fiscal
year.

Option: Smoothed formula components Average of three years of inflation and
population.

Option: Limiting state mandates State shall not shift responsibility to local
governments in an attempt to circumvent
the limit

Option: No “ratchet down” If calculation of the limit factor results in a

negative number the limit will not be
reduced, but will remain the same as the
previous year.

SJR3/Versions/Differenccs.03.06.04



Points of Consideration for Amendment to CS SJR 3 (JUD)

1. What factors should be used in the formula to determine the allowable
change (increase or decrease) to be applied to the appropriations or
expenditures?

A. Tied to population increases or decreases?
We need to answer the question: “What portions of the state’s budget
change directly when the population grows (or decreases)? The
school foundation formula and people seeking government assistance
and the PFD do increase linearly with population. How does this tie
to our aging population 01 increases (or decreases) in school age
children?

B. Tied to per capita income?
Should growing personal wealth equate to expanding government?
Do people need more government assistance when their income
decreases? Does the need for more government decrease with more
personal wealth, and if so, by how much?

C. Budget increases tied to Consumer Price Index (CPI)?
If tied to CPI, how reasonable is it to use what OMB calls the “CP1U
Anchorage” (Consumer Price Index for all urban consumers for the
Anchorage metropolitan area compiled by the Bureau of Labor
Statistics, United States Department of Labor)? We should answer
the question: “What portions of the operating budget are affected or
unaffected by inflation, and how are such portions affected? Leases,
long term contracts, etc. are typically not affected by yearly inflation.

D. It’s the opinion of Legislative Finance that all of these factors have
advantages and disadvantages. We need to understand these factois,
perhaps consider other factors, and craft the most valid and reasonable
formula.

2. We’d like to make the formula state that the limit will be based on the
previous appropriation or actual expenditures, whichever is less.

A. Legislative Legal staff says that actual expenditures would always be
less because not all appropriations are spent by the end of the fiscal
year.

B. Some moneys are put in trust and are not expended.

Some moneys go to purposes that do not lapse at the end of the year.

. How can we delineate or define such “expenditures” so that we can

incorporate this concept?

o O

Consideration Points 1



Points of Consideration for Amendment to CS SJR 3 (.TUP)

3. What exemptions should be made? The Office of Management and
Budget are recommending that we eliminate the following that were in
the Donley Constitutional spending Amendment:

A. Railroad? On the one hand it increases the overall appropriation,
thereby increasing the amount represented by the limit calculated. On
the other hand, to exclude it may mean they aren’t limited like those
Government exemptions that are not exempted and are thus not
subjected to the same constitutional discipline.

B. University and Alaska Vocational Technical Center? Only a portion
of their funds come from state appropriations. Some of their revenue
comes from tuitions and other sources. Should the general fund
contributions to these institutions be limited like other state
government functions, and if so, how?

4. Should the number of legislators required to approve exceeding the limit
formula be 2/3 or 3/4?

A. If the party in power wants to spend more money irresponsibly, are
we giving enough power to the responsible minority to stop the
spending spree?

B. If we give too much power to the legislators who claim to want to
limit the expansion of the operating budget or the minority, will they
be able to hold the majority hostage and demand personal or
irresponsible special interest pork, when good public policy would
necessitate increased spending to meet unusual circumstances?

5. Should we keep the 2% limit on spending increase beyond the limit set
by the formula? Is 2% the right absolute limit exceed the formula
limited increases?

A. Should it be higher or lower?

B. Under what circumstances would we want to override the escalation
formula limit?

B. Should this limit apply also to capital projects?

6. This proposal eliminates the current wording that 1/3 of appropriations
should go to capital projects. Do we want to agree to that?

Consideration Points 9



Points of Consideration for Amendment to CS SJR 3 (JUD)

7. Should we keep the requirement that the governor reduce expenditures as
necessary after the legislature approves a 2% increase over the formula
limit?

8. What do we do with excess funds above the two tiered operating budget
limits? What funds do we consider (general funds, othe~ )?

A. The constitution currently says, “The governor shall cau.. e any
unexpended and unappropriated balance to be invested so as to yield
competitive market rates to the treasury.” [Last sentence of Art. IX,
Sec. 16]. Does depositing the unappropriated funds into the CBR
meet this requirement?

B. Should the governor be required to deposit such funds to the
Constitutional Budget Reserve?

C. The constitution says that if funds have been withdrawn from the
CBR (as is currently the case), that unexpended money in the gener il
fund, available for appropriation at the end of the year, will be
deposited in the CBR. What about when we have paid back the CBR
and no longer “owe” the CBR? [Article IX, Section 17(d).]?

Consideration Points 3



3,900.0
3,800.0
3,700.0
3,600.0
3,500.0
3,400.0
3,300.0
3,200.0
3,100.0
3,000.0
2,900.0
2,800.0
2,700.0
2,600.0

o0A

Floating Avg w/Base Year
;  Floating Avg w/Cumulative
Floating Avg w/base yr of 2 yrs prior

Actual Appropriations

Draft - Spending Limit Proposals

FY96 FY97
3,043.7
3,043.7
3,066.7
2,922.7 2,889.5

FY98
2,996.9
3,121.0
2,996.9
2,896.1

FY99

2,967.6
3,168.8
3,113.8
2,974.2

g

FYO0O0
2,978.7
3,229.5
3,054.2
2,836.5

FYO1
2,997.1
3,311.6
3,193.0
3,292.4

FY02

3,004.3
3,404.0
3,139.4
3,346.4

FYO03
3,017.0
3,513.8
3.296.0
3,268.0

FY04
3,017.3
3,627.5
3,241.0
3,140.6

M CUM

MU*I

r<c

a-cy

FYO05
3,032.0
3,763.1
3,419.2
2,962.0

1) A wide range of funds could be included or excluded depending on the proposed bill. For this exercise exemptions include federal funds, dedicated
funds (school fund), trust funds (MHTAAR), debt service.

2) The limit factor is based on 50% of the average annual percent change over the last 3 of 4 years in personal income plus the average percent change in

population over the last 3 of 4 years.



Senator Fred Dyson

SJR3

Sponsor Statement
"A Resolution Proposm an Approprlatlon and Spending Limit"

Updated: March 3, 2004
C%ntact SenatorFred Dyson at (907) 465-2199

The adoption of an effective, reasonable constitutional spending limit is an integral step in the development
of any effective long-range fiscal plan for the state. Senate Joint Resolution 3 (SJR 3) would amend Article
IX, section 16 of Alaska's Constitution by establishing a new appropriations limit in a manner that more
tightly constrains budget growth than does the existing appropriation limit, and is more closely aligned to
Alaska's current revenue picture. Passage of SJR 3 would ensure that the state has a long-term, predictable
spending plan that helps the state control spending in good times so that we have the necessary funds to care
for the people of Alaska when times are not so good.

The existing constitutional appropriation limit, adopted by voters in 19#1, has not worked as anticipated

and, as a result, has not been effective in restraining state spending. One primary reason for its failure is that
the base jpon which the limit was set was too high at $2.5 billion. Another is that the scalator factor, based
on population and inflation, was cumulative year after year resulting in a limit that eventually became so
high as to effectively not be a limit. In fact, given the increases in inflation and population over the last 19
years, our “limit” is currently about $6 billion, which is about $3 billion more than general fund spending for
Fiscal Year 2002. SJR 3 will amend the existing appropriation limit to more accurately reflect current
budgeting and spending while making sure we provide for increased costs due to inflation and a growing
population.

While this resolution sets a more effective limit, it’s realistic in that it provides mechanisms for addressing
unforeseeable emergencies. Should the need arise for additional funds because of a natural disaster or
terrorist event, additional funds can be appropriated beyond the limit if the governor declares an emergency
and both houses of the legislature approve the additional funding by a two-thirds vote of both houses.
However, to make sure we don’t gel carried away, the additional funds can only be used for the purpose
specified and only for the year in which they are appropriated.

Another change is the removal of an existing provision that requires us to reserve one-third for capital
projects and loan appropriations, whether we need them or not. Over the years, several attorney genera!
opinions have been written on the meaning of the constitutional limit. Those opinions counter the plain
English meaning of the language and have allowed the legislature and the administration to avoid this
requirement. The resolution removes this arbitrary and superfluous requirement.

Without a meaningful constitutional amendment in place; one that limits the amount of state expenditures,
there is absolutely no guarantee that the state will restrain, let alone reduce, spending. This resolution would
limit state spending, without impacting the receipt and use of federal funds. It is a key component of any
new long-range plan to ensure Alaska's long-term fiscal health.

During Session (laimary-May): Alaska Stale Capitol < luitcau, Alaska 99801 « (800) W2-2199 « (907) -165.2199 « 1907) -1f.5-'1S87 fax
DuringInterim llunc-Dccecmber): 10928 laglc River Road « l.aglc River. At.isk.i 99577 « (907) 694-668J « (907) 69'1-101S iax
Senator.licii.Dvson@ Lcgis.vlalc.ak.us ¢ mvw.afcrepuhlicans.org


mailto:icii.Dvson@Lcgis.vlalc.ak.us

Table 1
Type of Bonds

The following table leflects which aspects of bonds are proposed for inclusion under the
Appropriations Limit, and which arc excluded.

As Pertains to Limit

Bond Proceeds Debt Service
General Obligation Excluded Included
Revenue Excluded Excluded
Certificates of Participation Excluded Included

School Debt Reimbursement N/A Included



Legislative Research Report

February 11, 2003 Report Number 03.100

State Constitutional Spending Limits

Prepared for Senator Ralph Seekins

By Donald M. Bullock Jr., Legislative Analyst

You asked whether any other state has a constitutional appropriation limit similar to the limit
proposed in Senate Joint Resolution No. 3.

Senate Joint Resolution No. 3 (SJR 3) proposes a constitutional amendment to limit
appropriations for a fiscal year to four percent above the amount appropriated two years
preceding that fiscal year. The limit may be expanded by up to an additional two percent above
the base year upon a vote of at least two-thirds of the members of each house of the legislature.
The limit may be expanded up to four percent above the base year upon a vote of at least three-
fourths of the members of each house of the legislature.

According to the National Conference of State Legislatures (NCSL), sixteen states, including
Alaska, have constitutional appropriation limitations.1 Only one state— Oklahoma— determines its
limitation by a fixed percentage applied to a prior year's appropriations, a method similar to that
proposed in SJR 3.

The Oklahoma Constitution limits appropriations for any fiscal year to the sum of “the amounts
appropriated from all funds in the preceding fiscal year, plus twelve percent (12%), adjusted for
inflation for the previous calendar year." Surpluses— defined as amounts accruing to the general
fund over the amount of the Board of Equalization’s revenue estimate— are deposited into
Oklahoma's Constitutional Resen/e Fund. Up to half of the amount in the fund can be
appropriated when estimated revenues decrease, but the amount appropriated cannot exceed
the difference between the estimates for the current fiscal year and the following year. Up to half
of the amount in the fund may also be appropriated if the governor declares an emergency and
the legislature concurs by a two-thirds vote. Should the Speaker of the House and the President

"Mandy Ralool compiled the NCSL table, which is published on NCSL's web site, http:/Avww.ncsl.org. Although tho
table was last updated in 1998, Ms. Ralool informed us that the information is still curronl.

"Prop cled

90/-165-3991 Alaska Legislature staiaCapitoi
907-465-3908 (tax) Le%is_lative Research Services junoau.AK 9900!
http:/Av3.logis,state.ak.us/Rascarch/resoarchJiomo.htm



Pro Tempore of the Senate jointly declare an emergency, up to half of the fund can be
appropriated if the legislature concurs with a three-fourths vote.2

The remaining states limit state appropriations based on changes in economic growth,
population, projected revenue, or state personal income.

¢ Alaska's present constitutional limit is adjusted by using "the cumulative
change, derived from federal indices as prescribed by law, in population and
inflation since July 1, 1981." Although Alaska’s cap takes into consideration
inflation and population growth, Alaska's cap is determined based on a fixed
amount— $2.5 billion— rather than the amount of the appropriations for a
recent year.3

¢+ Eight states— California, Colorado, Connecticut, Hawaii, Louisiana, South
Carolina, Tennessee, and Texas— limit appropriations by limiting year-to-
year increases based on the rates of change for factors such as cost of
living, state population, growth of personal income, and state economic
growth.

¢+ Five states— Delaware, Florida, Michigan, Missouri, and Rhode Island— limit
appropriations based on state revenue. Delaware and Rhode Island limit
appropriations to 98% of the taxes each state expects to collect; Florida,
Michigan, and Missouri limit appropriations by limiting tax increases, thereby
limiting the funds available for appropriation.

¢ One state— Arizona— limits appropriations to seven percent of the total
personal income of the state for that fiscal year. The constitution requires the
establishment of an “economic estimates commission" to estimate the total
state personal income for use by the legislature in determining the limit on
appropriations.

We are including information from NCSL's table of states with constitutional limits as Table 1. We
supplemented the information from NCSL by providing a citation to the constitutional authority for
the limitation in the listed states.4

| hope you find this information to be useful. Please do not hesitate to contact us if you have
qguestions or need additional information.

~ 20klahoma Constitution, Article X, Section 23. The same section also limits appropriations to S5% of the revenues
projected by the state's Board of Equalization. Section 23 is published on the Inl*>.net at
http://oklegal.onenet.nQl/okcon/X-23.html.

3 Alaska Const. Art. IX, §16.

AThe Public Interest Institute, an organization favorin}] limiting the power of government, summarizes state
limitations on tax and expenditures on the Internet at http://www.limitodgovommont.orgfTELs.html. That Internet page
has links to the relevant state laws providing for the limitations.
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State
Alaska

Arizona

California

Colorado

Connecticut

Delaware

Florida

Hawaii

Louisiana

Michigan

Year of
Adoption

1982
1978
1979

1992

1991,
1992

1978
1994

1978

1993
1978

Provision In State's
Constitution
Alaska Const. Art. IX 816
Ariz. Const., Art. 9, §17

Cat. Const. Art. XIIl B

Limit Applicability
State appropriations

Appropriations of state
tax revenues
Appropriations of state
tax revenues

All state spending and  Colo. Const. Art. X, §8 11,20
tax increases

State appropriations Conn. Const. Art. XXVIII
(excludes debt
service, stale grants to
distressed
municipalities, first
Year expendilures for
ederal mandates or
court orders, and
expenditures from the
Budget Reserve Fund)
State general fund Del. Const. Art. VIII, 86
appropriations

All'state revenues Fla. Const. Art. VII, §81,5; Art.
including taxes, fees, XI. §7

licenses and charges

Slate general fun Haw. Const. Art. VII, §9
appropriations
State general fund La. Const. Art. VII, §10
appropriations

All state revenues less  Mich. Const. Art. IX, §§25-28
federal aid; expenses

of slate government

Legislative Research Services Report 03.100

Limit
Yearly growth of appropriations may not exceed
percentage increase in population and inflation.
Appropriations of state lax revenues shall not exceed
7.23 percent of slate personal income.
Yearly growth in appropriations limit shall not exceed
percentage increase in population and per capita
personal income.

Spending can only increase based on population
growth and increase in CPI; no change in laxes or lax
policy without voter approval; current spending limits
cannot be weakened without voter approval.
Appropriations shall not increase by more than the
increase in personal income in the state (average of
the annual increase for each of the preceding five
years) or the increase in inflation (CPI-University,
preceding 12-month period), whichever is greater,

98 percent of estimated general fund revenue and

Brioryear's unencumbered funds. _
rior year's revenue plus growth, defined as a five-

year rolling average of personal income growth.

General fund appropriations shall nol exceed the
average rate of growth of state personal income for
three previous years.

Stale spending limited to 1992 appropriations plus
per capita personal income growth.

For any fiscal year, state revenue may not exceed
9.49 percent of total personal income for the prior
year.

Provisions for Waiver

In the event of decreased revenues, an appropriation
may be made from the Budget Reserve Fund.

Requires two-thirds legislative approval for specific
additional appropriations.

In the event of an emergency, the appropriations limit
may be exceeded provided increased expendilures are
compensated for by reduced expendilures over three
following }Eears; alternatively, the limit may be changed
by voters but the change is operative for only four years.

Any vote-approved increases; General Assembly can
declare emergency by two-thirds vote and raise
emergency taxes subject to vote approval.

Governor can declare an emer%ency or the existence of
extraordinary circumstances, which must be approved by
three-fifths of both House and Senate.

Declaration of an emergency and three-fifths vote of
each chamber. _
Two-thirds vote of the Legislature.

Specific appropriations over the limit require two-lhirds
approval in both chambers.

Two-thirds vote by the Legislature.

Governor must first specify an emergency; then Ihe

Legislature must concur by two-thirds vote in each
chamber.

Table 1, Page 1of 2



[
Year of
State Adoption
Missouri 1980,
1996
Oklahoma 1985
Rhode 1992
Island
South 1980,
Carolina 1984
Tennessee 1978
Texas 1978

Limit Applicability
Total state revenue,

state expenses, new
taxes

Appropriated
revenues, revenues

Stale general fund
appropriations

State appropriations
approved by General
Assembly

Appropriations of slate
tax revenue
Appropriations of state
tax revenues not
dedicated by the state
constitution

Provision In State's
Constitution

Okla. Const. Art. X, §§23, 33

R.l. Const. Art. IX, §16
S.C. Const. Art. X, §7

Tenn. Const. Art. Il, §24
Tex. Const. Art. VIII, §22

Limit

MO. Const. Art. X, §818, 20 Revenue shall not exceed the ratio of FY 1980-81

state revenue to 1979 state personal income,
multiplied by the greater of state personal income in
any calendar %ear or the average state personal
income over the previous three calendar years.
Voter alpproval required for any tax or fee increase
that will produce revenues greater than

1L$50 million adjusted annually bTy the percentage
change in state personal income for the second
previous fiscal year, or

2) one percent of the stale revenues for Ihe second
fislcal year prior lo the Legislature's action, whichever
is less.

1)12 percent yearly increase (adjusted for inflation)
or

2) 95 percent of certified revenue.

98 percent of estimated general fund revenue and
prior year's unencumbered funds.

Yearly growth in state appropriations shall not exceed
average growth of personal income over three
preceding years or 9.5 percent of total state personal
Income, whichever is greater. Also, the number of
state employees is tied to state population.

Growth in state appropriations shall not exceed
%rowth in slate personal income.

rowth of biennial appropriations shall not exceed
rate of growth of state personal income.

Provisions for Waiver

Governor must first specify an emer ency; then the
Legislature musl concur by two-lhirds vole in each
chamber.

None.

None.

Limi* may be exceeded for one year by a two-thirds vote
of the Legislature if it first declares a financial
emergency. Also, every five years the Legislature can
review Ihe composition of the limit.

Specific additional amount may be approved by majority
vote of the Legislature.

Specific additional amount may be approved by majority
vote of the Legislature if it first adopts a resolution that
an emergency exists.

Sources: National Conference of Slate Legislatures, Stale Tax and Expenditure Limits (March 1998), Appendix C; available on the Internet on NCSL's web site, httpMvww.ncsl.org; Public
Interest Institute, Limitations on Government by Issue, State Tax and Expenditure Limitation (TELS) (Last modified March 25, 2000), based on NCSL survey of state fiscal officers (April 1996),
available on the Internet at bttDMvww.Umitedoovernment.ora/timit on oovt/TELS.himl.
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The Sad Case of Alaska

When Alaska realized a windfall from oil on its North Slope, most of the money that flowed into its
treasury flowed right back out to fund a bewildering array of special-interest programs.

» State spending nearly doubled between 1969, when lease sales revenue started flowing in, and
1971.

» It increased by another 46 percent in 1972 as the legislature began gearing expenditures to expect-
ations of revenues from the Trans-Alaska Oil Pipeline.

Construction delays pushed the pipeline's completion back to 1977, but rapid growth in government
spending continued. To bridge the gap between current government spending and expected oil revenues,
the state raised severance taxes on oil again and enacted a "reserves tax" in 1976, with a rebate provision
which really made the tax a forced loan from the oil companies.

With the lIranian revolution and an increase in worldwide oil prices in 1980, state revenues increased
dramatically - and state spending went higher still. From 1981 through 19S8 Alaska's state spending
increased nearly 20 -fold.

As oil revenues soared, the taxes paid by Alaskan residents plummeted. The individual income tax and
several other state taxes were repealed in 1979-80. As a result, real taxes paid to the state by individual
Alaskans after 1980 were only 14 to 16 percent of the real taxes they paid during fiscal year 1976.
However, taxes on the oil industry have increased 11 times since 1955. Currently, Alaska's tax rates on
oil producers are the highest in the United Slates.

By 1990, per capita state spending was almost four times the national average and more than two and
one-half times higher than that of Wyoming, the next highest spender per capita.

Because the state slashed taxes for everybody except the oil companies as the oil revenues poured in, the
vast increases in spending met little public opposition. However, oil production has declined by more
than 15 percent since 1989 and is expected to drop to half of its current level by the year 2004, creating
the prospect of painful adjustments and dislocations for the Alaskan economy. For example:

« In towns and cities throughout the state, enormous sums have been spent building performing arts
centers, convention centers and sports arenas that will have to be maintained.

e State spending now accounts for more than 33 percent of the jobs and three of every ten dollars of
personal income.

If the state had allowed real per capita spending to grow at a rale equal to the U. S. average and had

deposited the excess revenue in Alaska's Permanent Fund, that fund would have contained $66.7 billion
by the end of 1993. At the fund's historic rate of return of 5.15 percent, it would have produced $3.4

http://www.ncpa.org/ea/caso94/easo94h.html 1/19/2004
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billion each year to finance state spending, or 17 percent more than total state spending in 1993.

Source: Stephen L. Jackslcidt and Dwight R. Lee, "Economic Sustainability in Theoiy and Practice: The
Sad Case of Alaska,” Contemporary Issue Series 66, July 1994, Center for the Study of American
Business, Washington University, Campus Box 1208, One Brookings Drive, St. Louis, MO 63130, (314)
935-5630.
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Senator Fred Dyson

SJR3

Sponsor Statement
"A ResolutiorU Iaag[)e%:()\]séiﬁu%r??Y:A%mopria'tion and Spending Limit"
ontact: Senator Fred Dyson'sofficeat2  r~2199

The adoption of an effective, reasonable constitutional s4 7  \,nit is an integral step in the ¢ -felopment
of any effective long-range fiscal plan for the state. Senat< it Resolution 3 (SJR 3) would am.nd Article
IX, sec 16 of Alaska's Constitution by establishing a new . la for limiting appropriations in a manner
that more tightly constrains budget growth than does the existing appropriation limit. The new formula is
also more closely aligned to Alaska's current revenue picture. Passage of SJIR 3 would thus ensure a limit on
the growth of state government and force the state to prioritize its needs to ensure that attention is more

critically focused.

The existing constitutional appropriation limit, adopted by voters in 1981, has not worked as anticipated and
has not been effective in restraining state spending. A primary reason for its failure is that the starting
amount of $2.5 billion was too high. Another is that its escalator factor, based on population and inflation,
was too liberal. As a result, given the increases in inflation and population over the last 19 years, the general
fund spending limit imposed by Article X, Section 16 is over $6 billion. Such “limit” is about $3 billion
more than general fund spending for Fiscal Year 2002. SJR 3 more accurately reflects today's spending by

amending the existing appropriation limit.

The resolution proposes a formula for limiting future appropriations. Any increase beyond the amounts
calculated via this formula would require a three-fourths vote of both houses. This resolution is also written
such that when increases beyond the calculated limit are approved, such increases will not be cumulative.
Finally, increases are limited to no more than 2% of the amount appropriated for the fiscal year two years
prior. If the amount appropriated exceeds the limit, the governor shall reduce expenditures by the executive
branch for its operation and administration in order to bring expenditures back in line with the constitutional

limit.

The existing provision that one-third of the budget be appropriated for capital expenditures is also removed
in SJIR 3. Over the years, several attorney general opinions have been written on the meaning of the
constitutional limit; those opinions counter the plain English meaning of the language and have allowed the
legislature and the administration to avoid this requirement. The resolution removes this arbitrary and

superfluous requirement.

Without a meaningful constitutional amendment in place; one that limits the amount of slate general fund
expenditures, there is absolutely no guarantee that the state will restrain, let alone reduce, spending. This
resolution would limit state spending and is a key component of any new long-range plan lo ensure Alaska's
long-term fiscal health.

Duriru; Session (lamiary-May): Alaska Stale Capitol ¢ luncau, Alaska 99801 < (800)342-219!) « (907) -16S-2199 « (907) 46S-'1SS7 iax
Duiinj; Interim (Junc-Dccember): 10928 Eagle River Road ¢ Eagle River. Alaska 99577 « (907) 694-6683 « (907) 09-1-1015 fax
Senator,rrcd.P)'50n@IcIs.state.ak.us ¢ wwv.akrcpiiblicnns.ori;



Existing Alaska Constitution
(To be repealed and replaced by SJR 3)

Section 9.16 - Appropriation Limit.

Except for appropriations for Alaska permanent fund dividends, appropriations of revenue
bond proceeds, appropriations required to pay the principal and interest on general
obligation bonds, and appropriations of money received from a non-State source in trust
for a specific purpose, including revenues of a public enterprise or public corporation of
the State that issues revenue bonds, c-ppropriations from the treasury made for a fiscal
year shall not exceed $2,500,000,000 by more than the cumulative change, derived from
federal indices as prescribed by law, in population and inflation since July 1, 1981. Within
this limit, at least one-third shall be reserved for capital projects and loan appropriations.
The legislature may exceed this limit in bills for appropriations to the Alaska permanent
fund and in bills for appropriations for capital projects, whether of bond proceeds or
otherwise, if each bill is approved by the governor, or passed by affirmative vote of three-
fourths of the membership of the legislature over a veto or item veto, or becomes law
without signature, and is also approved by the voters as prescribed by law. Each bill for
appropriations for capital projects in excess ofthe limit shall be confined to capital projects
of the same type, and the voters shall, as provided by law, be informed of the cost of
operations and maintenance of the capital projects. No other appropriation in excess of
this limit may be made except to meet a state of disaster declared by the governor as
prescribed by law. The governor shall cause my unexpended and unappropriated balance
to be invested so as to yield competitive market rates to the treasury.
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State Tax and Expenditure
Limits

By Mandy Rafool

Fiscal Affairs Program

Executive Summary

Tax and expenditure limits (TELs) are designed to curtail growth in government spending
by placing constitutional or statutory restrictions on the amount a government entity can
spend or tax its citizens. Limits may be imposed on both state and local governments;
only state limits, however, are discussed in this report.

Traditionally, state TELs have limited revenues, expenditures or appropriations.
Questions regarding the effectiveness of these traditional limits have led to additional
measures such as voter approval requirements or legislative supermajority requirements
that also limit state revenue and expenditure options. The restrictiveness of all these
limits varies considerably depending upon their design. Variations in TELs make it
difficult to categorize them, but generally they fall into one of the categories described
below:

e Revenue limits. Revenue limits tie yearly increases in revenue to personal income
or some other type of index such as inflation or population.

» Expenditure limit. This isthe most common type ofstate TEL. Expenditure limits,
like revenue limits, are typically tied to personal income or some other index.
However, expenditure limits curb state appropriations and are generally not as
restrictive as revenue limits because it is easier for states to control spending levels.

« Appropriations limited to a percentage of revenue estimate. This type of
limit simply ties appropriations to a level below projected revenues. It does not
establish an absolute limit or tie growth to a measurable index.

* Voterapproval requirement. This isthe most restrictive type of limit since all tax
increases or tax increases over a specified amount must receive voter approval.

e Supermajority requirement. Supermajority requirements dictate either a two-
thirds, three-fourths or three-fifths majority vote in both chambers to pass tax
increases or new taxes.

* llybrid. States have also combined components ofvarious limits.

t"Vollicled
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Tax and expenditure limits have different characteristics that affect their restrictiveness.
Some limits are constitutional, some are initiated by citizen groups, some only apply to
general budget funds aud some formulas are designed to produce a very high limit.

National Conference of State Legislatures
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Most studies conclude that state limits have not been as effective as proponents
envisioned. This is primarily due to the way they are designed and how easily state
governments can circumvent the limits. Some fiscal policy experts believe that voter
approval and supermajority requirements place tighter constraints on state governments
than traditional revenue and expenditure limits.

State Tax And Expenditure Limits

"Government spending is out of control.” “My taxes are way too high.” “There must be
some way to control the growth of government.” Frequently uttered comments like these
illustrate much of the sentiment driving the tax and expenditure (TELS) movement in the
states. Tax and expenditure limits have evolved to keep

Tax and . . . o
expenditure government spending in check by placing constitutional or
Iirrl?its have statutory restrictions on the amount a government entity can spend
or tax its citizens. Some states have multiple limits in place.

evolved to keep .
overnment Although almost every state has some type of tax or expenditure
g L limitation on local governments, this report discusses only state
spending in

check by placing limits.

constitutional or
statvtory
restrictions on
the amount a

As the anti-tax movement grows, so do the number of states with
tax and expenditure limits—particularly susceptible are those slates
with citizen initiative procedures. To help policymakers sort out
the various types of tax and expenditure limits, this paper provides

overnment ) - L

govt a comprehensive look at state limits and recent state activity. The
entity can spend ) . . . o . d

or tax its following sections describe different limits, examine the impact
citizens these limits have on state government and provide detailed case

studies in selected states as well as an overview of all state limits.

Types Of Tax And Expenditure Limitations

Mechanisms to limit state taxes and exp nditures vaiy considerably. They range from
“traditional” limits that restrict revenues, expenditures or appropriations to provisions
that require voter approval or supermajority legislative votes.

Traditional Limits

Traditional limits refer to revenue, expenditure or appropriation limits. The features and
restrictiveness of these limits varies considerably. Such variations make it difficult to
categorize state TELs, but generally, they fall into one of the categories described below:

Revenue limits. Revenue limits tie yearly increases in revenue to personal income or
some other type of index such as inflation or population. Only six siates utilize revenue
limits: Colorado, Florida, Louisiana, Massachusetts, Michigan and Missouri. The limit in
each of these states provides for the refund of excess revenues to taxpayers.

Expenditure limits. This is the most common type of stale TEL. Expenditure limits,
like revenue limits, are typically tied to personal income or a growth index. However,
expenditure limits curb state appropriations and generally are not as restrictive as
revenue limits because it is easier for states to control spending levels than to anticipate
incoming revenues accurately. The impact of expenditure limits on state government
depends upon the limit parameters. In some states, like Colorado, where increases in

N ati' mil Conference of Slate Legislatures
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Figure 1. Traditional State Tax and Expenditure Limitations appropriations are

limited to 6 percent of
the previous year’s
appropriations, the

limit can be
Alaska restrictive. But in
most states,
particularly those

where the limit is tied
to a growth index and
the economy is
expanding, the Ilimit
remains high enough
to have little effect.
Somewhat more
D restrictive are
EC- expenditure limits
Puerto Rico with refund provisions
if revenues exceed the

authorized spending

Appropriations limited to revenue cilimalcs Ievel- States Wlth

refund provisions
include California and
Hawaii.

Appropriations limited to a percentage ofrevenue estimates. This type of limit
simply tie appropriations to expected revenues. It does not establish an absolute limit or
tie growth to a measurable index. Delaware, lowa, Mississippi, Oklahoma and Rhode
Island have this type of appropriation limit in place.

Hybrids. States also have combined components of various limits. For example, Oregon
has a state spending limit tied to personal income growth, with a provision requiring
refunds if revenues are more than 2 percent above the revenue forecast. This law limits
spending and, in a sense, limits revenues by tying them to the forecasted amount.

Oilier TaxAuiJ Expenditure Limitations

Anumber of stales operate under voter approval and supermajority requirements that are
not tax or expenditure limitations in the traditional sense; however, they can limit state
revenue and expenditure options. Therefore, they are discussed here as a type of
limitation. Often these measures are more restrictive than traditional limits.

Voter approval requirements. This is the most restrictive type of limit since all tax
increases or tax increases over a specified amount must receive voter approval. Only
three states have adopted voter approval requirements. Currently Colorado requires voter
approval for all tax increases, and Missouri and Washington require voter approval for tax
increases over a certain amount.

Supermajority' requirements. Twelve slates now use supermajority requirements to
restrict legislative fiscal power. Supermajority requirements dictate either a two-thirds,
three-fourths or three-fifths majority vote in both chambers to pass tax increases or new
taxes.

National Conference of State Legislatures
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Table |l. Supermajority Requirements and Other Constitutional
Restrictions on Legislative Tax Power

Referendum Legislative

or Voter Majority
State Adopted Initiative Reouircd Applies To
Arizona 1992 I 2/3 All taxes
Arkansas 1934 R 3/a All taxes except sales and alcohol
California 1979 | 2/3 All taxes
Colorado 1992 | 2/3 All taxes *
Delaware 1980 R 3/5 All taxes
Florida 1971 R 3/5 Corporate income tax **
Louisiana 1966 R 213 Al taxes
Mississippi 1970 R 3/5 All taxes
Nevada 1996 | 2/3 All taxes
Oklahoma 1992 | 3/4 All taxes
Oregon 1996 R 3/5 All taxes
South Dakota 1996 R 213 All taxes
Washington 1993 1 213 All taxes ***

* Tax increases automatically sunset unless approved by the voters at the next election.

** The constitution limits the corporate income tax rate to 5 percent; 3/5 vote is needed to increase beyond 5 percent.

*e* Tax increases producing ‘'avenue that do not exceed the spending limit must be approved by 2/3 legislative vote; tax
increases that produce revenue over the limit, must be approved by 2/3 legislative majority and by the voters.

source: NCSL survey Of state fiscal officers, April 1996

Arkansas was the first state in 1934 to require that tax increases he approved by an
extraordinary majority. Arkansas courts have interpreted the supermajority’' requirement
to apply only to taxes on the books when it was adopted, so sales taxes and alcohol excise
taxes enacted after 1934 are exempt from the requirement. Louisiana, Mississippi and
Florida followed with supermajority requirements. The Louisiana and Mississippi
measures apply to all tax increases. The Florida measure applies only to bills that increase
the corporate income tax above a constitutional cap of 5 percent.

Citizens took up the cause in the late 1970s in California and South Dakota, passing
initiatives to require supermajority votes. Delaware’s General Assembly referred the issue
to the ballot itself and voters passed it in 1980.

Another wave of supermajority' requirement initiatives surfaced in the early 1990s.
Measures in Arizona, Colorado, Oklahoma Oregon, Nevada and Washington have passed.
Except for Oregon, all of these recent supermajority requirements are the result of citizen
initiatives. Voters in South Dakota recently expanded their superi lajority requirement
from sales and income taxes to all t:L\es.

Features Of Tax And Expenditure Limitations

States laws and constitutions prescribe various methods and formulas to determine the
limits on taxes and expenditures. These include both absolute limits on revenue and
spending and limits on the size of revenue and expenditure increases. Expenditure or
revenue growth may be tied to a certain growth percentage as in North Carolina where the
spending limit is equal to 7 percent of slate personal income. Limits also may be tied to

National Conference of State Legislatures
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Figure 2. Stales with Supermajority- and Voter Apjjroval Requirements

CD Supermajority required to increase taxes
Tax increases require voter approval

ESI
[ ]

Combination of above

O Puerto Rico

the rate of growth in
personal income or
some other index like
population growth or
inflation as in Utah

and Washington.
Some  states, like
Missouri and

Michigan, tie limits to
a personal income
ratio (total  state
revenues to personal
income in the base
year) from a specific
year.  Finally, some
slates limit
appropriations to a
percentage of the
revenue estimate or
forecast.

Obviously  different
limit  characterise.'s
promote different

results. Some of the variables are listed below, and all these factors contribute to the

restrictiveness of state tax and expenditure limits.

» How was the limit initiated? Was it by citizen initiative or the legislature? Generally

citizen initiated limits are more restrictive.

e s it statutory or constitution;j? Constitutional amendments are usually more

difficult to change than statutes.

» lIsitalimit on revenues or expenditures? As previously discussed, spending is easier

for state governments to control.

 What is the basis of the limit? In many cases, the base year chosen to limit
expenditures—often the late 70s or early 80s—was a high water mark for state
spending. Ahigh base year makes it less likely that a limit will be triggered.

¢ How much of the budget is limited? Often the TEL only applies to the general fund.
How much ofthe bud6 't does that really limit? How are earmarked funds treated?

* What are the provisions for change? Most states build in flexibility- by providing
provisions for emergencies or long-run changes in basic economic characteristics

such as a declining population or ongoing recession.

e What are the provisions in the TEL for shifting program responsibility? Can

government entities shift programs to one another?

» How are surplus funds treated? Surplus funds in most states go into “rainy day” or
other special funds; a number of states, however, require refunds of surplus revenues.

National Conference of State Lcgis' .tures



State Tax and Expenditure Limits

Table 2 summarizes state tax and expenditure limits.

Reasons For Tax And Expenditure Limits

Table 2. State Revenue and Expenditure Limitations

Constitutional

State Adopted or Statutory Limit Applies to
Alaska 1982 Constitutional Appropriations
Arizona 1978 Constitutional Appropriations
California 1979 Constitutional Appropriations
Colorado 199i Statutory Appropriations

1992 Constitutional Expenditures &

Revenue

Connecticut 1992 Constitutional Appropriations
Delaware 1978 Constitutional Appropriations
Florida 1994 Constitutional Revenue
Hawaii 1978 Constitutional Appropriations
Idaho 1980 Statutoiy Appropriations
lowa 1992 Statutory Appropriations
Louisiana 1979 Statutory Revenue

1993 Constitutional Appropriations
Massachusetts 1986 Statutory Revenue
Michigan 1978 Constitutional Revenue
Mississippi 1982 Statutoiy Appropriations
Missouri 1980 Constitutional Revenue

1996 Constitutional Revenue
Montana 1981 Statutory Appropriations
Nevada 1979 Statutory Expenditures
New Jersey 1990 Statutory Appropriations
North Carolina 1991 Statutory Appropriations
Oklahoma 1985 Constitutional Appropriations
Oregon 1979 Statutoiy Appropriations
Rhode Island 1992 Constitutional Appropriations
South Carolina  1980,1984 Constitutional Appropriations
Tennessee 1978 Constitutional Appropriations
Texas 1978 Constitutional Appropriations
Utah 1988 Statutoiy Appropriations
Washington 1993 Statutoiy Expenditures

Source: NCSLSu i*ev of Lci'islalive Fiscal Officers, Ap il 1996.

National Conference of State Legislatures

Nature of Limit
Growth of population and inflation
7.23 percent of personal income
Personal income growth & population

General fund appropriations limited to 6% of
prior year's appropriations

Spending limited to growth of population and
inflation, tax increases require voter
approval

Greater of personal income growth or inflation
98% of estimated revenue

5 year average personal income growth
3 year average personal income growth
5-33 percent of personal income
997Sof adjusted general fund receipts
Ratio to personal income in 19')

Per capita personal income growth
Growth of wages and salaries

9.49%of prior year’s personal income
98%of projected . evcnues
5.64%of prior year's personal income

Voter approval required for tax increase over
$50 million or 1 percent of stale revenues

Personal income growth
Growth of population and inflation
Personal income growth
7 percent of state personal income

12 percent adjusted for inflation; 95% of
certified revenue

Personal income growth

98% of projected revenue

Personal income growth

Personal income growth

Personal income growth

Growth ii. population and inflation

Growth in population and inflation;
taxincreases beyond limit need voter
approval
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Fiscal constraints are not new to state governments. Many states are constrained legally
from incurring debt and many state governments are required by constitution or statutes
to adopt a balanced budget. However, over time, these requirements have not effectively
stemmed the rapid growth of the public sector. There are three basic factors that
influence the TEL movement.

I-liddcn lax increases. Taxes increase over time without a change in tax laws. At the
state level, this occurs primarily with income taxes. Ifthe state does not index income tax
liability to inflation, over time incomes increase, pushing people into higher brackets. A
greater proportion of income goes to pay taxes without any real increase in purchasing
power.

Overemphasis on a particular type of tax. Overreliance on one tax is usually not a
significant motivating factor behind state limits, although at the local level, heavy reliance
on property taxes has resulted in local property' tax limits. However, in a few states like
Florida (sales) or Oregon (income), heavy reliance on a particular tax may cause concern
among taxpayers.

General opposition to government expansion. Many taxpayers simply feel state
governments are too big and too inefficient. They believe that public sector growth should
be constrained, and that TELs, by making governments more accountable for
expenditures and to voters, are a way to accomplish that goal. In addition, public support
for state legislatures is very' low as evidenced by the growing number of states with term
limits. People are cynical about government and insecure about their economic well
being. These things combine to make taxpayers distrustful of government fiscal policy.

There are numerous arguments in favor of state tax and expenditure limitations. For
example, limits are said to:

* Make government more accountable;
» Force more discipline over budget and tax practices;
* Make government more efficient;

 Make governments think of creative ways to generate revenues—for example,
advertising on state-owned facilities;

e Control the growth of government—growth based on personal income or inflation
plus population seems reasonable;

« Enable citizens to vote on tax increases and determine their desired level of
government service;

» Force government to evaluate programs and prioritize services;

» Raise questions about some functions provided by state government—are some of
these functions more suited to the private sector;

* Help citizens feel empowered and result in more taxpayer satisfaction;
» Help diffuse the power of special interests;
« Offer a way to deny special programs;

» Possibly result in taxpayer refunds.
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There are arguments against state tax and expenditure limitations as well. For example,
limits are said to:

» Shift fiscal decision making away from elected representatives;
» Cause disproportional cuts for non-mandated or general revenue fund programs;

« Fail to account for disproportionate growth of intensive government service
populations like the elderly and school age children;

» Make it harder for states to raise new revenue so that scarce resources may be shifted
between programs;

» Cause a “ratchet-down-effect” where the limit causes the spending base to decrease so
that maximum allowable growth will not bring it up to the original level,

* Resultin excess revenues that are difficult to refund in an equitable manner;
* Resultin declining government sendee levels over time;

* Fail to provide enough revenues to meet continuing levels of spending in hard
economic times;

» Shift the state tax base away from the income tax to the more popular (but regressive)
sales tax if voter approval is required,;

» Shift the tax base away from broad taxes (property, sales and income) to narrowly
defined sources such as lotteries and user fees.

Have Tax and Expenditure Limits Been Successful?

Most stuuies conclude that traditional state TELs have not been as effective as proponents
envisioned. (They are much more effective when combined with local limits). This is
primarily due to the way they are designed and how easily state governments can
ci cumvent the limits.

Supporters of TELs usually specify that controlling the growth of government is the limit’s
primary objective, and several studies have attempted to measure the effectiveness of
achieving that objective. It is difficult to determine if TELs make a difference, according
to a study by Philip Joyce and Daniel Mullins in Public Administration Review.
Significant differences may exist over time in revenue and expenditure structures between
those states in which there are limitations and the average state. It is not entirely clear,
however, whether these are the continuation of trends existing before the enactment of a
particular TEL or whether the TEL itself made a difference. There may be a difference in
the mood of states that enact TELs versus other states. The study found state limits to
have less effect than local limits, probably due to the wide array of methods available to
states to circumvent the limit.1 In a new study by Mullins and Joyce, published in 1996,
the authors found that the existence of state tax and expenditure limits without local
limits has no significant negative effect on the size of the public sector.-

Newly published research on tax and expenditure limits includes a study by Ronald J.
Shadbegian that appeared in the January 1996 edition of Contemporary Economic Policy
and a study by James M. Poterba, published in the Journal of Political Economy, 1994.
The Shadbegian study looked at the impact of tax and expenditure limitations adopted in
the 1970s and 1980s on the size and growth of state government. He found that tax and
expenditure limitation laws, as they currently are written, allow states with high income
growth to keep increasing the size of the public sector. Meanwhile, they prevent states
with low income growth from doing likewise. While TELs restrict government size and
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growth in states with below average income, in general they have no significant effect on
the size or growth of governments The Poterba study focused mostly on state balanced
budget requirements, but he did find that states with tax limitations raise taxes by a lesser
amount in response to an adverse deficit shock than states without such limits. While
states without tax and expenditure limits are predicted to raise taxes by $1.03 in response
to each $1.00 of unexpected deficit, the adjustment for states with tax limitations is only
$0.47.4 There is no evidence that spending cuts are any larger in states with tax and
expenditure limits. This indicates limits have been somewhat successful in constraining
the rate at which taxes are increased. It is also w'orth noting that some of the most
potentially binding state TELs have passed since 1990 and have not been analyzed in any
of the empirical studies discussed.

Another measure of a TEL’s effectiveness is how often the state triggers the limit and what
happens if it does. In most states, particularly those in which the limit is tied to a growth
index and the economy is expanding, the limit remains high enough
to have little effect. But in some states where increases in Manyfiscal
appropriations are limited to a percentage of the previous year’s policy experts
appropriation, the limit can be restrictive. In addition, a few' states believe that
have provisions requiring taxpayer refunds if the state hits the voter approval
limit. California, Missouri and Oregon have had to rebate excess and

revenues. Although taxpayer’s share of rebates is usually small, itis supermajority
an effective way to control government growth, since to avoid requirements
facing refunds, state legislatures may reduce taxes to lower the have placed
revenue base. When it appeared that revenues in Michigan would tighter

exceed the limit in FY 1995, the Legislature cut state income taxes constraints on
by 2 percent. In anticipation of triggering the limit in FY 1997-98, state

the Colorado General Assembly adopted a number of measures in governments
the 1996 session to reduce revenues, including a child care iax than traditional
credit, a decrease in the insurance tax rate and a sales/use tax revenue and
exemption on manufacturing tools. This strategy, however, can expenditure
create problems in slow grow'th years because the base is now at a limits.

lower level.

Many fiscal policy experts believe that voter approval and supermajority requirements
have placed tighter constraints on state governments than traditional revenue and
expenditure limits. Requiring voter approval for state tax increases is a fairly new practice
that only exists in three states. As a result, they do not have much of a track record. In
1992, Colorado was the first state to require voter approval on all tax increases and new
taxes. Washington and Missouri also require voter approval on tax increases over a
specific level (refer to the case studies for details). A simple way to measure the
effectiveness of voter approval requirements is to look at the voter approval record. By
using defeat as a measure, one can argue that the requirement is effective when voters say
no to new taxes or tax increases. This happened in Colorado when voters said no to
extending the tourism tax that supported the state travel office and tourism promotion.
Many people felt that there was no need for a tourism tax and that they did not benefit
from the revenues, so when given the opportunity, they voted it down.

An interesting observation related to the perceived ineffectiveness of tax and expenditure
limits, is the number of states that have adopted legislative supermajority requirements.
Such requirements are thought by many tax reformers to be a more effective tool to slow
the growth of government and control spending than traditional TELS.

The restrictiveness of supermajority require, icnts depends upon the make-up of the
legislature and on the state’s tax system. In states with one predominant party, the
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majority party traditionally has enough votes to approve tax increases. In other states, the
requirement can be very restrictive. Legislative staff from supermajority states report that
diligent consensus building by legislative leaders is necessary' to gain approval of most tax
increases.

Tire spread of supermajority requirements is probably more likely in the states, mostly in
the West, with the voter initiative process. They are just one of a number of “tax revolt”
measures that may be favored by anti-tax or anti-government groups, although the recent
debate in Congress over supermajority’ requirements may spur a renewed interest in the
states.

When analyzing the impact of all the various limits, it is important to look at not only
whether the limit has led to less government, but also the quality of government services.
The. following questions may be helpful when analyzing the effects of tax and expenditure
limits:

* Isthe level of service at a desirable level?

e Has government accountability improved?

* Has government efficiency improved?

» Have the changes in revenue sources been positive?

e Has there been a shift in the responsibility of government functions?

Strategies to Manage State Tax and Expenditure Limitations

The past 20 years demonstrate that state governments have managed to live with TELs
and that many of the early gloom and doom prophecies have not been realized. Listed
below are several strategies that states may use to help manage limits.

» Build up the state’s rainy day fund so money is available for slow grow'th years.
» Shift responsibility’ to local governments if permitted.
» Go to voters only in cases of emergency.

* Maintain the revenue base during slow grow'th years by planning on one-time tax
refunds rather than reducing the revenue base permanently.

» Earmark new taxes, when needed, for a popular program to encourage voter approval.

* Prioritize spending and try to spend less, perhaps some government functions can be
met through the private sector.

» Index fees and increase them on a gradual basis so that there won’t be a need for a
large increase at one time.

Although these strategies are not necessarily considered good fiscal policy, they are tactics
to help states manage under tax and expenditure limits.

As state policymakers contemplate different tax and expenditure limits, it is helpful to
review experiences in similar states. Therefore, state experiences in Colorado, Missouri,
Michigan and Washington are included as Appendix A. Appendices B and C provide a
comprehensive look at all state tax and expenditure laws in both tabular and narrative
formats.
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Summary

Broadly defined, state ttix and expenditure limits include revenue limits, expenditure
limits, appropriations limits, voter approval requirements and supermajority
requirements. Some states operate under a combination of limits. Limits range from very
restrictive voter approval requirements to more lenient appropriations limits, and they all
have different characteristics that influence the way in which they work.

State tax and expenditure limits have been around for close to 20 years, but through the
early years, they were not found to be very effective in controlling the growth of
government. More restrictive limits have since been adopted, but few of these limits have
been triggered due to strong economic conditions in most states. Furthermore, limits
adopted since 1990 have not been analyzed in empirical studies. It remains to be seen
how states will fare under the more restrictive limits in hard economic times.

In addition to traditional tax and expenditure limits, many states require a supermajority"
vote in the legislature or a vote of the people to increase or pass new taxes. These
requirements are thoug. t to be more effective in slowing down the rate of government
spending. Twelve states now use supermajority requirements and five of those states have
adopted them since 1992. Three states currently require voter approval for tax increases
and in all three, the requirement was adopted after 1991.

Regardless of whether or not tax and expenditure limits achieve the desired outcome,
more than half the states have some type of limit in place and it appears that they are here
to stay. Anti-government sentiment remains strong and tax reform crusaders are quick to
promote TELs as a way to tie the hands of government. O
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AppendixA. Case Studies

The following illustrations present state tax and expenditure limits in more detail. The discussion focuses on
experiences in Colorado, Missouri, Michigan and Washington.

Colorado

Background

Controlled government growth is not a new concept to Co'orado residents. In 1977, Colorado was one of the
first states to adopt a state general fund appropriations h'mit. And in 1992, voters approved the most
restrictive state tax and expenditure limitation in any of the states.

Colorado, like many Western states, has a history of dramatic "boom/bust” type economic cycles. During the
1970s, the state economy boomed and residents became concerned about skyrocketing property values and
containing grow'th. Legislation enacted in 1977 limited state appropriations increases to 7 percent over the
previous year’ general fund appropriations. Due to expire after the 1982-83 fiscalyear, the law was amended
in 1979 and extended indefinitely.

The mid-to-late 19. s proved to be a "bust” time in Colorado as the state suffered an economic downturn
largely due to the collapse of the energy and construction industries. Citizens frustrated by what they believed
to be government inefficiency and the perceived inequities of the state tax system, started a grassroots tax
reform effort for state and local government. Tax and expenditure ballot initiatives appeared before the voters
in 1986,1988 and 1990, failing by progressively narrower margins each time. But the Taxpayer Bill of Rights
(TABOR) amendment (also known as Amendment One) passed in 1992 and added Article X, Section 20 to the
state constitution.

Arveschoug-Bird Legislation

Before the passage of Amendment One, the Colorado General Assembly adopted a statutoiy general fund
appropriations limit. The legislation, adopted in 1991 as SB91-1262, set a limit on state general fund
expenditure increases and is known as the Arveschoug-Bird limit. It limits annual increases in general fund
appropriations to 6 percent of the state general fund expenditures for the previous year or 5 percent of
Colorado personal income two years prior to the fiscal year, whichever is less. However, if the state
significantly restructures education finance, the limit may be modified. The limit does not include the
following:

* Any general fund appropriation that is the result of any requirement of federal law that is made for any
new program or service or increase in level of program or service.

» Any general fund appropriation that is result of any requirement of a final state or federal court order that
is made for any new' program or service or increase in level.

* Any general fund appropriation of money that is derived from any increase in the rate or amount of any
tax or fee that is approved by voters.

Amendment One

On November 3, 1992, Colorado voters adopted Amendment One. This amendment added Section 20 to
Article X of the Colorado Constitution and generally serves to limit all spending of state and local
governmental revenues. State general fund and cash fund spending (it defines spending as equal to revenues)
can only increase based on population grow'th and increases in the Boulder/Denver Consumer Price Index
(CPI). No increase in taxes or change in tax policy is permitted without voter approval. In addition, prior
spending limits cannot be weakened without voter approval. Although the Arveschoug-Bird legislation is an
appropriations limit—not a spending limit—it has generally been interpreted that the limit on general fund
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appropriations may not be weakened. The end result is that voters must approve all tax increases and all
spending increases over the limit. Elections can only be held during state general elections in even-numbered
years, and during November in odd-numbered years, and during regularly scheduled biennial local elections.

Any revenues collected over the limit must be refunded to the taxpayers, unless voters allow the government to
keep the excess revenue. Governments can use any “reasonable method" to make the refunds, but the
amendment does not suggest or define what those methods might be.

The General Assembly may declare an emergency by a two-thirds vote of both chambers and raise emergency
taxes. (Emergencies include natural disasters and other unforeseen events. They cannot be economic
conditions, revenue shortfalls, or salary and fringe benefit increases.) Any such increase must be approved by
voters at the next election.

The amendment also states that a local government can reduce or end its subsidy for any state mandated
program except K-12 education. Ninety days’ notice is required and adjustment can occur in a maximum of
three equal annual installments. Local taxes supporting these programs must be reduced accordingly.

Impact on Stalc-Locul Relationships

A provision in tbe TABOR Amendment that permits localities to give back to the state any state-mandated
program has been put to tbe test and railed according to the Colorado Supreme Court. Two counties
attempted to give some social service programs back to the state, but the Supreme Court ruled that the
counties were political subdivisions of the state and had a duty to perform state jobs.

At tbe same time, however, some local responsibility has shifted to the state. Local property tax revenues have
leveled out because TABOR also limits the ability of local government and school districts to adjust the mill
lev)' without voter approval (local property tax limiLs were already in place when TABOR was adopted and the
local limits are calculated differently than the state limit). Mill levies can no longer float to make up for lost
revenues from lower assessment rates. This has shifted more of the education burden onto the state.

Impacts ofColorado’s Tax and Expenditure Limitations

It is difficult lo predict what the broad fiscal impacts of Amendment One will be since the state has not nit the
limit since it was adopted. The limit is indexed to population and inflation and Colorado’ population has
been steadily increasing. The true test will come when the state’s economy slows down. The 6 percent
appropriations limit outlined in the Arveschoug-Bird legislation has been more restrictive so far. However,
there were ways to circumvent the Arveschoug-Bird limit by transferring general funds to other special
revenue funds not subject to limit. Amendment One specifically states that current limits may not be
weakened.

The Arveschoug-Bird legislation was written so that it could be amended at any time by a legislative
supermajority for a fiscal emergency. Because it only limited general fund appropriations and could be
amended by the legislature, it was not considered to be too restrictive But now, in combination with
Amendment One, Colorado may face a more restrictive tax and expenditure limitation.

Economic projections for FT' 1997-98 put Colorado over the revenue limit by about 0.1 percent or $8 million.
If this happens, the state must refund the excess to taxpayers or seek voter approval to retain the surplus. To
offset excess revenues, the General Assembly passed a child care tax credit in 1996 expected to red.,ce state
revenues by $8.4 million in FY 1997. Other legislative measures such as lowering the insurance tax rate and a
sales/use tax exemption on manufacturing tools reduced revenues as well.

If the legislature does not want to seek voter approval for retaining the surplus, they can provide for a refund.

However, this is not as simple as it may seem. The state constitution does not specify how to provide the
refund, and it has proven difficult in other states to provide a refund in an equitable way. Many states with
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revenue limits link the refund to income tax liability, but this raises some concerns about equity since nol
everyone pays income tax. Other options, like sales tax adjustments, or property' tax reductions are not very
feasible. Two Denver metropolitan special districts collected revenues in excess oftbe spending limit and were
forced lo refund the surplus through monthly utility bills.

Another option is to reduce revenues to avoid exceeding the limit. However, this may permanently lower the
revenue base which can make for difficult times in years of slow growth.

Despite the concern and rhetoric surrounding the adoption of Amendment One, it has not yet proven to be a
problem for Colorado at the state level. However, the provisions under the limit will undoubtedly become
more difficult for state policymakers once economic growth slows down.

Missouri

Ovcrviciu

Missouri’s revenue limit is known as the Hancock Amendment. It was approved by the voters in 1980 and
became Article X, Section 16-24 of the Missouri Constitution. The Hancock Amendment, which established a
state revenue limit, was modeled after a similar amendment in Michigan. The limit is the ratio of total state
revenues to personal income in FY 1981, which is 5.6395 percent.

In addition to placing a limit on the general fund revenues, the amendment also limits earmarked revenue
sources like motor fuel taxes, cigarette taxes, and motor vehicle registration and drivers license fees. Federal
funds are excluded. As interpreted by the Missouri Supreme Court in Goode vs. Bond (1983), the Hancock
Amendment gave citizens the ability to selectively exclude increased taxes, fees or other revenues from the
limit, by a majority vote at a general or special election called for that purpose. Many supporters of the
revenue limit are convinced that this decision significantly weakened the limit.

In 1993, the General Assembly passed legislation (SB 380) to increase taxes by $310 million to cover school
financing without going to a vote of the people. The tax increase did not trigger the Hancock limit because it
kept revenues under the limit. However, the action ignited a new tax reform effort by citizen groups to tighten
the state revenue limit with a more restrictive constitutional amendment, known as Hancock II.

Hancock 11

Hancock Il would have imposed stricter voter approval requirements for tax increases and a rollback of
existing tax increases. Supporters of Hancock Il claimed that the Hancock | amendment initially restrained
the growth of state taxes and spending, but over time its effectiveness had been eroded as legislators, aided by
sympathetic court rulings, discovered ways lo evade the restrictions by exempting certain revenues from the
cap. Hancock Il was designed to provide a more precise definition of total state revenue. In November 1994,
Missouri voters defeated the Hancock Il measure by a wide margin.

Amendment 4

The tax reform movement did not stop with the defeat of Hancock 1l. On April 2,1996, Missouri voters, by a
margin of more than 2 to 1, approved another state revenue limit. Constitutional Amendment 4 requires a
statewide vote on all tax or fee increases that produce new annual revenues greater than either: 1) $50 million
adjusted annually by the percentage change in Missouri personal income for the fiscal year tw'o years prior to
the current year; or 2) 1 percent of the state revenues for the fiscal year two years prior to the current
legislative action, whichever is less. In the event of an emergency the General Assembly may increase taxes,
licenses or fees beyond the limit for one year. This amendment does not affect the basic Hancock amendment.
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Impacts of the Revenue Limits

For the first time since its implementation in 1980, the Hancock | revenue limit was exceeded in FY 1995. The
limit is tied to personal income, but there is significant lag time between the fiscal year and the personal
income calculation. So in 1995, which was a good economic year for Missouri, tax revenues were above
average. However, due to the lag time, 1995 revenues were compared to 1993 personal income, which was low,
largely due to summer flooding. As a result, the state exceeded the 5.64 percent revenue limit in FY 1995 and
is required by law to refund surplus revenues to taxpayers based on their income tax liability’. The state is
planning to provide $147 million through the income tax as specified in the state constitution.

Controversy and claims of inequity surround the refund because not everyone pays income tax, even though
they may have contributed to state revenues. (As of October, refunds were still held up pending the outcome
of a court case on this issue). In addition, because the refund is based on income tax liability, corporations will
benefit more. Because 1996 revenues are on track to exceed the limit and a second refund is likely, the state is
exploring ways to prevent future refunds. Possibilities include reducing the sales tax or a partial roll back on
the food tax. Neither proposal has been greeted with much enthusiasm in the legislature.

Overall, Hancock | has not proven to be a very restrictive limitation. Without the robust economic growth of
recent years and the floods of 1993, it may never have affected the state. Now with the adoption of a new
amendment requiring voter approval for tax increases, some fiscal flexibility is lost and the two measures
combined should prove to be more restrictive.

Michigan

Overview

In 1978, a citizen initiative known as the Headlee Amendment was approved and became Article 1X, Section
25-34 of the Michigan Constitution. The Headlee limit applies to all state revenues, except federal aid, and
prohibits the state from collecting more than 9.49 percent (the ratio of 1978-79 revenue to 1977 state personal
income) of personal income in tax revenues for any fiscal year.

To exceed the limit, the governor must first specify an emergency; then the Legislature must concur by two-
thirds vote in each chamber. This override provision has never been used.

In addition, the following provisions apply: 1) the limit maybe adjusted if a constitutional amendment results
in the transfer of program responsibiFly from one level of government to another; 2) the state is prohibited
from reducing the current proportion of local services financed through state aid; 3) no new program shall be
required of local governments unless funded by the state; and 4) the proportion of total state spending paid to
all units of local government as a group shall not be reduced below the proportion for FY 1978-79

If revenues exceed the 9.49 percent limit by more that 1 percent, the entire amount of the surplus must be
refunded to taxpayers in the following year through both business tax and individual income tax refunds, If
the limit is exceeded by less than 1percent, the surplus may be deposited into the Budget Stabilization Fund.

The following table compares the revenue limit with the actual level of state government revenues for each
fiscal year since the limit was adopted. In most of the 14 years from FY 1979-80 to FY 1992-93, state
government revenue has been well under the revenue limit. In fact, in 1991-92, the state was below the limit
by as much as $3.7 billion. The state came close to the revenue limit in FY 1984-85, when revenues fell short
of the limit by a mere $6.1 million. This close call was due to a rapid growth in revenues resulting from strong
economic growth as Michigans economy continued to pull out of the 1980-82 recession. In addition, the
growth in revenue was further accelerated by a temporary increase in the income tax to help close a budget
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deficit and improve a serious cash-flow problem. This growth in revenue outpaced the growth in personal
income during calendar year 1983, which was the first year of the economic recovery in Michigan.

Michigan's Revenue Limit: FY 1979-80 to FY 1996-97

(millions)
1979-80 $6,870.1 $7,396.8 $526.7
1980-81 7,043-0 8,215.7 1,172.7
1981-82 7,348.9 8,763.0 1414-1
1982-83 8,104.5 9,424-9 1,321-4
1983-84 9,243-5 9,488.1 244-6
1984-85 9,861.6 9,867.7 6.1
1985-86 10,492.8 10,857.3 373-5
1986-87 10,891-9 11,736.6 844-7
1987-88 11,472.3 12,822.2 1,349-9
1988-89 12,087.9 13,439-5 1,351-6
1989-90 12,363.1 i4,5i3-4 2,150.3
1990-91 12,311.9 15,351-4 3,039-5
1991-92 12,540.6 16,228.2 3,687.6
1992-93 13,435-3 16,583.8 3,148.5
. 1993-94 15,286.0 17,534-0 . 8o
1994-95 18,585.4 18,475-8 (109.6)
1995-96 Est. 19,381.4 19,982.0 600.6
1996-97 Est. 20,179-9 21.323-9 1,144.0

Source: Table compiled by Michigan Senate Fiscal Agency

Impact ofthe Revenue Limit

In March 1994, Michigan voters approved changes in the way public schools would be financed. While the
school finance reform generated an overall tax reduction for Michigan’s taxpayers, the large reduction in local
school property taxes was partially offset by an increase in certain state taxes. As a result, state revenues were
expected to exceed the revenue limit for the very first time in FT 1994-1995. The legislature had already been
considering tax cuts and the threat of hicting the revenue limit created a good opportunity to implement them.
As a result, taxes were reduced by over $300 million, but it still appeared that revenues would exceed the limit
by more than $184 million. This would have required refunds to individuals and businesses since the state
would have been exceeding the revenue limit by more than 1percent. To avert this situation, the Legislature
enacted a one-time 2 percent cut in 1995 individual income taxes. As a result, the revenue limit was exceeded
by $109.6 million and the limit was not triggered.

Washington

Overview

The first tax and expenditure limit in Washington was adopted in 1979 as Initiative 62. The state suffered
from a recession soon after it was enacted, and it never became much of a constraint since the base was then
higher than the state could spend. In fact, the 1993 Legislature was able to pass a $1 billion tax increase to
balance the FY 1994-95 budget and remain within the limit. It was this tax increase that provided the impetus
for two citizen initiatives that limited taxes to appear 011 the ballot in November 1993.

Initiative 602 was the more extreme measure. It would have rolled back nearly all the $1 billion in tax and fee
increases, in addition to imposing a limit on stale revenues. It was defeated at the polls.
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The other initiative (601), passed by less than 1percent of the vote. Initiative 601 imposes limitations on state
tax and fee increases and limits state general fund expenditures. It is statutoiy in nature since citizens in
Washington are not authorized to initiate constitutional amendments. The initiative establishes two new fiscal
reserve funds and repeals the state’s current Budget Stabilization Account (known as the "rainy day fund”).

Beginning with FY 1996, a limitation was placed on general fund expenditures. The rate of growth in
expenditures may not exceed the state's average rate of inflation and population change for the prior three
fiscal years. The base year for calculating the expenditure limitation is FY 1991. The base FY 1991 expenditure
limitation was adjusted for subsequent changes in inflation and population to determine the initial
expenditure limitation for FY 1996.

All general fund revenue in excess of the amount the state is allowed to spend under the expenditure limitation
is deposited in an Emergency Reserve Fund. Appropriations may be made from this fund only with a two-
thirds vote of each house of the Legislature, and only if the appropriation does not cause spending to exceed
the expenditure limitation. If the balance of the emergency fund exceeds 5 percent of biennial general fund
revenues, the excess is deposited in an Education Construction Fund. Money in this fund maybe appropriated
by majority vote of the Legislature for capital construction projects for higher education and the K-12 school
system. If approved by the voters and two-tlnrds of each house of the Legislature, money in the Education
Construction Fund maybe appropriated for any other purpose.

Any action by the Legislature that increases state revenue or makes revenue-neutral tax shifts requires a two-
thirds vote of each house. Ifthe action will result in expenditures in excess of the expenditure limitation, then
the legislative action will not take effect until approved by the voters at a November general election.

The limit maybe exceeded on a temporary basis in the case of a natural disaster. Such an expenditure maybe
made only pursuant to a declaration of emergency enacted by a law approved by two-tinrds of each house of
the Legislature and signed by the governor. Any taxes required for such an emergency may be temporarily
imposed only if the Education Construction Fund has been depleted. Such taxes expire at the next general
election unless approved by the voters.

The Legislature is prohibited from imposing on local governments any responsibility for new programs (or
increased levels of service under existing programs) unless the Legislature fully reimburses the local
government for the cost of the program.

Impact oftlic Expenditure Limit

The supplemental budget passed in 1994 as the first post-initiative spending plan demonstrated good planning
by the Washington Legislature. The goal was to make state government ready for 1995 when the initiative
went into effect. The following actions were taken:

» Targeted cuts of $59 million were made-mostly in administration, social services and prisons-to save
more than .$120 million in the new biennium.

» Spending increases were of a one-time-only nature for items like highways and school construction, so
those expenditures would be off the budget in July 1995. As a result, the budget base was not swollen
from previous spending levels and would be easier to sustain in the new biennium.

e Some programs were directed to begin planning for cuts. As a prime example, public colleges were
directed to trim expenses by $39 million to help pay for faculty and staff pay raises.

e Avreserve of about $290 million was left unspent.

So far, the state has not come close to triggering the limit. For the 1995-97 biennium, thestale budget is
approximately $360 million below the limit. The Legislaturehas taken steps to cut taxes when itappears that
revenues are coming in high. To date, 110 money has gone into the surplus fund.
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Some fiscal experts have expressed concern that the limit may prove to be constraining as the need grows to
spend more in specific areas like higher education as enrollment increases and on welfare as the federal
reforms take effect. The limit may also prove to be constraining when disproportionate population growth
occurs among some sectors of society that consume, a greater proportion of services. In Washington, for
example, the population of school age children and the elderly is increasing faster than the population rate on
which the expenditure limit is based.

Others question whether a statute can limit the constitutional powers of the Legislature to raise and spend

money to run government. The initiative is untested in court. One of the biggest challenges will be for the
Legislature to stay below the limit and avoid a court battle.
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Alaska

In 3982, Alaska adopted Article IX, Section 16 of the Alaska Constitution, which limits state
appropriations to population growth and inflation; a vote for reconsideration of the limit in 1986
continued the provision. The yearly growth of appropriations may not exceed $2.5 billion by more than the
cumulative percentage increase in population and inflation since 1981. Within the limit at least one-third of
state spending shall be reserved for capital projects arid loan applications. However, this provision may be
disregarded when economic conditions impose a more restrictive limit. In the event of decreased revenues, an
appropriation may be made from the Budget Reserve Fund.

Arizona

In 1978, Article 9, Section 17 amended the Arizona Constitution to limit government spending to state
personal income. Arizona law now specifies that appropriations of state tax revenues shall not exceed 7.23
percent of stale personal income. To waive the provision, two-thirds approval of each house of the Legislature
is required on specific additional appropriations. The Legislature may provide for adjustments to the limit ifa
court order or legislative enactment transfers responsibility between state and local governments or between
federal and state governments.

California

In 1979, the California Constitution (Article XIII B) was amended by a citizen initiative known as the Gann
Amendment. Originally, the Gann Amendment imposed a state spending limit that tied appropriations to
increases in population and inflation. The formula was modified in 1988 to include per capita income. In the
event of an emergency, the appropriations limit may be exceeded provided that increased expenditures are
compensated for by reduced expenditures over three following years. Alternatively, the limit may be changed
by voters but the change is operative for only four years.

The limit also provides for the transfer of responsibility for government programs: 1) the appropriations limit
shall be altered if program responsibility is transferred from one government entity to another, from
government to private entity, or from funding through general revenues to funding through special revenues;
2) the state shall provide the funding when it requires local government to provide a program; and 3)
appropriations required for the purpose of complying with federal requirements are not under the limit.

If revenues exceed the spending limit, one-half of all surplus revenues shall be returned to taxpayers by
revision of tax rates or fee schedules within the next two fiscal years; and one-half shall be allocated to K-jq
school districts.

Colorado

State government in Colorado operates under two different tax and expenditure limits. The first was imposed
by the legislature as SB 91-1262 and established a limit on the increase in state general fund appropriations.
Called the Arveschoug-Bird limit, state general fund appropriations are limited to the state money necessary
for reappraisal of any class or classes of taxable property for property tax purposes plus the lesser of 1) 5
percent of Colorado state income; or 2) 6 percent over the total state general fund appropriation for the
previous fiscal year.

The second limit in Colorado is both a tax and expenditure limit. It was adopted by Colorado voters in 1992 as
the result of a citizen initiative and is known as Amendment One or the Taxpayers Bill of Rights (TABOR).
Amendment One added Section 20 to Article X of the Colorado Constitution. It generally serves to limit
spending of state and local government revenues and restricts governmemr' ability to raise taxes without voter
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approval in advance. Spending can only increase based on population growth and increases in CPI;
government cannot change taxes or tax policy without voter approval and current spending limits cannot be
weakened without voter approval. These restrictions may be waived by any voter-approved increases. In
addition, the General Assembly can declare an emergency by two-thirds vote and raise emergency taxes
subject to voter approval.

According to the law, local government can reduce or end its subsidy for any state-mandated program except
K-12 education. Ninety days’notice is required and adjustment can occur in a maximum of three equal annual
installments. Local taxes supporting these programs must be reduced accordingly. However, the Colorado
Supreme Court ruled that counties are "instrumentalities of the state”; therefore, they may not turn back
mandated programs.

If the state exceeds either limit, excess revenues must be refunded to the citizens.

Connecticut

In 1991, the Connecticut Legislature adopted a statute to limit state spending as well as a resolution calling for
a constitutional amendment to limit state spending. The amendment was adopted in 1992 and amends Article
XXVIII of the state constitution. It will not go into effect until the Legislature defines the terms with a three-
fifths vote. Therefore, the state continues lo operate under the 1991 statute (Conn. Gen. Stat. 2-333).

The limit applies to state appropriations (but excludes debt sendee, state grants to distressed municipalities,
first year expenditures for federal mandates or court orders and expenditures from the Budget Resen’e Fund).
Appropriations shall not increase by more than the increase in personal income in the state (average of the
annual increase for each of the preceding five years) or the increase in inflation (the consumer price index for
urban consumers during the preceding 12 month period), whichever is greater. To waive the limit, the
governor can declare an emergency or the existence of extraordinary circumstances, plus approval by three-
fifths ofboth House and Senate.

Surplus revenues are to be used as follows: 1) add to the Budget Reserve Fund (rainy day fund); 2) reduce
bonded indebtedness; or 3) for any purpose authorized by at least three-fifths of both House and Senate.

Delaware

A Constitutional amendment (Article VIII, Section 6) adopted by Delaware in 1980 limits state appropriations.
State general fund appropriations are limited to 98 percent of estimated general fund revenue and the prior
year’s unencumbered funds. The limit may be waived by the declaration of an emergency and three-fifths vote
of each legislative chamber. Surplus revenues go into the Budget Reserve Account and are subject to the
provisions governing that fund.

Florida

Florida voters in November 1994, endorsed the Legislature’s proposal to limit the rale of growth of state
revenues. 'Hie provision requires that the amount of money the state takes in from most revenue sources is
limited by the growth rate of personal income in Florida. The revenue limit is determined by multiplying the
average annual growth rate in Florida personal income over the previous five years by the maximum amount
permitted under the cap the previous year. If more revenue is collected than permitted by the limit, it will be
placed in the Budget Stabilization Fund unless, by a two-thirds vote of both houses, the Legislature decides
otherwise. When the fund reaches the statutory maximum, the excess is to be rebated to taxpayers.

The proposal does not limit the imposition of any tax nor does it repeal any existing tax levy (although the
constitution prohibits a personal income tax). It does limit the amount of money the state may collect (except
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from certain funds) and has no impact on local taxation. By statute, the Legislature can adjust the limit to
reflect transfers in funding responsibilities between state and local governments.

Haw aii

Hawaii’s state spending limit was adopted at a constitutional convention in 197S as Article VH-Section 9 of the
state constitution. The amendment limits the growth of state general fund appropriations to the average rate
of growth of state personalincome for the three previous years. Specific appropriations over the limit require
two-thirds approval in both legislative chambers.

Article VH-Section 6 on the constitution specifies that if the state general fund balance in each of two
successive years exceeds 5 percent of general fund revenues, the Legislature must provide for a tax refund or
tax credit in the following fiscal year (no specific amount is stated).

In addition, Article VUI-Section 5 specifies that the state must share the cost of any new program or sendee
increase required of local government by the Legislature.

Idaho

The Idaho Legislature adopted a state spending limit in 1980 (Statute cite 67-6803). The law limits state
general fund appropriations to 5.33 percent of state personal income. The statute may be amended with a
majority vote of the Legislature and the limit was modified in 1994 to exclude one-time expenditures.
Adjustments to the limit shall be made if a court order or legislative enactment transfers responsibility
between state and local governments or between federal and state governments.

lowa

In 1992. the lowa legislature adopted a statutoiy appropriations limit. The statute (lowa Code Section 8.54)
limits state general fund appropriations to 99 percent of adjusted general fund receipts. The limit is reduced
to 95 percent for any new revenue source for the first year that the new revenue source is in place. Excess
revenues go first to the Cash Reserve Fund, then to the Rebuild Infrastructure Account, and then to the
Economic Recovery Fund.

Louisiana

State government in Louisiana operates under both a revenue and expenditure limit. The revenue limit was
passed by the Legislature as a statutory restriction in 1979 (RS 47:5001-11) and the expenditure limit was
adopted as a constitutional amendment (Article 7, Section 10) in 1993.

According to the revenue limit, tax revenue shall not exceed the ratio of FY 1978-79 tax revenue to 1977 state
personal income, and expenditures for any given year shall not exceed anticipated state revenues for that year.
The statute may be amended by vote of the Legislature. State tax revenue in excess of limit shall be deposited
in the Tax Surplus Fund; appropriations from that fund may only be made for paying tax refunds.

The constitutional amendment limits state spending to 1992 appropriations plus per capita personal income

growth. The limit may be waived by a two-thirds vote of the Legislature and surplus revenues may only be
used to retire debt in advance of maturity.

Massachusetts

Massachusetts has two limits on the books. In 1986, a citizen initiative limiting stale revenue collections
passed in Massachusetts. It created a revenue limit equal to the average growth of wages and salaries of the
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previous three years. The law requires surplus revenues to be refunded as a personal income tax credit;
however, the statute may be amended by a majority vote of the legislature.

The other limit was imposed by the legislature. In anticipation of the citizen imposed limit, the state
legislature created a budget stabilization fund. If the balance of the state general budget exceeds 0.5 percent of
tax revenue for the fiscal year, the excess is to be transferred to the Commonwealth Budget Stabilization Fund.
This fund is allowed to grow only to 5 percent of the state tax revenue for that year. If the surplus is greater,
then it must be refunded as stated in the initiative law.

Michigan

In 1978, a citizen initiative known as the Headlee Amendment resulted in a state revenue limit and adoption of
Article IX, Section 25-34 of the Michigan Constitution. The limit applies to all state revenues less federal aid
and prohibits the state from collecting more than 9.49 percent (the ratio of 1978-79 revenue to 1977 state
personal income) of personal income in tax revenues for any fiscal year. If revenues exceed the 9.49 percent
limit by more that 1 percent, the entire amount of the surplus must be refunded to taxpayers in the following
year through both business tax and individual income tax refunds. If the limit is exceeded by less than 1
percent, the surplus may be deposited into the Budget Stabilization Fund.

To exceed the limit, the governor must first specify an emergency; then the Legislature must concur by two-
thirds vote in each chamber. In addition, the following provisions apply: 1) the limit may be adjusted if a
constitutional amendment results in program responsibility being transferred from one level of government to
another; 2) the state is prohibited from reducing the current proportion of local services financed through
state aid; 3) no new program shall be required of local governments unless funded by the state; and 4) the
proportion of total state spending paid to all units of local government as a group shall not be reduced below'
the proportion for FY 1978-79

Mississippi
The Mississippi Legislature adopted a statutory' appropriations limit in 1992. The limit applies to budget
recommendations and appropriations, and limits spending to 98 percent of projected revenues. One-half of

any year-end surplus remains in the general fund and one-half goes into a working cash/stabilization reserve
fund u[ to the 7.5 percent ceiling, then the remainder goes into a special education fund.

Missouri

In 19S0, Missouri voters adopted a citizen initiative revenue limitation as an amendment to the state
constitution (Article X, Section 16-24J. The amendment is commonly referred to as the Hancock Amendment
and it limits state revenue to the ratio of fiscal year 1980-81 state revenue to 1979 state personal income,
multiplied by the greater of state personal income in any calendar year or the average slate personal income
over the previous three calendar years. To exceed the limit, the governor must first specify an emergency; then
the legislature must concur by two-thirds vote in each chamber. There arc provisions for the transfer of
government responsibility as follows: 1) the limit may be adjusted if program responsibility is transferred
from one level of government to another; 2) the state is prohibited from reducing the current proportion of
local services financed through state aid; and 3) no new' program shall be required of local governments unie”
funded by the state. Revenues exceeding the limit by 1percent or more shall be used for tax refunds in
proportion to income tax liability. Excess less than 1percent may be transferred to the general revenue fund.

In addition to the Hancock amendment, Missouri voters adopted a new' constitutional amendment in April
1996 that tightens the state revenue limit. Amendment 4 requires voter approval for any tax or fee increase
that will produce revenues greater than: 1) $50 million adjusted annually by the percentage change in state
personal income for the year two years prior to the current fiscal year; or, 2) 1 percent of the state revenues for
the fiscal year two years prior to the current legislature’s action, whichever is less. To waive the limit, the
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governor must first specify an emergency; then the legislature must concur by two-thirds vote in each
chamber.

Montana

In 1981, the Montana Legislature adopted a state spending limit (Montana Revised Statutes, Section 17-8-105)
where state biennial appropriations shall not exceed state appropriations for the preceding biennium plus the
product of the preceding biennial appropriations and the growth percentage. The growth percentage is the
difference between average state personal income for three calendar years immediately preceding the next
biennium and the average state personal income for the three calendar years immediately preceding the
current biennium. To waive the limit, the governor must declare an emergency and the Legislature must then
approve specific additional expenditures by two-thirds vote of each chamber.

Nevada

li. 1979, the state Legislature adopted a statutory expenditure limitation (Nev. Rev. Stat. 353.213) that applies
to the governor's proposed general fund expenditures. The limit ties state expenditures to population growth
and inflation using the 1975-76 biennium as the base. There are no provisions to exceed the limit since it only
applies to the recommended buoget and is non-binding.

New Jersey

The New Jersey Legislature adopted a statutory expenditure limit in 1990 (New Jersey Revised Statutes
52:911-26). The limit applies to general fund state appropriations less exemptions for debt sendee, state aid,
grants-in-aid and capital construction. State appropriations are not to exceed the average state per capita
annual income of the prior three years. The limit may be waived with a two-thirds vote of the Legislature. In
addition, an adjustment to limit shall be made if program responsibility is transferred between state and local
governments.

North Carolina

In 1991, the North Carolina state legislature adopted a statutory expenditure limitation (Statute 143-15-4)-
The law limits the fiscal year operating budget to 7 percent or less of the projected total state personal income
for that fiscal year. The limit may be exceeded to the extent that Medicaid, prison operations or state health
insurance increases exceed increases in state personal income. Revenue surpluses are reverted to the general
fund credit balance.

Oklahoma

In 1985, an amendment was added to the Oklahoma state constitution (Article 10, Section 23) that limits state
expenditures. The law limits spending lo a 12 percent yearly increase (adjusted for inflation) and limits
appropriations to 95 percent of certified revenue. Revenues to the general fund in excess of the official
estimate (up to 10 percent) shall be deposited in a rainy day fund until that fund hits its 10 percent cap.

Oregon

In 1979, the Oregon legislature adopted a statute (ORS 291.355) that limits the rate of growth of
appropriations in each biennium to the rate of growth of state personal income in the two prior calendar years.
The statute may be amended at any time by a legislative majority and adjustments to the limit shall be made if
program funding is transferred from general fund to non-general fund sources or vice-versa.

In addition, revenue exceeding close-of-session revenue forecast by 2 percent or more shall be used for tax
refunds proportional to income tax liability.
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Rhode Island

Rhode Island adopted a constitutional amendment (Article 9, Section 16) in 1992 that limits state
appropriations. State general fund appropriations are limited to 98 percent of estimated general fund revenue
and the prior year's unencumbered funds. Excess revenues between 98 percent and 100 percent of estimated
revenues must be put into the rainy day fund. Revenues above 100 percent of the forecast must be used to
reduce state indebtedness, pay debt service or fund capital projects.

South Carolina

Article X, Section 7 of the South Carolina Constitution limits state government spending. The South Carolina
law, adopted in 1984, provides that state appropriations in any fiscal year are limited to the greater of: 1) the
stale appropriation authorized by the spending limit for the previous fiscal year increased by the average
growth of persona] income over the three preceding years, or 2) 9.5 percent of total state personal income for
the previous year. Also, the number of state employees is tied to state population. Expenditures included
under the spending limit are those from the general fund, Highway Trust Fund and the Education
Improvement Act. The limit may be exceeded for one year by a two-thirds vote of the legislature if it first
declares a financial emergency. Also, eveiy five years the legislature can review the composition of the limit.
Excess revenues may be spent to match federal programs, for debt purposes, tax relief or transferred to the
reserve fund.

Tennessee

Tennessee’s 1978 constitutional amendment (Article I, Section 24) was adopted at a state constitutional
convention and limits the grow'th in state appropriations to the growth in state personal income. Specific
additional amounts may be approved by a majority vote of the legislature. If the state increases expenditure
requirements oflocal government, it must share in the cost.

Texas

Article VIII, Section 22 of the Texas Constitution was adopted in 1978 and limits spending of state tax
revenues not dedicated by the state constitution. The growth of biennial appropriations shall not exceed the
rate of growth of state personal income.

If the Legislature adopts a resolution that an emergency exists, additional spending may be authorized by a
majority vote of the Legislature.

Utah

In 3989, the Utah Legislature adopted a state spending limit (Statute 59-17A-104). The limit ties yearly growth
in appropriations to population growth and inflation. To waive the limit, an emergency must be declared by
the governor and confirmed by two-thirds of both houses of the Legislature. The law allows for the following
adjustments: 1) an adjustment to the limit shall be made if program responsibility is transferred between state
and local governments; and 2) an adjustment to the limit shall be made if program funding is transferred from
general fund to non-general fund sources or vice-versa.

Washington

In November 1993, voters in Washington approved citizen Initiative 601. 1-601 limits state expenditures by
statute according to a three year rolling average of inflation and population growth. To waive the limit, an
emergency must be declared and approved with a two-thirds vote of the Legislature. Ifrevenue produced by a
tax increase remains within the expenditure limit, only two-thirds legislative approval is required for the
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increase. If revenues will exceed the limit, voter approval is needea. The law prohibits the state from
imposing new mandates on local governments unless fully reimbursed.

Excess revenue goes into an Emergency Reserve Fund; if the fund exceeds 5 percent of general fund revenue,
the additional surplus is placed in the Education Construction Fund.

Source: NCSL survey of state fiscal officers, April 1996
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Stale Limit Applies to
Year Of Adoption—

Type Of Limit—

Method Of Approval

Alaska Slate appropriations
1982

Constitutional

Expenditure

Legislative

Referendum

Arizona Appropriations of state
1978 tax revenues

Constitutional
Expenditure
Legislative
Referendum

The Limit is

Yearly growth of
appropriations may not
exceed percentage
increase in population
and inflation

Appropriations of state
lax revenues shall nol
exceed 7.23 percent of
state personal income

Provisions for Waiver

In the event of decreased
revenues, an
appropriation may be
made from the Budget
Reserve Fund

Requires two-thirds
legislative approval for
specific additional
appropriations

Provisions in the Case of Treatment of Surpluses
Transfer of
Responsibility for
Government Program
None None

Legislature shall provide None
for adjustments to limit

if court order or

legislative enactment

transfers responsibility
between state and local
governments or between
federal and state

governments

29



Stale Limit Applies to
Year Of Adoption-

Type Of Limit—

Method Of Approval

California Appropriations of state
1979 tax revenues

Constitutional
Expenditure
Citizen Initiative

Colorado State general fund
1991 appropriations
Statutoiy

Expenditure
Legislative Vote

30

The Limit is

Yearly growth in
appropriations limit shall
not exceed percentage
increase in population
and per capita personal
income

6 percent of prior year's
appropriation

National Conference of State Legislatures

Provisions for Waiver

In the event ofan
emergency, the
appropriations limit may
be exceeded provided
increased expenditures
are compensated for by
reduced expenditures
over three following
years. Alternatively, the
limit may be changed by
voters but the change is
operative for only four
years

Legislative majority

Provisions in the Case of
Transfer of
Responsibility for
Government Program

1) The appropriations
limit shall be altered if
program responsibility is
transferred from one
government entity to
another, from
government to private
entity, or from funding
through general revenues
to funding through
special revenues.

2) The state shall provide
the funding when it
requires local
government to provide a
program.

3) Appropriations
required for purpose of
complying with federal
requirements arc not
under limit

None

Treatment of Surpluses

One-halfofall surplus
rever. tes shall be
returned to taxpayers by
revision of tax rates or
fee schedules within next
two fiscal years; one-half
shall be allocated to K-14
school districts.

None



Slate

Year Of Adoption—
Type Of Limit—
Method Of Approval
California

1979

Constitutional
Expenditure

Citizen Initiative

Colorado

1991

Statutoiy
Expenditure
Legislative Vote

30

Limit Applies lo

Appropriations of state
tax revenues

State general fund
appropriations

The Limit is

Yearly growth in
appropriations limit shall
nol exceed percentage
increase in population
and per capita personal
income

6 percent of prior year's
appropriation
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Provisions for Waiver

In the event of an
emergency, the
appropriations limit may
be exceeded provided
increased expenditures
are compensated for by
reduced expenditures
over three following
years. Alternatively, the
limit may be changed by
voters but the change is
operative for only four
years

Legislative majority

Provisions in the Case of
Transfer of
Responsibility for
Government Program

1) The appropriations
limit shall be altered if
program responsibility is
transferred from one
government entuy to
another, from
government to private
entity’, or from funding
through general revenues
to funding through
special revenues.

2) The state shall provide
the funding when it
requires local
government to provide a
program.

3) Appropriations
required for purpose of
complying with federal
requirements are not
under limit

None

Treatment of Surpluses

One-halfofall surplus
revenues shall be
returned to taxpayers by
revision of tax rates or
fee schedules within next
two fiscal years; one-half
shall be allocated to K-14
school districts.

None



Stale

Year Of Adoption-
Type Of Limit—
Method Of Approval
1992

Constitutional
Expenditure
Revenue

Citizen Initiative

&

Connecticut
1991-Slatutory
(Resolution  For
Constitutional
Amendment)
1992-Constitutional
Expenditure
Legislative Vote-1991
Legislative
Referendum-1992

A

Delaware
197S
Constitutional
Expenditure
Legislative
Referendum
Florida

1994
Constitutional
Revenue
Legislative
Referendum

Limit Applies to

All state spending and
tax increases

State appropriations (but

excludes debt service,
state grants to distressed
municipalities, first year
expenditures for federal
mandates or court
orders, and expenditures
from the Budget Reserve
Fund)

State general fund
appropriations

All state revenues
including taxes, fees,
licenses and charges

The Limit is

Spending can only
increase based on
populations growth and
increase in CPI; 110
change in taxes or tax
policy without vote
approval; current
spending limits cannot
be weakened without
voter approval

Appropriations shall not
increase my more than
the increase in personal
income in the state
(average of the annual
increase for each of the
preceding five years) or
the increase in inflation
(CPI-University,
preceding 12- month
period), whichever is
greater

98 percent of estimated
general fund revenue and
prioryear's
unencumbered funds

Prior year's revenue plus
growth, defined as a five-
year rolling average of
personal income growth

Provisions for Waiver

Any vole-approved
increases; General
Assembly can declare
emergency by two-thirds
vote and raise emergency
taxes subject to vote
approval

Governor can declare an
emergency or the
existence of
extraordinary
circumstances, plus
approval by three-fifths
of both House and
Senate

Declaration of an
emergency and three-
fifths vote of each
chamber

Two-thirds vote of the
Legislature
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Provisions in the Case of Treatment of Surpluses
Transfer of
Responsibility” for
Government Program
Locals can reduce or end Excess revenues must be
its subsidy for any slate- refunded to the citizens
mandated program
except K-12 education;
90 days notice required
and adjustment can
occur in a maximum of
three equal annual
installments. Local taxes
supporting these
programs must be
reduced accordingly
None 1) Budget Reserve Fund
(Rainy Day Fund)
2) Reduction of bonded
indebtedness
3) Any purpose
authorized by at least
three-fifths of both
House and Senate

Goes into an
accumulative cash
balance and is available
for appropriations in
ensuing fiscal year

None

Excess revenues go to the
budget stabilization fund.
When the fund reaches
statutory maximum, the
excess is rebated to
taxpayers

Legislature by statute can
adjust the limit to reflect
transfers in funding
responsibilities between
state and local
governments

31



Stale

Year Of Adoption-

Type Of Limit—

Method Of Approval

Hawaii

1978
Constitutional
Expenditure
Constitutional
Convention

Idaho

1980

Statutory
Expenditure
Legislative Vole

lowa

1992

Statutoiy
Expenditure
Legislative Vote

Louisiana
1979

Statu tor}'
Revenue
Legislative Vote

1993
Constitutional

Expenditure
Legislative
Referendum

32

Limit Applies lo

Slate general fund
appropriations

Stale general fund
appropriations (modified
in 1994 to exclude one-
time expenditures)

State general fund
appropriations

Slate tax revenue

Stale general fund
appropriations

The Limit is Provisions for Waiver

General fund
appropriations shall not
exceed the average rate
of growth of state
personal income for
three previous years

Specific appropriations
over the limit require
two-thirds approval in
both chambers

Appropriations shall not No provision
exceed five and one-third

percent of state personal

income

Appropriations can be 99 None
percent of adjusted
general fund receipts

Tax revenue shall not
exceed the ratio of FY
1978-79 tax revenue to
1977 state personal
income. Expenditures for
any given year shall not
exceed anticipated stale
revenues for that year
State spending limited lo Two-lhirds vcte by the
1992 appropriations plus Legislature

per capita personal

income growth

Statute may be amended
by vote of the Legislature

National Confcrencj of State Legislatures

Prolusions in the Case of Treatment of Surpluses

Transfer of
Responsibility for
Government Program
The state must share the
cost of any new program
or service increase

required of local
governments by the
Legislature

Adjustments to limit
shall be made if court
order or legislative
enactment transfers
responsibility’ between
state and local
governments or between
federal and state
governments

None

None

None

If the state general fund
balance in each of two
succeeding years exceeds
5 percent of general fund
revenues the Legislature
will provide for a tax
refund

No provision

Excess goes to Cash
Reserve Fund, then to
the Rebuild
Infrastructure Account,
then to Economic
Recovery Fund

State tax revenue in
excess of limit shall be
deposited in the Tax
Surplus Fund;
appropriations from that
fund may be made for
paying tax refunds

Surplus may only be used
to retire debt in advance
of maturity



Stale

Year Jf Adoption—
Type Of Limit—
Method Of Approval
M assachusetts
1986

Statutory

Revenue

Legislative Vote

Michigan

1978
Constitutional
Revenue

Citizen Initiative

Limit Applies to

Slate revenue

All slate venues less
federal aid

The Limit is Provisions for Waiver

General fund balance
may not exceed one-half by vote of the legislature
of 1percent of the year's

tax revenue

Governor must first
specify an emergency;

For any fiscal year, state
revenue may not exceed
9.49 percent of total
personal income for the
year prior

concur by two-thirds
vote in each chamber

National Conference of State Legislatures

Statute may be amended Vote of legislature

then the Legislature must is transferred from one

Provisions in the Case of Treatment of Surpluses
Transfer of
Responsibility for
Government Program
Excess revenues
transferred to a budget
stabilization fund which
is only allowed to grow to
5 percent of the state tax
revenue; if the fund
grows by more, the
excess goes back to the
taxpayers as an income
lax credit
Proportional personal
income tax credit
Revenues exceeding limit
by 1percent or more
shall be used for tax
refunds set in proportion
lo income tax liability.
Excess less than 1
percent may be
transferred to the State
Budget Stabilization
Fund

1) Limit maybe adjusted
if program responsibility

level of government to
another by means ofas
constitutional
amendment

2) State is prohibited
from reducing current
proportion oflocal
services financed
through state aid

3) No new program shall
be required oflocal
governments unless
funded by state

4) The proportion of total
stale spending paid to all
units oflocal government
as a group shall not be
reduced below
proportion for FY 1978-
79
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Stale

Year Of Adoption—
Type Of Limit—
Method Of Approval
M ississippi

1992

Statutoiy
Expenditure
Legislative Vole

M issouri

1980
Constitutional
Revenue

Citizen Initiative

34

Limit Applies to

Budget
recommendations and
appropriations

Total state revenue

The Limit is

Budget and
appropriations are
limited to 98 percent of
projected revenues

Revenue shall not exceed
the ratio of FY 1980-81
state revenue to 1979
state personal income,
multiplied by the greater
of state personal income
in any calendar year or
the average state
personal income over the
previous three calendar
years

National Conference of State Legislatures

Provisions for Waiver

None

Governor must first
specify an emergency;
then the legislature must
concur by two-thirds
vole in each chamber

Provisions in the Case of Treatment of Surpluses

Transfer of
Responsibility for
Government Program
None

1) Limit may be adjusted
if program responsibility
is transferred from one
level of government to
another.

2) State is prohibited
from reducing current
proportion oflocal
services financed
through state aid.

3) No new program shall
be required oflocal
governments unless
funded by stale.

One half ofyear-end
surplus remains in the
general fund and one half
goes into a working
cash/stabilization
reserve fund up to the 7.5
percent ceiling, then
remainder goes into a
special education fund
Revenues exceeding limit
by 1percent or more
shall be used for tax
refunds set in proportion
lo income tax liability".
Excess less than 1
percent may be
transferred to the general
revenue fund



Stale

Year Of Adoption—
Type Of Limit—
Method Of Approval
1996

Constitutional
Revenue

Citizen Initiative

Montana

1981

Statu lor}
Expenditure
Legislative Vote

Limit Applies to

Total stale revenue

State appropriations

The Limit is

Voter approval required
for any tax or fee
increase that will
produce revenues greater
than:

1) $50 million adjusted
annually by the
percentage change in
state personal income for
the second previous
fiscal year, or

2) one percent of the
state revenues for the
second fiscal year prior
to the legislature's action,
whichever is less

State biennial
appropriations shall not
exceed state
appropriations for the
preceding biennium plus
the product of preceding
biennial appropriations
and the growth
percentage. The growth
percentage is the
difference between
average state personal
income for three
calendar years
immediately preceding
the next biennium and
the average stale
personal income for the
three calendar years
immediately preceding
the current biennium

Provisions for Waiver

Provisions in the Case of Treatment of Surpluses

Transferor

Responsibility for
Government Program

Governor must first None
specify an emergency;

then the legislature must
concur by two-thirds

vote in each chamber

Governor must declare  None
an emergency.

Legislature must then

approve specific

additional expenditures

by two-thirds vote of

each chamber

National Conference of State Legislatures

Does not affect 1980
amendment-same as
above

No provision
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Stale

Year Of Adoption—
Type Of Limit—
Method Of Approval
Nevada

1979

Statutoiy
Expenditure
Non-Binding
Legislative Vote
New Jersey
1990

Statutory
Expenditure
Legislative Vote

North

1991
Statutoiy
Expenditure
Legislative Vote

Carolina

Oklahoma
1985
Constitutional
Expenditure
Legislative
Referendum
Oregon

1979
Statutoiy
Expenditure
Legislative Vole

36

Limit Applies lo

Governor's proposed
general fund
expenditures

General fund state
appropriations less
exemptions for debt
service, state aid, grants-
in-aid and capital
construction

State appropriations

Appropriated revenues

Stale appropriations

The Limit is

Stale expenditures are
tied to population growth
and inflation using the
1975*76 biennium as the
base

Appropriations shall not
exceed the average prior
three years of state per
capita annual income

Eiscal year operating
budget shall not be
greater than 7 percent of
the projected total state
personal income for that
fiscal year

1) 12 percent yearly
increase (adjusted for
inflation)

2) 95 percent of certified
revenue

1he rate of growth of
appropriations in each
biennium shall not
exceed rate of growth of
state personal income in
the two prior calendar
years

National Conference of State Legislatures

Provisions for Waiver

Net applicable because
non-binding

Two-thirds vote of the
Legislature

Limit may be exceeded to
the extent that Medicaid,
prison operations or
state health insurance
increases exceed
increases in stale
personal income

None

Legislative majority

Provisions in the Case of
Transfer of
Responsibility for
Government Program

None

Adjustment to limit shall
be made if program
responsibility is
transferred between state
and local governments

None

None

Adjustment to limit shall
be made if program
funding is transferred
from general fund to
non-general fund sources
or vice-versa

Treatment of Surpluses

No provision

No provision, but the
state has a rainy day fund

Revert to general fund
credit balance

Revenue to general fund
in excess of estimate (up
to 10 percent) shall be
deposited in a rainy day
fund

Revenue exceeding close
of session revenue
forecast by 2 percent or
more shall be used for
tax refunds proportional
to income tax liability



®
Stale Limit Applies lo
Year Of Adoption-
Type Of Limit—
Method Of Approval
Jlliode Island Stale general fund
1992 appropriations

Constitutional
Expenditure
Legislative
Referendum

South Carolina State appropriations

1980, 1984 approved by General
Constitutional Assembly

Expenditure

Legislative

Referendum

Tennessee Appropriations of stale
1978 tax revenue

Constitutional
Expenditure
Constitutional

Convention
Texas Appropriations of state
1978 tax revenues not

Constitutional
Expenditure
Legislative
Referendum

dedicated by the state
constitution

The Limitis

98 percent of estimated
general fund revenue and
prior year's
unencumbered funds

Yearly growth in state
appropriations shall not
exceed average growth of
personal income over
three preceding years or
9.5 percent of total state
personal income,
whichever is greater.
Also, the number of state
employees is tied to state
population

Growth in state
appropriations shall not
exceed grow'th in state
personal income

Growth of biennial
appropriations shall not
exceed rate of growth of
state personal income

Provisions for Waiver
Transfer of
Responsibility for
Government Program

None None

Limit may be exceeded  None
for one year by a two-

thirds vote of the

legislature if it first

declares a financial

emergency. Also, every

five years the legislature

can review the

composition of the limit

Specific additional Stale must share in cost
amount may be approved ifit increases
by majority vote of the expenditure

legislature requirements oflocal
government
Specific additional None

amount may be approved
by majority vote of the
Legislature ifit first
adopts a resolution that
an emergency exists

National Conference of State Legislatures

Provisions in the Case of Treatment of Surpluses

2 percent must be put
into rainy day fund

Excess revenues may be
spent to match federal
programs, for debt
purposes, tax relief, or
transferred to reserve
fund

No provision

No provision
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Slate

Year Of Adoption-
Type Of Limit—
Method Of Approval
Utah

1989

Statutory
Expenditure
Legislative Vole

W ashington
1993

Statutory
Expenditure
Citizen Initiative

38

Limit Applies to

State appropriations

State expenditures

National Conference of State Legislatures

The Limit is

Yearly growth in
appropriations tied to
population growth and
inflation

State expenditures are
tied to a three year
rolling average of
inflation and population
growth

Provisions for Waiver

Emergency must be
declared by governor and
confirmed by more than
two-thirds of both houses
of the Legislature

An emergency must be
declared and approved
with two-lhirds vote of
the Legislature. Revenue
increases need two-

thi ds legislative
approval if within
expenditure limit, voter
approval needed to
exceed limit

Provisions in the Case of
Transfer of
Responsibility for
Government Program

1) Adjustment to limit
shall be made if program
responsibility is
transferred between state
and local governments

2) Adjustment to limit
shall be made if program
funding is transferred
from general fund to
non-general fund sources
or vice-versa

Prohibits state from
imposing new mandates
011 local governments
unless fullv reimbursed

Treatment of Surpluses

No provision

Excess revenue goes into
Emergency Reserve
Fund; if fund exceeds
five percent of general
fund revenue, the
additional surplus is
placed in the Education
Construction Fund



Fiscal DepartmentPublications

Legislative Finance Papers

State Tax and Expenditure Limits, Rafool, November, 1996 (LFP #104, ISBN 1-55516-558-3)

State Budget Actions 1996, Snell, Perez, November 1996 (LFP it103, ISBN 1-55516-556-7)

State Tax Actions 1996, Mackey, October 1996 (LFP #102 ISBN 1-55516-555-9)

State Fiscal Outlookfor 1996, Perez, January, 1996 (LFP #101, ISBN 1-55516-554-0)

State Budget Actions 1995, Sneli, Carter, Perez and Rafool, December, 1995 (LFP #100, ISBN 1-55516-035-2)

State Tax Actions 1995, Mackey, December, 1995 (LFP #99, ISBN 1-55516-014-X)

Legislative Oversight ofFederal Funds, Perez, June, 1995 (LFP %98)

Amending The Federal Constitution to Require a Balanced Budget, Snell and Mackey,December, 1994 (LFP tt96, ISBN 1-
55516-008-5)

State and Local Tax Levels- 1992, Mackey and Perez, 1994 (LFP #92, ISBN 1-55516-552-4)

The Performance Budget Revisited: A Report 011 State Budget Reform Ini.iatives, Hayes, 1993 (LFP it91, ISBN i-555i6-553*
2)

State Programs to Assist Distressed Local Governments, Mackey, 1993 (LFP #86, ISBN 1-55516-083-2)

Other Fiscal Program Publications

State Strategies to Manage Budget Shortfalls, Fiscal Partners Project, Eckl, Mackey and Snell, December, 1996 (ISBN 1-55516-
557-5)

State-Tribal Relations: Building New Traditions, Zelio and Reed, November 1995 (ISBN 1-55516-929-5)

Public Pensions: A Legislator's Guide, Fiscal, Oversight & Intergovernmental Affairs Committee project, Snell, July 1995
(ISBN 1-55516-085-9)

Fundamentals of Sound State Budgeting Practices, Fiscal Partners Project, Snell and Eckl,May 1995
(ISBN 1-55516-013-1)

Earmarking State Taxes, Perez Ron Snell, April 1995 (ISBN 1-55516-524-9)

State Tax Policy and Senior Citizens, Carter and Mackey, December 1994 (ISBN 1-55516-523-0)

Financing State Government in the J99os, NCSL and NGA; edited by Ron Snell, December 1993
(ISBN 1-55516-530-3)

Principles OfA High Quality State Revenue System, Second Edition, Fiscal Partners Project, Eckl and Ron Snell, November
1992
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Draft - Spending Limit Proposals

Fixed Base year of FY95 & 3 yr floating avg for variable A 3 | | r M
a.ouu-u FY97 FY98 FY99 FYO0O0 FYOI FY02 FY03 FYO04 FYO05
—e¢— Pop + Income 3,129.2 3,063.9 3,016.0 3,037.2 3,063.9 3,076.5 3,100.3 3,103.6 3,125.2
- Pop +CPI 3,035.2 3,003.9 2,990.9 2,988.8 2,992.2 2,985.7 2,988.5 2,992.7 3,005.0
—A— Pop + CPl<=lncome  3,035.2 3,003.9 2,984.5 2,988.8 2,992.2 2,985.7 2,988.5 2,992.7 3,005.0
________ Actual Auth 2,941.2 2,958.4 3,082.3 2,934.2 3,382.0 3,449.9 3,358.3 3,229.5 3.051.5

Draft - Spending Limit Proposals
Base year of 2 years prior & 3 yr floating avg for variable

3,600.0

0.00U.0 “o-sir

FYo7 FYos FY99 FY00 FYo1 FYo2 | FY03 FY04 FY05
—+— Pop + Income 3,063.9 3,017.9 3,165.8 3,145.7 33135 | 33179 3,498.5 3,527.6
Pop + CPI 3,003.9 2,992.7 3,054.4 3,046.5 3,025 | 13,0973 3.158.7 3,166.5
3,003.9 2,986.3 3,054.4 3,039.9 3,102.5 3,090.7 3,158.7 3,159.7

—A— Pop + CPI<=Income

Draft - Spending Limit Proposals
Base year of 3 prior year avg & 3 yr floating avg for variable

<+— Pop + Income
Pop «CPI
a- Pop + CPl<=income

1) Exemptions: Railroad; federal funds; permanent fund; permanent fund income for dividends; g.o. bonds, revenue bonds, COPs;
debt service on revenue bonds;donations/gifts/grants; University tuition



Reserved Fund Balance

ALASKA PERMANENT FUND
FINANCIAL PROJECTIONS 2004 - 2014

asufDecember 31,2003

Long-term projections mil extend ten years, based on host available Inlormalion (In millions)

Unrealized
FY Begin Dedicated FY End! Gain (Loss) FYEnd
Contrlb. Appro- State Inflation Contributions! Net FY End Reserved
FY  Balance priatlons Revenues  Proofing Balance! Change Balance Balance
77-96 0 5,870 5711 4,624 16,205; 2,084 2,084 18,289
97 16,205 829 308 486 17,828j 1,085 3,169 20,997
98 17,828 35 230 423 18,51 802 3,971 22,487
99 18,516 41 155 288 iy,000| (430) 3,541 22,541
00 19,000 281 310 423 2(..014| (12) 3,529 23,543
01 20,014 7 339 686 21,046! (2,146) 1,383 22,429
02 21,046 (23) & 258 603 21,884! (878) 505 22,389
03 21,884 354 Pl 398 352 22,9B8j 601 /71,106"\_. 24,094
04 22,988 12 300 0p 23,3011 2,345 ( 3451 J26,752
1
05 23,301 15 252 613 24,1B0j 450 3,902 28,082
06 24,180 18 213 635 25,045i 391 4,292 29,337
07 25,045 20 205 657 25,927! 356 4,648 30,575
08 25,927 22 202 680 26,831J 329 4,977 31,808
09 26,831 24 199 703 27,757, 308 5,285 33,042
10 27,757 26 189 727 28,700; 290 5,576 34,275
1 28,700 33 182 752 29,667! (19) 5,557 35,223
12 29,667 29 173 Ve 30,646! 347 5,904 36,550
13 30,646 32 164 802 31,644i 329 6,233 37,877
14 31,644 42 180 828 32,694, (66) 6,167 38,861
Cumulative Totals
Proiected for 2004-2014 2,259 7,174
Assumptions: Total Return < Inflation = Total Real Return S millions
FY 2004 15.16% 2.28% 12.88% 65.000
FY 2005-2014 W 7.60% 2.60% 5.00%
60.000
55.000
01 Accounting net income is statutory net income plus the net
change in unrealized gains (losses) and settlement earnings. 50.000
Pl Earnings reserve appropriated to principal and 45.000
settlement earnings transferred to principal per AS 37.13.145(d). 40.000
Pi Final reconcilialion on State of AK royalty case.
(*i Based on 2003 Callan capital market assumptions and median 35.000
expected returns. Actual results will vary from projections. 30.000
Pi Total Fund equals reserved fund balance plus the realized earnings account.
PI The MOMA volatility graph shows the range of possible outcomes 25.000
with the extremes of the bars indicating the less likely probability. 20.000
Pi $354 of FY04's projected inflation proofing of $531 was prefunded in FY03. 2004

Currently there is no FY04 appropriation for Ihe remaining $177 balance.

Acct.
Net
Income
14,134
3,149
3,435
2,148
2,249
(924)
(617)
963

3,668

2,067
2,203
2,343
2,479
2,611
2,745
2,381
3,019
3,161
3,309

30,486

2005

Statutory
Net

3

poKW /P ndpal

Sc3 |

Unrescived Fund Balance

Distributions of
Statutory Net Income

income Dividends

14,054
2,036
2,5n5
2,544
2,222
1,199

257
355

1311

1,601
1,794
1,967
2,128
2,279
2,428
2,867
2,643
2,800
3,334

25,152

5,993
747
893

1,045

1,172

1,113
926
691

561

496
558
738
924
1,026
1,113
1,225
1,296
1,367
1,478

10,762

Inflation
Proofing
4,624
486

42"

28a

423

686

602

352

0

613
635
657
680
703
727
752
T
802
828

7.174

General

Fund
223

b

O A A W W PR

o

Realized Earnings Acct

Net
Change
104
3
1,282
1,201
382
(588)
(1,248)
(tU35h

750

493
602
572
524
549
588
890
570
631
1,028

FY End
Balance

1,343
1,944
2,j16
3,040
3,589
4,177
5,067
5,637
6,268
7,296

Volatility of Forecast Fund Market Value 9

m

m.

2006 2007

b

M.

2008

amlt

2009

2010

2011

2012

d

2013

o f

I~ "

TOTAL
FUND
FY End
EY Balance
77-96 18,393
97 21,104
98 23,876
99 25,131
00 26,515
01 24,813
02 23,525
03 24,194
04 27,602
05 29,424
06 31,282
07 33,091
08 34,848
09 36,632
10 38,453
u 40,291
12 42,187
13 44,146
14 46,157
Probability

a mil 0%

2014

25%
m Projected
25%

m10%



WORK

BY

Offered:

DRAFT WORK DRAFT WORK DRAFT

23-LS1007M
Cook
3/16/04

CS FOR SENATE JOINT RESOLUTION NO. 18( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

Referred:

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF THE LEGISLATIVE BUDGET AND
AUDIT COMMITTEE BY REQUEST

A RESOLUTION

Proposing amendments to the Constitution of the State of Alaska relating to the Alaska

permanent fund, establishing the earnings reserve account, and permitting distribution

front the account only for permanent fund dividends and public education.

BE IT

RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. Article IX, sec. 15, Constitution of the State of Alaska, is amended to read:

Section 15. Alaska Permanent Fund, {a] At least twenty-five per cent of all
mineral lease rentals, royalties, royalty sale proceeds, federal mineral revenue sharing
payments and bonuses received by the State shall be placed in a permanent fund, the
principal of which shall be used only for those income-producing investments
specifically designated by law as eligible for permanent fund investments. The
earnings reserve account is established as a separate account in the fund. All
income from the permanent fund shall be deposited in the earnings reserve account
as soon as it is received. Appropriations may only be made from the earnings

reserve account as provided in fb) of this section [GENERAL FUND LINLESS
OTHERWISE PROVIDED BY LAW],

-1- CSSJR 18( )
New Text Underlined [DELETED TEXT BRACKETED]
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* Sec. 2. Article IX, sec. 15, Constitution of the State of Alaska, is amended by adding a
new subsection lo read:

(b) Appropriations from the earnings reserve account for a fiscal year may not
exceed five percent of the average of the market values of the fund on June 30 for the
first five of the six fiscal years immediately pieceding that fiscal year. Appropriations
from the earnings reserve account may be made only for the following purposes:

(1) a program of dividend payments for State residents established by
law; and
(2) public education.
* Sec. 3. Article XV, Constitution of the State of Alaska, is amended by adding a new
section to read:

Section 30. Transition, (a) On the effective date of the 2004 amendments
relating to the Alaska Permanent Fund (art. 1X, sec. 15), the unencumbered,
unappropriated balance of the earnings reserve account established under
AS 37.13.145(a) is added to the earnings reserve account established in the Alaska
Permanent Fund.

(b) Section 15(b) of Article IX first applies to appropriations for fiscal year
2006. Appropriations from the permanent fund for fiscal year 2005 are subject to
Section 15 of Article 1X as that section read on June 30, 2004.

* Sec. 4. The amendments proposed by this resolution shall be placed before the voters of
the state at the next general election in conformity with art. XIII, sec. 1, Constitution of the

State of Alaska, and the election laws of the state.

CSSJR 18( ) -2-
New Text Underlined [DELETED TEXT BRACKETED]



How the Committee Substitute (Version 1) Answers the Questions
and Concerns Expressed by Members of the Public

Before Alaska’s voters will approve any charges to the Permanent Fund, they will have
lo have confidence in what they are voting for. The complexity of the POMV proposal
brought forward by the Trustees presents too many hurdles to win such approval. If we
in the Legislature want that approval, the amendment must be modified. The following
statements geneialize the concerns and questions | have heard over the past three years
while working in various committees and forums to educate the public on POMV.

Under POMYV, ihe principal value ofthefund can he spentin aprolonged down
market

This CS preserves the original constitutional language that only allows the principal of
the permanent fund to be invested—not spent. It creates a constitutionally based earnings
reserve account into which all income of the fund shall be deposited as soon as it is
received. Appropriations can only be made from the earnings reserve account— nol from
principal.

Once the Legislature begins to spend any ofthe earnings, it will only be a matter of
time before the entirefund is gone

Again, the principal value of the fund may not be spent. The CS retains POMV-like
language limiting how much can be appropriated in a given fiscal year to prevent the
Legislature from appropriating too much in the good times. As an example, today there
is approximately $5 billion in realized income and unrealized gains. The legislature
would bf> fully within its powers to appropriate that full amount. This language will help
prevent overspending, thereby protecting the value of the fund,

How will the earnings be tpent?

Most Alaskans can probably point to one expenditure or another (if not many) made by
the State of Alaska in any given fiscal year that they oppose. The thought of the State
spending earnings of the permanent fund on something they are personally opposed to is
reason enough to vote no on any ballot question put before them. The proposed language
restricts the purposes for which the fund’s earnings can be used to the dividend program
and public education.

The dividend program is threatened by utilizing the earningsfor anything other than
the program itself

This CS provides more protection— constitutional protection— of the dividend program
than the status quo. However, it preserves some flexibility for future Alaskans to
determine how big a dividend they want to pay out from the fund.



Committee Substitute (Version I) and the Holiday Bonus

If the constitutional amendment is approved by 2/3 of both bodies in the Legislature,
conforming statutory changes will need to be made. If the dividend calculation is also
changed to match the new market value management approach, then dividends will be
higher for the next few years.

The Fiscal Policy Caucus in years past proposed a 50/50 split. Sen. Elton has proposed
80/20 and Rep. Gara has suggested 70/30. Under each of these scenarios, the annual PFD
check will be bigger than the status quo formula for the next few years. In order to
demonstrate to the voters how much difference this w'ould make for their families, | am
suggesting that a second round of dividend checks go out if the voters approve the
constitutional amendment.

It generally takes 30 days to certify the results of the general election. The PFD Division
at the Department of Revenue will have just sent out the October distribution and there
will be minimal administrative costs required to send out a second distribution. Once we
have certified results, the division can begin work and by my calculations, get those
checks out to Alaskans in time for the holidays.

Timeline:

In October. Alaska residents will receive their regular dividend check as calculated under
the status quo formula. That check is expected to be in the $S75-$900 range.

In November, voters will decide whether or not lo appro\e the constitu'ional amendment.
If they vote yes, they will receive a second check 6-S w'ceks after the election that makes

up the difference between what they received in October and what they would have
received if the new formula were in effect for 2004.



The ‘ELF’In Alaska’s Oil Taxes

e There are four main taxes paid by the
oll industry:

e Royalty - 12.5%

e Property - 20 mills which equals 2%.
o Corporate income - 9.4%

e Production - 15% before ELF.

bvy Sdjn Fvunch
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The ‘ELF’ In Alaska’s Oil Taxes

The 15% production, or severance, tax

varies because

of the ELF, or

economic limit factor.

At Its simplest,
between zero a
production tax
that field’s tax

the ELF Is a number
nd one. Multiplying the
oy a field’s ELF lowers

ourden.



