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Preface 

The JLARC proposal for the Revenue Stabilization Fund grew out of JLARC's 
study of the executive budget process. JLARC was mandated by the 1990 Appropria- 
tion Act to review the executive budget process, including revenue forecasting, and 
budget preparation and execution. As the study began, it became apparent that there 
would be unusually large revenue shortfalls for the State in fiscal years 1990, 1991, 
and 1992. To answer questions about why these shortfalls occurred, JLARC's review 
was intensified, with priority attention given to revenue forecasting issues. 

The JLARC forecasting review found that, historically, Virginia's forecast ac- 
curacy has been similar to that of other states and the federal government. Although 
the forecasts for FY90 through FY92 were unusually far off, the State's revenue 
shortfall does not appear to be the result of an unsound revenue forecasting process. 
While improvements could be made, the process meets the majority of criteria for an 
optimal forecasting process. Simply stated, forecast error is a normally occurring part 
of the forecast process. Shortfalls -- and surpluses -- can be expected. 

Given the uncertainty of revenue forecasting, the JLARC Subcommittee on 
the Executive Budget Process examined "rainy day" funds as a means coping with 
shortfalls. Funds in 39 states were examined. The subcommittee then sought to adopt 
the best of each and apply it to Virginia. In addition, several concepts unique to 
Virginia were adopted. The result is the Revenue Stabilization Fund proposal. The 
Revenue Stabilization Fund is designed to skim off above-average revenue growth in 
prosperous years. Deposits to the fund draw interest and are available when forecast 
error results in a revenue shortfall. 

As this document went to press, the Senate Finance Committee reported an 
amendment in the nature of a substitute for SJR 159 -- the JLARC subcommittee 
proposal for a Revenue Stabilization Fund. The committee substitute altered manda- 
tory deposits and provided a mechanism for exempting revenues from tax increases. 
The other provisions of the fund remain as described in this report. No subsequent ac- 
tions on the proposal are reflected in this report. 

In addition to JLARC members and staff, staff from the Senate Finance 
Committee, the House Appropriations Committee, and the Division of Legislative 
Services contributed to the proposal. In addition, the Auditor of Public Accounts and 
Mr. A. E. Howard of the University of Virginia reviewed the proposal and made helpful 
remarks. On behalf of the JLARC st&, I wish to express our appreciation for their 
cooperation. 

Y 
Philip A. Leone 
Director 

February 4,1991 





JLARC Report Summary 

Revenue forecasting is not an exact 
science. As noted in the Joint Legislative 
Audit and Review Commission (JLARC) 
Interim Report Revenue Forecasting in the 
Executive Branch: Process and Models, 
while an increased role for the legislature 
and other improvements to the revenue 
forecasting process may improve accuracy 
and would enhance accountability, there 
will still be normally-occurring forecast er- 
ror. Shortfalls and surpluses are both 

inevitable. But forecast error is most prob- 
lematic when it results in revenue short- 
falls. Given the inevitability of forecast er- 
ror, Virginia needs a strategy to cope with 
shortfalls which periodically result. 

The Revenue Stabilization Fund, or 
rainy day fund proposed in this report, would 
be such a mechanism. The fund would 
provide a cushion for the State during un- 
foreseen downturns in the economy. Fur- 
ther, the fund would provide a mechanism 
for building up the fund when above-aver- 
age revenue growth occurred. This feature 
would discourage building high revenue 
growth into the permanent spending base 
of the State. 

The provisions of the proposed Reve- 
nue Stabilization Fund are contained in 
Senate Joint Resolution No. 159, which 
was pre-filed by the subcommittee in De- 
cember 1990. The resolution proposed 
amending the Constitution of Virginia to 
establish the fund. 

The proposed constitutional amend- 
ment addresses a maximum fund size, a 
deposit mechanism, and a withdrawal 
mechanism. The summary exhibit on page 
II highlights the key proposals. 

The Fund Should be 
Constitutionally-Based 

A constitutional amendment would 
ensure that the fund would be a permanent 
part of the fiscal process. A constitution- 
ally-based fund would be more permanent 
than one contained in statute, since the 
former could not be overridden by the Ap- 
propriation Act. In addition, a constitutional 
amendment would avoid potential constitu- 

1 tional problems which could confront a 
statutory fund. 



The Fund Should Have a 
Maximum Allowable Fund Size 

Establishing the maximum size of the 
fund annually, by formula, is important if 
the fund is to keep pace with inflation and 
the increasing responsibilities of govern- 
ment. The proposed formula bases the 
fund size on ten percent of the State's 
average income (individual and corporate) 
and retail sales tax revenues for the prior 

three years. At the current time, the maxi- 
mum fund size would be $459.5 million. 
The maximum fund size is to be computed 
by the Auditor of Public Accounts and re- 
ported to the General Assembly. 

Both Mandatory and Discretionary 
Deposits Would Be Made By the 
General Assembly 

There are two basic deposit provisions: 
deposits guided by a formula and discre- 
tionary deposits. All deposits are to be 
made by legislative appropriation. The pro- 
posed formula requires the deposit of 75 
percent of the above-average revenue 
growth from income (individual and corpo- 
rate) and retail sales taxes. The proposed 
mandatory deposit mechanism is designed 
to be a slow-growing one. The maximum 
fund size could be reached more quickly 
through the use of additional discretionary 
deposits. 

Withdrawals by the Legislature Would 
Address Major Shortfalls 

Under the proposal, a withdrawal may 
be made only by legislative appropriation. 
An appropriation may be made only in the 
event of a shortfall that exceeds two per- 
cent of certified tax revenues. (At the pres- 
ent time, a shortfall would have to be in 
excess of $95 million.) In addition, no more 
than one-half of the fund may be withdrawn 
in any fiscal year. Further, a withdrawal 
cannot exceed one-half of the projected 
shortfall. 

Several objectives are achieved using 
the proposed withdrawal policy. First, the 
entire fund cannot be depleted in the first 
year. In fact, there would never be a zero 
balance in the fund. Sewnd, the fund 
would not be used to address all of a pro- 
jected shortfall. Spending cuts or other 
measures would also have to be employed. 
Finally, the two percent threshold would 
ensure that the fund is not used to com- 
pensate for relatively minor shortfalls. 



I NOTE: 
I 

Recommendation. The General As- 
sembly may wish to establish, by constitu- 
tional amendment, a Revenue Stabiliza- 
tion Fund for Virginia containing the follow- 
ing general characteristics: (a) a maximum 
fund size that is ten percent of income and 
retail sales taxes for the three immediately 
preceding fiscal years; (b) funds may be 
deposited by a discretionary appropriation 
orbya mandatoryappropriatti determined 
by a formula; (c) funds may be withdrawn 

As this document went to press, the Senate Finance Committee re- I 
ported an amendment in the nature of a substitute for SJR 159 -the I 
JLARC subcommittee proposal for a Revenue Stabilization Fund. 1 
The committee substitute lowered mandatory deposits from 75 per- I 
cent to 50 percent of above -average revenue growth. The substitute I 
also provided a mechanism for exempting revenues from tax in- 1 
creases for up to six years. The other provisions of the fund remain I 
as described in this report. A copy of the committee substitute is 1 
included in Appendix A of this report and several references to the I 
substitute have been added to the report. No subsequent actions on I 
the proposal are reflected in this report. 1 

by appropriation of the General Assembly 
during years in which there is a projected 
revenue shortfall; (d) a projected revenue 
shortfall must exceed a threshold amount 
of two percent of the prior fiscal year's 
certified tax revenues in order for a with- 
drawal to be made; (e) funds may be ap- 
plied to no more than one-half of a short- 
fall; and (f) no more than one-half of the 
fund balance may be withdrawn in any one 
fiscal year. 
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A Revenue Stabilization Fund for Virginia 

The Joint Legislative Audit and Review Commission (JLARC) was mandated 
by Item 13 of the 1990 Appropriation Act to "review the Commonwealth's executive 
system of financial planning, execution and evaluation." This study was prepared as 
part of JLARC's fulfillment of that mandate. 

JLARC, at its September 10,1990 meeting, established the Subcommittee on 
the Executive Budget Process. The subcommittee was directed to provide ongoing 
guidance to JLARC staff as it conducted its research and review of the executive 
budget process. The subcommittee, at its October 10, 1990, meeting, directed JLARC 
staff to study the issue of establishment of a rainy day fund in Virginia. During its 
November 14, 1990, meeting, the subcommittee directed JLARC staff to prepare 
suitable options and a framework for proposed legislation to establish a rainy day fund 
in Virginia. 

In order to address the issue of a rainy day fund, JLARC staff reviewed 
reports by the National Conference of State Legislatures (NCSL) and the National 
Association of State Budget OEcers (NASBO) from 1983 to 1990 which discussed the 
establishment of rainy day funds. Fiscal staff from NCSL and NASBO who had 
conducted research on the establishment of rainy day funds were also contacted. In 
addition, JLARC staff conducted a 49-state telephone survey, in which additional 
information concerning rainy day funds was obtained. Also, a variety of executive and 
legislative staff in Virginia were interviewed on these issues. 

The Constitution of Virginia, the Code of Virginia and the 1990 Appropriation 
Act were reviewed to determine what provision, if any, has been made for the estab- 
lishment of reserve funds as part of the State budget. Legislation introduced during 
the 1990 session of the General Assembly which called for the establishment of a 
revenue stabilization fund was reviewed. One of the major products prepared by 
JLAFX staff as the result of their research was an issue paper prepared for the sub- 
committee on budget stabilization (rainy day) funds (Appendix B). 

Rainy day funds are one of a variety of instruments used by states to alleviate 
the adverse effects of revenue shortfalls. There is a need for such "coping" mechanisms 
given the inevitability of error in revenue forecasting, and the shortfalls which periodi- 
cally result. Rainy day funds offer key advantages other coping mechanisms do not, as 
shown in Appendix C. 

The subcommittee met on December 10, 1990, and modified and approved a 
staff concept for a Revenue Stabilization Fund. This fund is similar in some respects to 
rainy day funds established in as many as 39 states nationwide. The purpose of such 
funds, including the one proposed by the subcommittee, is to set money aside during 
years of revenue growth as a cushion for revenue shortfalls experienced in years of 
declining growth. 



A proposed amendment to the Constitution of Virginia (Senate Joint Resolu- 
tion No. 159) was prefiled by the subcommittee on December 11, 1990 (Appendix A). 
The subcommittee's proposal draws upon the experience of other states that have es- 
tablished and implemented particularly successful and effective rainy day funds. The 
proposal includes a maximum fund size, a deposit mechanism, and a withdrawal 
mechanism. 

The subcommittee believes that passage of its proposal will provide the 
Commonwealth with an important tool for improving long-term fiscal management. 
Were the constitutional amendment filed by the subcommittee to be approved by the 
1991 and 1992 sessions of the General Assembly, it would be submitted to the voters 
for ratification in November of 1992. This report consists of a detailed review and 
explanation of the provisions of Senate Joint Resolution No. 159. 

WHY A CONSTITUTIONAL AMENDMENT? 

The subcommittee proposed a constitutional amendment to ensure that the 
fund would become a permanent part of the Commonwealth's budgetary system. It is 
the subcommittee's opinion that creating the fund constitutionally rather than statuto- 
rily provides three general advantages. First, a constitutional amendment is more 
permanent than a statute. Second, a constitutional amendment cannot be overridden 
by the Appropriation Act. Finally, a constitutionally-based fund would avoid possible 
constitutional issues that could confront a statutory fund. 

The long-term integrity of a revenue stabilization fund should be made a 
priority of the Commonwealth. The subcommittee believes that the constitutional 
approach to establishing the fund would be the most advantageous to the State over 
the long term. Four other states have chosen to amend their constitutions to establish 
rainy day funds. Two of those four (Delaware and Oklahoma) have fund balances that 
are, as a percentage of General Fund appropriations, among the largest in the country. 

The permanence provided by the Constitution is due primarily to the fact that, 
once ratified by the people, constitutional provisions are rarely repealed. The lengthy 
process required for the enactment or repeal of a constitutional amendment may 
account for a great deal of that permanence. This degree of longevity is vital to protect- 
ing the fund balance, over the long term, from competing budgetary demands. Such 
demands might also tend to weaken the language of statutory enabling legislation so 
that uses of the fund for other purposes would be increasingly likely. 



It is the opinion of the subcommittee that any statutorily-created rainy day 
fund in Virginia would be weaker than a constitutionally-based fund. The provisions 
and requirements of the fund, or any other statutorily-created fund, could always be 
modified or overridden by the Appropriation Act. A statutorily-created fund, to which 
no money is appropriated, would be a non-entity and of no value to the short- or long- 
term fiscal interests of the Commonwealth. 

The subcommittee is fully cognizant of the political environment in which 
State budgetary decisions are made. Therefore, it is the subcommittee's opinion that a 
constitutional amendment, specifying the maximum size of the fund, and also specify- 
ing the conditions and mechanisms for depositing and withdrawing money from the 
fund, would provide the greatest protection for the fund. This degree of protection 
would be, in the subcommittee's estimation, in the greatest long-term interest of the 
Commonwealth. This is consistent with the subcommittee's intent to create a continu- 
ing legal obligation, of the highest order, to maintain and administer a Revenue 
Stahilization Fund. 

e X. Sect ion 7 

Article X, Section 7 of the Constitution of Virginia provides that: 

No money shall be paid out of the State treasury except in pursuance 
of appropriations made by law; and no such appropriation shall be 
made which is payable more than two years and six months after the 
end of the session of the General Assembly at  which the law is 
enacted authorizing the same. 

Other than as may be provided for in the debt provisions of this 
Constitution, the Governor, subject to such criteria as may be estab- 
lished by the General Assembly, shall ensure that no expenses of the 
Commonwealth be incurred which exceed total revenues on hand 
and anticipated during a period not to exceed the two years and six 
months period established by this section of the Constitution. 

The subcommittee believes that the limitations imposed by Article X, Section 
7 are clear, in that extended appropriations are prohibited. This limitation has been 
upheld by the Virginia Supreme Court. (See Button v. Day, 203 Va. 687, 127 S.E.2d 
122 (19621; Terry v. Mazur, 234 Va. 442 (1987)). In order to best balance existing 
constitutional restrictions on long-term appropriations with the Commonwealth's 
need for the long-term maintenance of a Revenue Stahilization Fund, the suhcommit- 
tee determined that constitutional language requiring minimum appropriations to the 
fund was necessary. 



While the subcommittee's proposal does not amend Article X, Section 7, it 
does specifically amend Article X, Section 8. It is the subcommittee's belief that the 
proposed amendment, if passed and ratified, would be able to withstand a legal 
challenge on the time limitation issues. 

Article X, Section 8 of the Constitution of Virginia states: 

No other or greater amount of tax or revenues shall, at  any time, be 
levied than as may be required for the necessary expenses of the 
government, or to pay the indebtedness of the Commonwealth. 

The subcommittee thinks that the establishment, funding, and long-term 
maintenance of the Revenue Stabilization Fund are a necessary expense of the Com- 
monwealth. The fund is necessary to enable the State to stabilize fluctuations in 
revenues and, consequently, to stabilize the amount and quality of services it provides 
during economic downturns. It is also the subcommittee's intent that the fund be 
created by the General Assembly as a policy decision, in order to systematically save a 
portion of above-average revenue collections during prosperous years so that funds 
remain available for stabilization purposes during poor economic years. 

Consistent with this thinking, it is the subcommittee's intent that its proposal 
be implemented by amending Article X, Section 8 of the Constitution. The subcommit- 
tee believes the fund to be necessary in order to promote greater stability in the State's 
revenues, and accordingly, in the State's budgetary policy. 

It could be argued, however, that the State has functioned successfully in the 
past without such a fund and one is therefore unnecessary. While it is uncertain 
whether a constitutional challenge to the fund would be made on those grounds, a 
constitutional amendment would address that uncertainty. 

The majority of states that have established rainy day funds have done so by 
making their funds separate and distinct from their General Fund. The subcommittee's 
proposal adopts this "separate and distinct" approach. This is consistent with the 
subcommittee's intent that the long-term integrity of the fund be protected. It is also 
consistent with the subcommittee's intent that the General Assembly play a vital role 
in the long-term maintenance and administration of the proposed fund. 



MAXIMUM FUND SIZE 

The second paragraph (lines 27-35) of the proposed constitutional amendment 
(SJR 159) prefiled by the subcommittee addresses the maximum size of the fund. 

The General Assembly shall establish the Revenue Stabiliza- 
tion Fund. The Revenue Stabilization Fund shall consist of an 
amount not to exceed ten percent of the Commonwealth's average 
annual tax revenues derived 6.om taxes on income and retail sales as 
certified by the Auditor of Public Accounts for the three fiscal years 
immediately preceding. The Auditor of Public Accounts shall com- 
pute the ten percent limitation of such fund annually and report to 
the General Assembly not later than the first day of December. 
"Certified tax revenues" means the Commonwealth's annual tax 
revenues derived from taxes on income and retail sales as certified by 
the Auditor of Public Accounts. 

The subcommittee's proposal contains three basic concepts governing the 
maximum size of the fund. First, the maximum size of the fund for an upcoming fiscal 
year is determined annually by formula. Second, the formula bases the fund size on a 
percentage of the State's average income (individual and corporate) and retail sales tax 
revenues for the prior three years. Third, the maximum fund size is computed 
annually by the Auditor of Public Accounts and reported to the General Assembly. The 
maximum fund size ($459.5 million in FY91), would be ten percent of income and sales 
tax revenue. Because the fund size is a percentage, the maximum fund size will grow 
as income and sales tax revenues increase. 

This provides the State with a explicit policy, based on specific criteria, for 
establishing the initial maximum size of the fund, and for revising the size of the fund 
on an annual basis. The subcommittee believes that this provision will help the fund to 
"grog with the State and avoid ongoing controversy concerning the proper size of the 
fund. It is the belief of the subcommittee that the annual calculation of the maximum 
fund size would refocus legislative attention on the potential need for appropriations to 
the fund. 

um S ~ z e  Based on Income and Retall Sales Tax Revenue8 

The subcommittee's proposal provides for the maximum fund size to be based 
on ten percent of the sum of the State's income (individual and corporate) and retail 
sales tax revenue for the three immediately preceding fiscal years. The subcommittee 
based the formula for fund size on ten percent of the previously cited revenues in order 
to provide a cushion for normally occurring revenue shortfall. 



On average, the State's General Fund revenue forecast error as used by the 
General Assembly for budgeting has varied from actual collections by three to four 
percent over the past 16 years. Fifteen of the last 16 fiscal years experienced shortfalls 
or surpluses within this range. However, the variance between the forecast and actual 
collections in FY90 was approximately ten percent. The subcommittee believes that 
the fund size should be large enough to at least partially compensate for risks incurred 
by the State during its budget cycle. One of those risks is above-average revenue 
forecast error. Another factor considered by the subcommittee was a bond-rating 
guideline that a "Rainy Day Fund of 3%-5% should be available and used only for emer- 
gencies." 

To derive the formula, three steps were used. First, the subcommittee took 
the normally-occurring three to four percent annual forecast error. Next, this percent 
error was doubled to account for the biennial budget cycle. Third, a small increment 
was added to reflect the fact that the three tax sources on which the maximum fund 
size is based do not comprise the total General Fund. For example, in the December 
17, 1990, revised FY91 forecast, individual income tax, corporate income tax, and the 
sales tax will comprise about 86 percent of the General Fund. 

The subcommittee based the formula for fund size on income and retail sales 
tax sources, and on a three-year time period, in part to make the constitutional lan- 
guage governing the maximum fund size uniform with the constitutional language 
which places limitations on the amount of outstanding State general obligation bonded 
debt (Article X, Section 9b). In addition, basing the maximum fund size on these 
specific tax sources, as opposed to basing it on the entire General Fund, avoids conflicts 
over how to define the General Fund. It is the subcommittee's intent, by basing the 
fund size on these three distinct tax sources, to eliminate any possible confusion as to 
the tax base on which the formula calculation is to be based. 

It is the opinion afthe subcommittee that its proposal is an improvement over 
mechanisms used by other states to determine the maximum fund size. No other state, 
to the subcommittee's knowledge, bases the maximum size of its fund on average 
revenues calculated over a three-year period. For example, other states use a shorter 
time horizon. The use of the three-year period should promote a more stable fund size 
over time, as years with unusually high and unusually low revenue collections would 
be averaged together. 

In practice, the larger the average revenue from income and retail sales taxes, 
the larger the maximum allowable fund size. Thus, the maximum fund size would 
grow over the years to keep pace with inflation and the State's economic growth. This 
provision is based on the subcommittee's belief that it is fiscally prudent for the State 
to promote the accumulation of a revenue reserve during times of above-average 
growth in the tax base and revenue collections, since such growth is unsustainable 
over the long term. 



The subcommittee's proposal provides for the maximum fund size to be 
calculated and certified annually by the Auditor of Public Accounts. This ensures that 
the maximum fund size will be computed by an agency that is constitutionally re- 
quired, possesses strong financial expertise, and is located within the legislative 
branch of State government. Hence, the General Assembly will receive a reliable and 
consistent calculation of the maximum allowable fund size in a timely fashion. 

The subcommittee's proposal requires that the Auditor of Public Accounts 
annually report the calculation of the certified revenues to the General Assembly by 
December 1. This time requirement should provide the General Assembly's standing 
committees, particularly the Senate Finance, House Appropriations, and House Fi- 
nance committees, with sufficient time to incorporate the maximum fund size calcula- 
tion into their planning for the upcoming fiscal year's budget. 

Using data on income and retail sales tax revenue for the last three fiscal 
years, the subcommittee's proposed formula for determining the maximum fund size 
would yield the following results. 

where M=millions 

Therefore, as of December 11, 1990, the maximum allowable fund size would 
have been $459.5 million had the fund been established previously. In practice, the 
maximum fund size will increase as income and sales tax revenues increase. The 
maximum fund size of $459.5 million is equal to the entire General Fund of FY68, but 
only equal to one-fourth of the shortfall estimated for the 1990-92 biennium. 

DEPOSITS TO THE FUND 

The third paragraph of the subcommittee's proposed constitutional amend- 
ment addresses deposits to the fund. 

Deposits to such fund shall be made by appropriation of the 
General Assembly and shall equal at least seventy-five percent of the 
product of the certified tax revenues collected in the most recently 
ended fiscal year times the difference between the annual percentage 
increase in the certified tax revenues collected for the most recently 
ended fiscal year and the average annual percentage increase in the 
certified tax revenues collected in the six fiscal years immediately 
preceding the most recently ended fiscal year. Additional appropria- 
tions may be made at any time so long as the ten percent limitation 



established herein is not exceeded. All interest earned on the Reve- 
nue Stabilization Fund shall be part of such fund; however, if the 
fund's balance exceeds the ten percent limitation, the amount in 
excess of the ten percent limitation shall be paid into the General 
Fund after appropriation by the General Assembly. 

There are two basic provisions for deposits to the fund: mandatory deposits 
guided by formula and discretionary deposits made as a policy decision. All deposits 
are to be made by appropriation of the General Assembly. It is the subcommittee's 
intent that the fund will grow during prosperous years. 

Devosits Guided bv the F e  

The basic concept embodied by the formula for deposits is that most (75 
percent), but not all, of the above-average growth in income and retail sales tax reve- 
nues would be deposited into the fund. Using this approach, several objectives are 
achieved: 

Spending is stabilized. Extraordinary increases in revenues do not become 
an automatic part of the State's spending base. Therefore, the base does not 
become overly inflated in periods of revenue growth. 

A small portion of above-average growth (25 percent) is available for appro- 
priation to growing program needs. 

While the deposit formula may sound complex, it is relatively simple in 
practice. The formula can be stated as shown below. 

7 5  rqFj rment collections from -1 = Appropriation Minimum 

income and retail 
sales taxes 

Using FY88 as the basis for 1989 session appropriations, the mathematical 
values for the formula are shown below. (Rates are percentages and dollars are in 
millions. ) 

.75 [.123741* X [$4286.11 = $3.98 million 

Thus, using the recommended formula, a required deposit of $3.98 million would need 
to have been made at the 1989 session. 



While many states make deposits to their funds by appropriation, the amount 
of the appropriation is often completely discretionary and not guided by any specific 
economic criteria. The formula contained in the subcommittee's proposal ensures that 
a minimum appropriation, based on actual revenue collections data, will be made 
during years of above-average growth in income and retail sales tax revenue. This is 
consistent with the subcommittee's intent to create and properly maintain a perma- 
nent Revenue Stabilization Fund within the State's budgetary system. Under the 
proposal, deposits to the fund are based on the above-average rate of growth of income 
and retail sales tax revenue collections, which the subcommittee believes to be a 
reliable and direct indicator of the State's fiscal health. 

The subcommittee believes that its proposed deposit mechanism constitutes 
an improvement over the deposit mechanisms used by other states. The four other 
states which employ formula mechanisms to determine the amount of deposits use 
indicators of personal income in their formulas. The subcommittee believes that the 
use of actual revenue collection data has two advantages over the use of personal 
income data. First, revenue collections are more closely related to the problem that the 
fund is designated to address - revenue shortfalls. Second, revenue collection data 
are more current than personal income data. Personal income data is received from 
the federal government. There is typically a lag of approximately 12 months between 
the period represented by the data and the receipt of the data by states. 

The subcommittee used a factor of .75 in the formula to ensure that a large 
percentage of above-average revenue collections is deposited into the fund. However, 
use of the .75 factor provides that 25 percent of the above-average revenue growth 
remain available for the funding of program priorities. In addition, the subcommittee 
thinks the use of this factor would provide the General Assembly with sufficient 
latitude, should it be judged desirable in the future, to increase the percentage of 
above-average revenues required for deposit. The subcommittee also believes that the 
use of this percentage would result in the accumulation of a credible fund balance over 
the long term. The opinion of the subcommittee is that the use of the .75 factor in the 
deposit formula is consistent with its intent to maintain a fund balance over the long 
term that will lessen a declining economy's impact on the State budget. However, the 
subcommittee also recognizes the State's ongoing need to provide funding for vital 
public programs. 

The subcommittee's proposed deposit mechanism is based on income and 
retail sales taxes, in order that it be consistent with the tax base used to calculate the 
maximum fund size. In addition, the use of these specific tax sources is designed to 
avoid any definitional problems, which the subcommittee thought could arise if the 
mechanism was based on the total General Fund. 

The proposal makes the deposit a function of an above-average rate of growth 
in the most recent fiscal year's income and sales tax collections. It is the subcommittee's 
intent that the actual annual growth rate of these revenue sources be analyzed, for 
purposes of making deposits to the fund, within the context of their historical growth 
rate. That portion of the growth rate of these sources that is accounted for by the 



average growth rate over the previous six years would remain available for expendi- 
ture under the subcommittee's proposal. In addition, this element of the subcommittee's 
proposal will help ensure that a portion of the above-average revenue growth experi- 
enced during a fiscal year is appropriated to the fund soon after it is received. This is 
consistent with the subcommittee's intent that the integrity of the fund balance be 
properly maintained and protected over the long term. 

It is the judgment of the subcommittee that its proposed deposit mechanism 
will serve to help stabilize State spending. Since 75 percent of above-average revenue 
growth has to be deposited into the hnd,  extraordinary increases in State revenues 
will not become an automatic part of the State's expenditure base. Rather, they will 
become a part of the Revenue Stabilization Fund. This aspect of the proposed deposit 
mechanism will help to prevent the State from making the operation and maintenance 
of its programs overly dependent on revenue growth that is unusual, unexpected, and 
unsustainable over the long term. 

The subcommittee envisions that, upon implementation of the Revenue Stabi- 
lization Fund, State government expenditures would not grow as rapidly as it has in 
the past during periods of above-average revenue growth. Consequently, it is the 
intent of the subcommittee that slowed growth of expenditures will help the State 
avoid the need for sudden and drastic cutbacks in services during the next economic 
downturn and revenue shortfall. This is consistent with the subcommittee's intent 
that the fund provide a means of protecting the integrity of the Appropriation Act 
during the course of a biennium, by enabling actual State expenditures to remain as 
close as possible to the amounts authorized in the Act. 

The subcommittee intends for the proposed mandatory deposit mechanism to 
be a relatively slow-growing one. Table 1 lists mandatory deposits that would have 
occurred since 1985, using the formula. Therefore, the fund balance would currently 
equal $196.6 million, assuming no withdrawals had taken place and with eight percent 
interest, compounded. 

The subcommittee did examine the effects of using factors other than .75 in 
the deposit mechanism formula. Using a factor of .5 (or one-half of above-average 
income and sales tax revenue growth) in the formula, the fund would currently equal 
$131.1 million. Use of a .5 factor would result in a slower-growing fund, but would 
provide for more legislative flexibility. 

Using a factor of one (all of the above-average income and retail sales tax 
revenue growth) in the formula, the fund balance would currently equal $262.1 
million. Use of a factor of one would result in a faster-growing fund but would provide 
for less legislative flexibility. 



Table 1 

Hypothetical Deposits to the 
Revenue Stabilization Fund 
(Using a .75 Deposit Factor) 

Balance 
Minimum Deposits With Interest* 

i%%+r&a $ Millions $illions 

*Assumes eight percent interest. The 1991 balance using deposit factors of .5 and 1.0 would be 5131.1 
million or $262.1 million, respectively. 

Source: JLARC analysis of proposed amendment. 

The formula proposed by the subcommittee for guiding the amount of deposits 
merely determines the minimum required appropriation. It is the subcommittee's 
intent that the General Assembly retain the prerogative to appropriate a greater 
percentage of above-average revenue growth in any fiscal year. If policy-makers 
choose to reach the maximum fund size more quickly, they could increase the fund 
balance through discretionary appropriations. 

During the 19809, the General Assembly made a total of $234.5 million in 
"rainy day" or reserve type appropriations. These funds, plus the $200 million unap- 
propriated reserve balance of 1990 would have brought the fund up to its maximum 
allowable size, as illustrated by Table 2 (assuming eight percent interest and no with- 
drawals). 

In summary, the deposit mechanisms proposed by the subcommittee are 
consistent with its intent that the Revenue Stabilization Fund provide the State with 
an additional instrument for promoting long-term stabilization of the budget. Through 
a combination of formula-driven and discretionary deposits, the Revenue Stabilization 
Fund would provide a healthy and credible reserve for use by the State during 
economic downturns. 



Table 2 

Rainy Day Type Appropriations 
in the 1980s 

Amounts Balance 
Appropriated With Interest* 

Session $ Millions $ Millions 

*Assumes eight percent interest and no withdrawals. 

"lkposit of the $200 million unappropriated balance in the 1990 Appropriation Act would have taken 
the Revenue Stabilization Fund balance beyond i t s  maximum limrc without withdrawals. 

Source: JLARC analysis and Appropriation Acts for years specified. 

WITHDRAWAL MECFMNISM 

The fourth paragraph of the subcommittee's proposed constitutional amend- 
ment addresses the method for withdrawing money from the fund. 

The General Assembly may appropriate an amount for transfer 
from the Revenue Stabilization Fund to compensate for no more than 
one-half of the difference between the total General Fund revenues 
appropriated and a revised General Fund revenue forecast presented 
to the General Assembly prior to or during a subsequent regular or 
special legislative session. However, no transfer shall be made 
unless the General Fund revenues appropriated exceed such revised 
General Fund revenue forecast by more than two percent of certified 



tax revenues collected in the most recently ended fiscal year. Fur- 
thermore, no appropriation or transfer from. such fund in any fiscal 
year shall exceed more than one-half of the balance of the Revenue 
Stabilization Fund. The General Assembly may adopt such laws as 
may be necessary and appropriate to implement the Revenue Stabi- 
lization Fund. 

The amendment contains four general provisions governing withdrawals 
from the fund. First, withdrawals from the fund may only be made by appropriation of 
the General Assembly. Second, withdrawals are to compensate for no more than one- 
half of a projected shortfall. Third, no more than one-half the fund may be withdrawn 
in any fiscal year. Finally, a projected shortfall must exceed a threshold amount of two 
percent of certified tax revenues. A shortfall would have to exceed $95 million in FY91 
before withdrawals could be made. 

This aspect of the proposal would ensure a strong role for the General Assem- 
bly in managing the fund. The General Assembly, guided by projected revenues, would 
make the final determination of when withdrawals will be made. In the event that a 
sudden, dramatic downturn in the forecast suggested use of the fund, the Governor 
would have to call a special session of the General Assembly were i t  not already in 
session. 

The fund balance cannot be used to address all of a projected revenue short- 
fall. Rather, at  least 50 percent of a projected shortfall must be resolved through other 
means, such as expenditure reductions. This provision of the subcommittee's proposal 
would ensure that the State does not become overly dependent on withdrawals from 
the fund as a means of budget stabilization. This component of the fund's withdrawal 
mechanism is compatible with the subcommittee's intent that the fund serve as an 
additional revenue stabilization tool at the State's disposal, rather than as an absolute 
defense to the effects of any economic downturn. 

The entire fund balance cannot be depleted in the first year of a precipitous 
economic downturn. Once established and funded, the fund would never have a zero 
balance. At least one-half of the existing balance is guaranteed to remain available for 
use during the next fiscal year. The subcommittee is aware of only one other state 
(OMahoma) that has incorporated this type of element into its withdrawal mechanism. 
Interestingly, Oklahoma has one of the largest state rainy day fund balances. This 
provision of the subcommittee's proposal would help protect the long-term integrity of 



the fund, and would be consistent with the subcommittee's intent of making the fund a 
permanent institution within the State's budget framework. Even after a prolonged 
economic downturn, some money would remain in an active, interest-drawing fund. 
Even relatively nominal withdrawals from the Revenue Stabilization Fund could aid 
the Commonwealth in its management of cash flow. 

Under the proposal, a projected shortfall must be greater than two percent of 
the State's certified tax revenues in order for a withdrawal to be made. The subcom- 
mittee is not aware of any other state that has incorporated the concept of a with- 
drawal threshold into its withdrawal mechanism. The subcommittee believes that the 
use of a withdrawal threshold represents an improvement over the withdrawal mecha- 
nisms being used by other states. This aspect of the subcommittee's proposal will 
ensure that the fund not be used to compensate for shortfalls that are relatively minor, 
and that could be readily addressed through other means. For instance, for FY91, only 
shortfalls greater than $95 million would meet the withdrawal threshold. This would 
reduce the frequency of fund withdrawals, and help to promote the fund's integrity. 
This provision is consistent with the subcommittee's intent that the fund be available 
in the event of a genuine "rainy day," and not be used up when economic conditions are 
merely "cloudy" or "overcast." 

Every contingency or technical provision cannot be specified in the Constitution. 
The provision allowing the adoption of "such laws as may be necessary" is intended to 
provide flexibility in fund administration. For example, cash flow constraints may 
require monthly fund deposits in some years, even if the standard practice is a lump 
sum deposit by appropriation. Provisions might also be added to statute suggesting 
when and how the Governor might initiate a plan entailing proposed uses of the fund. 

Recommendation. The General Assembly may wish to establish, by 
constitutional amendment, a Revenue Stabilization F'und for Virginia con- 
taining the following general characteristics: (a) a maximum fund size that is 
ten percent of income and  retail sales taxes for the three immediately preced- 
ing fiscal years; (b) funds may be deposited by a discretionary appropriation 
o r  by a mandatory appropriation determined by a formula; (c) funds may be 
withdrawn by appropriation of the General Assembly during years in which 
there is a projected revenue shortfall; (d) a projected revenue shortfall must 
exceed a threshold amount of two percent of the prior fiscal year's certified 
tax revenues in order for a withdrawal to be made; (e) the fund may be used 
to  address only one-half of a projected shortfall; and (0 no more than one-half 
of the fund balance may be withdrawn in any one fiscal year. 



It is important to note that the Revenue Stablization Fund has been designed 
to provide for withdrawals when forecast amounts drop below appropriated amounts. 
Were forecasts to be perfect, no withdrawals would be made from the fund. Under the 
unlikely scenario of perfect forecasting, economic downturns would be addressed 
through the normal appropriations process. The fund would reach its maximum 
eventually, and interest from the fund would serve as a kind of endowment. Forecasts 
are not perfect, however, and withdrawals can be expected. 

To examine the properties of the rainy day fund formulas, JLARC staff 
simulated the effects of having a rainy day fund in place from 1994 to 2016. This 
simulation was based on some hypothetical assumptions: 

The pattern of growth in revenues in the next 23 years (FYI993 through 
FY2016) is the same as the pattern that can be observed in the most recent 
23 fiscal years (FYI970 through FY1992). 

The most recent revenue forecasts (as of December 17,1990) for FYI991 and 
FYI992 are accurate. 

Forecasts revisions, which may produce shortfalls that could meet condi- 
tions for withdrawals from the rainy day fund, will follow the same pattern 
as forecast revisions observed for the most recent 18 fiscal years (FYI975 
through FY1992). 

In addition, it is assumed in this simulation that only mimimum deposits required by 
the formulas will be made to the fund, and that maximum amounts that can be 
withdrawn will indeed be withdrawn when allowed. This simulation is intended only 
to illustrate properties of the rainy day fund formulas through some hypothetical 
examples; it is not a forecast for future years. Details of the simulation are provided in 
Appendix D. 

The simulation was run under two alternative scenarios. Under one scenario, 
the formula would require 75 percent of above-average growth in certified tax revenues 
to be deposited in the rainy day fund. Under the other scenario, the formula would 
require 50 percent of above-average growth in revenues to be deposited. 

75-wercent Deposits. Results from the simulation under this scenario indicate 
that: 

For the 23 years simulated, the fund balance would be on average 57 
percent of its maximum. 

For 7 out of the 23 years simulated, the fund balance would be less than half 
of its maximum. 



For 3 years, required minimum deposits would be approximately $500 
million or more. 

50-percent De~osits. In contrast, results from the simulation under this 
scenario indicate that: 

For the 23 years simulated, the fund balance would be on average 43 
percent of its maximum. 

For 13 out of the 23 years simulated, the fund balance would be less than 
half of its maximum. 

For 1 year, the required minimum deposit would be approximately $500 
million or more. 

In conclusion, there is a tradeoff between how quickly the fund is automati- 
cally filled (which could limit spending for certain years), versus how much required 
funding is available to help offset shortfalls when they occur. Under the 75-percent 
scenario, the fund would fill up more quickly, especially by requiring in some years 
deposits of $500 million or more, which could significantly limit spending in those 
years. In contrast, under the 50-percent scenario, the fund would be filled and refilled 
more slowly. As a consequence, there would be aproximately one-third less required 
funding available to help offset future situations similar to the FY1990 through 
FYI992 revenue shortfalls. Under the 50 percent scenario, however, the General 
Assembly would have more flexibility in appropriating above-average revenue growth. 
Theoretically, some of this flexibility could be used to make discretionary deposits to 
the fund. 

Other Properties. Other properties of the fund are also illustrated in the 
simulation described in Appendix D. For example, in a few years, deposits to and 
withdrawals from the fund may be made by the same session of the General Assembly. 
This property exists because deposits are based on past actual revenues received while 
withdrawals are based on anticipated differences between an appropriation (based on 
an earlier revenue forecast) and a subsequent, lower revenue forecast. 

JLARC As this document went to press, the Senate Finance Committee re- 
NOTE: orted an amendment in the nature of a substitute for SJR 159 -- the I ~LARc subcommittee pro osal for a Revenue Stabilization Fund. 

The committee substitute Powered mandatory deposits from 75 per- 1 
cent to 50 ercent of above average revenue growth. The substitute I 
also provi $ ed a mechanism for exempting revenues from tax in- I creases for up to six years. The other rovlsions of the fund remain 
?S described in this re ort A copy ofthe committee substitute is I 
~ncluded in Appendix 1 of this report and several references to the I substitute have been added to the report. No subsequent actions on 
the proposal are reflected in this report. A discussion of the tax rate 1 
increase issue is contained in Aupendix E. 1 
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Appendix A 

JLARC Study Mandate 

Item 13, 1990 Appropriation Act: 

B. The Joint Legislative Audit and Review Commission shall review 
the Commonweal t h i s  executive system of financial planning, execution 
and evaluation. The scope and duration of the review shall be 
determined by the Commission. The Commission shall report on its 
progress to the 1991 General Assembly Session and to each succeeding 
session until its work is completed. In carrying out this review, 
all agencies shall cooperate as requested and make available a1 1 
records, information and resources necessary for the completion of 
the work of the Commission and its staff. 



1991 SESSION 

SENATE JOINT RESOLUTION NO. 159 
Offered January 9, 1991 

Prefiled December 11, 1990 
Proposing amendments to Section 8 of Article X of the Constitution of Virginia, relating to 

limits on the levying of state taxes and the establishment of a revenue stabilization 
fund. - 

Patrons-Buchanan, Tmban, Andrews, DuVal, Russell, Schewel, Miller, K.G., Wampler and 
Earley; Delegates: Quillen, DeBoer, Ball, Stosch, Howell, McClanan, Cooper, Harris, E.R., 
Woods, Johnson, Callahan, Clement, Crouch, Almand, Andrews and Cunningham, R.K. - 

Referred to the Committee on Privileges and Elections 

RESOLVED by the Senate, the House of Delegates concurring, a majority of the 
members elected to each house agreeing. That the following amendment to the Constitution 
of Virginia be, and the same hereby is, proposed and referred to the General Assembly at  
its first regular session held after the next general election of members of the House of 
Delegates for its concurrence in conformity with the provisions of Section 1 of Article XI1 
of the Constitution of Virginia, namely: 

Amend Section 8 of Article X of the Constitution of Virginia as follows: 
ARTICLE X 

TAXATION AND FINANCE 
Section 8. Limit of tax or revenue. 

No other or greater amount of tax or revenues shall, at any time, be levied than may 
be required for the necessary expenses of the government, or to pay the indebtedness of 
the Commonwealth. 

The General Assembly shall establish the Revenue Stabilization Fund. The Revenue 
Stabilization Fund shall consist of an amount not to exceed ten percent of the 
Commonwealth's average annual tax revenues derived from taxes on income and retail 
sales as certified by the Auditor of Public Accounts for the three fiscal years immediately 
preceding. The Auditor of Public Accounts shall compute the ten percent limitation of such 
fund annually and report to the General Assembly not later than the first day of 
December. "Certified tax revenues" means the Commonwealth's annual tax revenues 
derived from taxes on income and retail sales as certified by the Auditor of Public 
Accounts. 

Deposits to such fund shall be made by appropriation of the General Assembly and 
shaN equal at least seventyfive percent of the product of the certified tax revenues 
collected in the most recently ended fiscal year times the diflerence between the annual 
percentage increase in the certified tax revenues collected for the most recently ended 
fiscal year and the average annual percentage increase in the certified tax revenues 
collected in the six fiscal years immediately preceding the most recently ended fiscal year. 
Additional appropriations may be made at any time so long as the ten percent limitation 
established herein is not exceeded. MI interest earned on the Revenue Stabilization Fund 
shall be part of such fund; however, if the fund's balance exceeds the ten percent 
limitation, the amount in excess of the ten percent limitation shall be paid into the 
general fund after appropriation by the General Assembly. 

The General Assembly may appropriate an amount for transfer from the Revenue 
Stabilization Fund to compensate for no more than one-half of the difference between the 
total general fund revenues appropnated and a revised general fund revenue forecast 
presented to the General Assembly prior to or during a subsequent regular or special 
legislative session. However, no transfer shaN be made unless the general fund revenues 
appropriated exceed such revised general fund revenue forecast by more than two percent 
of certified tax revenues collected in the most recently ended fiscal year. Furthermore, no 
appropriation or transfer from such fund in any fiscal year shall exceed more than 

one-half of the balance of the Revenue Stabilization Fund. The General ~ssembly may 
adopt such laws as may be necessary and appropriate to implement the Revenue 
Stabilization Fund. 

A :  



1991 SESSION 

SENATE JOINT RESOLUTION NO. 159 
AMENDMENT IN THE NATURE OF A SUBSTITUTE 

(Proposed by the Senate Committee on Finance 
on January 30, 1991) 

(Patron Prior to Substitute-Senator Buchanan) 
Proposing amendments to Section 8 of Article X of the Constitution of Virginia, relating to 

limits on the levying of state taxes and the establishment of a revenue stabilization 
fund. 
RESOLVED by the Senate, the House of Delegates concurring, a majority of the 

members elected to each house agreeing, That the following amendment to the Constitution 
of Virginia be, and the same hereby is, proposed and referred to the General Assembly at 
its first regular session held after the next general election of members of the House of 
Delegates for its concurrence in conformity with Me provisions of Section 1 of Article XI1 
of the Constitution of Virginia, namely: 

Amend Section 8 of Article X of the Constitution of Virginia as follows: 
ARTICLE X 

TAXATION AND FINANCE 
Section 8. Limit of tax or revenue. 

No other or greater amount of tax or revenues shall, at any time, be levied than may 
be required for the necessary expenses of the government, or to pay the indebtedness of 
the Commonwealth. 

The Geneml Assembly shall establish the Revenue Stabilization Fund. The Fund shall 
consist of an amount not to exceed ten percent of the Commonwealth's average annual 
tax revenues derived from taxes on income and retail sales as certified by the Auditor of 
Public Accounts for the three fiscal years immediately preceding. The Auditor of Public 
Accounts shall compute the ten percent limitation of such fund annually and report to the 
Geneml Assembly not later than the first day of December. "Certified tax revenues" 
means the Commonwealth's annual tax revenues derived from taxes on income and retail 
sales as certified by the Auditor of Public Accounts. 

The General Assembly shall make deposits to the Fund to equal at least fifty percent 
of the product of the certified tax revenues collected in the most recently ended fiscal 
year times the difference between the annual percentage increase in the certified tax 
revenues collected for the most recently ended fiscal year &and the average annual 
percentage increase in the certified tax revenues collected in the six fiscal years 
immediately preceding the most recently ended fiscal year. However, growth in certified 
tax revenues, which is the result of either increases in tax rates on income or retail sales 
or the repeal of exemptions therefrom, may be excluded, in whole or in port, from the 
computation immediately preceding for a period of time not to exceed six calendar years 
from the calendar year in which such tax rate increase or exemption repeal was effecive. 
Additional appropriations may be made at any time so long as the ten percent limitation 
established herein is not exceeded. Ai7 interest earned on the Fund shall be part thereof; 
however, if the Fund's balance exceeds the limitation, the amount in excess of the 
limitation shall be paid into the geneml fund after appropriation by the General Assembly. 

The Geneml Assembly may appropriate an amount for transfer from the Fund to 
compensate for no more than one-half of the difference between the total general fund 
revenues appropriated and a revised geneml fund revenue forecast presented to the 
General Assembly prior to or during a subsequent regular or special legislative session. 
However, no tmnsfer shall be made unless the generd fund revenues appropriated exceed 
such revised geneml fund revenue forecast by more than two percent of certified tax 
revenues collected in the most recently ended fiscal year. Furthermore, no appropriation or 
transfer from such fund in any fiscal year shall exceed more than one-half of the balance 
of the Revenue Stabilization Fund. The Geneml Assembly may enact such laws as may be 
necessary and appropriate to implement the Fund. 



Appendix B 

Budget  Stab i l i za t ion ("Rainy Day") Funds 
(A Paper Prepared for t h e  JLARC Subcommi t tee  on the 

Execu t i ve  Budget Process) 

NOTE: Th is  paper  was a s t a f f  w o r k i n g  paper  s u b m i t t e d  to  t h e  
JLARC Subcommittee on t h e  Execu t i ve  Budget P rocess .  The paper  
c o n t a i n s  research  on r a i n y  day funds i n  o t h e r  s t a t e s .  I t  a l s o  
c o n t a i n s  a s e r i e s  o f  o p t i o n s  t h a t  t h e  subcommit tee c o n s i d e r e d  i n  i t s  
d e l i b e r a t i o n s .  These o p t i o n s ,  a long  w i t h  t h e  i d e a s  and c o n t r i b u t i o n s  
o f  subcommittee members, p r o v i d e d  a s t a r t i n g  p o i n t  for t h e  
development o f  t h e  p roposa l  now d e t a i l e d  i n  Senate J o i n t  R e s o l u t i o n  
159. 

The slump i n  V i r g i n i a ' s  economy has genera ted  c o n s i d e r a b l e  
l e g i s l a t i v e  and e x e c u t i v e  i n t e r e s t  i n  t h e  c r e a t i o n  o f  a permanent 
budget s t a b i l i z a t i o n  f u n d .  Severa l  members o f  t h e  JLARC Subcommittee 
on t h e  Execu t i ve  Budget Process,  a t  i t s  m e e t i n g  h e l d  on Oc tober  10, 
1990, expressed s p e c i a l  i n t e r e s t  i n  h a v i n g  t h e  General Assembly 
permanent ly  s e t  a s i d e ,  as a " r a i n y  day f u n d " ,  a p o r t i o n  of  t h e  
S t a t e ' s  budget.  The g e n e r a l  purpose o f  such a f u n d  would be t o  
p r o v i d e  p r o t e c t i o n  t o  t h e  S t a t e ' s  budget i n  t h e  even t  o f  an economic 
downturn.  JLARC s t a f f  were d i r e c t e d  to  s t u d y  t h e  i s s u e  of 
e s t a b l i s h m e n t  o f  a r a i n y  day fund  i n  V i r g i n i a .  

A c t i o n  Taken By The 1990 General  Assembly 

The 1990 General Assembly concur red  w i t h  t h e  G o v e r n o r ' s  
r e q u e s t  t o  earmark $200 m i l l i o n  o f  t h e  General  Fund ba lance  to  be 
used as an u n a p p r o p r i a t e d  r e s e r v e .  ( I t e m  766.2 o f  t h e  1990 
A p p r o p r i a t i o n  A c t ) .  The r e s e r v e  c o u l d  be used t o  compensate for  a 
downward r e v i s i o n  to  t h e  General  Fund revenue e s t i m a t e  r e s u l t i n g  f r o m  
economic f a c t o r s  or t a x  p o l i c y  changes. I t e m  766.2 a l s o  i n c l u d e s  
p r o v i s i o n s  f o r  t h e  e x p e n d i t u r e  o f  t h e  $200 m i l l i o n  f o r  o t h e r  express 
purposes, for  example t h e  f u n d i n g  o f  s a l a r y  i n c r e a s e s  f o r  S t a t e  
employees i n  t h e  second y e a r  o f  t h e  b ienn ium.  Thus f a r  i n  t h e  
b ienn ium,  t h e  $200 m i l l i o n  has n o t  been d e s i g n a t e d  f o r  any purpose.  
I t  remains p a r t  of  t h e  S t a t e ' s  u n a p p r o p r i a t e d  General  Fund ba lance .  
P a r t  o f  t h e  JLARC r e s e a r c h  e f f o r t  has been to  compare t h i s  
u n a p p r o p r i a t e d  r e s e r v e  w i t h  r a i n y  day funds  i n  o t h e r  s t a t e s .  

JLARC Research A c t i v i t i e s  

JLARC s t a f f  r e v i e w e d  r e p o r t s  by  t h e  N a t i o n a l  Conference o f  
S t a t e  L e g i s l a t u r e s  (NCSL) and t h e  N a t i o n a l  A s s o c i a t i o n  o f  S t a t e  
Budget O f f i c e r s  (NASBO) f r o m  1983 t o  1990 which d i s c u s s e d  t h e  
e s t a b l i s h m e n t  o f  r a i n y  day f u n d s .  F i s c a l  s t a f f  f r o m  NCSL and NASBO 
who have conducted r e s e a r c h  on t h e  e s t a b l i s h m e n t  o f  r a i n y  day f u n d s  
were a l s o  con tac ted .  

JLARC s t a f f  a l s o  conducted a 50 s t a t e  te lephone  su rvey ,  i n  
which a d d i t i o n a l  i n f o r m a t i o n  concern ing  r a i n y  dav funds was 
o b t a i n e d  A v a r i e t y  o f  e x e c u t i v e  and l e g i s l a t i v e  s t a f f  were 
i n t e r v i e w e d  on these i s s u e s .  The Constrtution o f  V ~ r g i n i a ,  t h e  Code 



of Virginia and the  1990 Appropr ia t ion  Ac t  were reviewed t o  determine 
what p rov is ion ,  i f  any, has been made f o r  the establ ishment  o f  a  
reserve fund as p a r t  o f  the  Sta te  budget. L e g i s l a t i o n  i n t roduced  
during the 1990 session o f  the General Assembly which c a l l e d  f o r  the 
establishment o f  a  revenue s t a b i l i z a t i o n  fund was reviewed. Other 
papers, l e t t e r s ,  and repo r t s  deemed r e l e v a n t  were a l s o  examined as 
p a r t  o f  the research. 

MANY STATES HAVE ESTABLISHED R A I N Y  DAY FUNDS 

Many s ta tes  have created " r a i n y  day funds" i n  o rde r  t o  
provide t h e i r  budgets w i t h  a  measure of  p r o t e c t i o n  aga ins t  an 
unexpected downturn i n  revenues. Rainy day funds vary i n  type among 
the s ta tes  i n  the  method f o r  depos i t i ng  and withdrawing monies, and 
i n  the t o t a l  amount o f  money contained i n  the fund. 

Rainy Day Funds Are Popular But Some D o n ' t  Work 

According t o  NCSL, 39 s ta tes ,  i n c l u d i n g  V i r g i n i a ,  have 
created some type o f  "budget s t a b i l i z a t i o n "  fund. Based on the  
r e s u l t s  o f  the 50 s t a t e  survey conducted by JLARC s t a f f ,  A laska and 
Kentucky do no t  c u r r e n t l y  have r a i n y  day funds. (These two s ta tes  
were among the 39 i d e n t i f i e d  by NCSL as having such funds.)  The 37 
s tates w i t h  conf irmed r a i n y  day funds and t h e i r  fund balances are  
shown i n  F igure 0-1. About one- th i rd  o f  these funds con ta in  no money. 

Purpose of a Budget Stabilization Fund. Many s t a t e s  have 
l e f t  themselves vu lnerab le  t o  the negat ive  f i s c a l  and budgetary 
effects o f  an economic slump by f a i l i n g  t o  prepare i n  advance. Due 
i n  large p a r t  t o  the severe recessions o f  1974-75 and 1981-82, 
budgetary reserve funds increased i n  p o p u l a r i t y  as prudent  budgetary 
t o o l s  f o r  s t a t e  governments. States have used r a i n y  day funds t o  
cushion t h e i r  f inances against  unexpected cont ingencies, p a r t i c u l a r l y  
an unexpected downturn i n  revenues associated w i t h  an economic 
recession. Some s ta tes  a l s o  use t h e i r  s t a b i l i z a t i o n  funds t o  p r o t e c t  
t h e i r  budgets aga ins t  e r r o r s  i n  revenue est imates and u n a n t i c i p a t e d  
spending demands. Circumstances under which fund balances are  
ava i l ab le  f o r  use vary  g r e a t l y  from s t a t e  t o  s ta te .  

Rainy day funds are coun te r - cyc l i ca l  by nature.  Funds are  
designed t o  accrue a  l a r g e  balance d u r i n g  per iods o f  economic growth 
and p rospe r i t y ,  p a r t i c u l a r l y  when s t a t e  revenue c o l l e c t i o n s  exceed 
revenue est imates.  A reserve fund so acqui red i s  t o  be drawn upon 
du r ing  per iods o f  economic slowdown or recession,  and p a r t i c u l a r l y  
when s ta te  revenue c o l l e c t i o n s  f a l l  s h o r t  o f  revenue es t imates .  I n  
a d d i t i o n  t o  p r o v i d i n g  funds f o r  recessions,  however, a  r a i n y  day fund 
can a l s o  f l a t t e n  expendi tures du r ing  good t imes.  This happens 
because new revenues are  n o t  a u t o m a t i c a l l y  spent. Some are  siphoned 
off t o  bui i d  up the  r a i n y  day fund. Th is  dampening e f f e c t  on 
spending would a l s o  tend t o  s t a b i l i z e  s t a t e  budgetary p r a c t i c e s .  

Rainy day funds represent  an e f f o r t  on the p a r t  o f  s t a t e  
governments t o  adopt a  more conserva t ive ,  long-term approach t o  
f i s c a l  and budget p o l i c y ,  and by so do ing  lessen the need f o r  hasty 
tax  increases o r  severe "cut-back management" i n  the o p e r a t i o n  o f  



Figure B-1 

Types and Amounts of Rainy Day Funds 
Established by the States 
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Source: NCSL StateBudgetand Tax Actions 1990; and JLARC survey of the states. 



government. Rainy day f u n d s  can be des igned t o  s e r v e  as a  form o f  
forced savings for  s t a t e  government, by c r e a t i n g  a  poo l  o f  money t h a t  
cannot be spent i n  normal c i rcumstances.  Today, such r a i n y  day  f u n d s  
a r e  one o f  t h e  most commonly used techn iques  t o  guard  a g a i n s t  s t a t e  
budget d e f i c i t s .  

Whi le t h e  most l o g i c a l  t i m e  for  a  s t a t e  t o  e s t a b l i s h  a  r a i n y  
day f u n d  would appear to be d u r i n g  t imes o f  economic p r o s p e r i t y  and 
su rp lus ,  r a i n y  day funds  i n s t e a d  tend  to  be t h e  p r o d u c t s  o f  
recess ions  and severe revenue s h o r t f a l l s .  The e s t a b l i s h m e n t  o f  a  
r a i n y  day fund,  even i n  r e c e s s i o n ,  enables a  s t a t e  t o  be i n  a  
p o s i t i o n  t o  have a t  l e a s t  a  smal l  r e s e r v e  t o  add t o  when a  h e a l t h y  
economy s t reng thens  t h e  s t a t e ' s  revenue c o l l e c t i o n s .  That ,  i n  t u r n ,  
a l l o w s  t h e  s t a t e ' s  budget  t o  be b e t t e r  p repared  and p r o t e c t e d  for  t h e  
n e x t  r e c e s s i o n  o r  f i s c a l  c r i s i s .  

Var ious  Methods Are Used t o  E s t a b l i s h  Rainy Day Funds 

An i s s u e  t o  be cons ide red  by s t a t e s  c o n t e m p l a t i n g  
es tab l i shment  of r a i n y  day funds  i s  whether t h e r e  i s  t h e  need f o r  t h e  
c r e a t i o n  o f  a  separa te ,  f o r m a l  r e s e r v e  f u n d .  S t a t e s  have e s t a b l i s h e d  
funds b o t h  as separa te  funds  o u t s i d e  o f  t h e  Genera l  Fund and as 
s p e c i a l  accounts w i t h i n  t h e  General Fund. There a r e  advantages t o  
e s t a b l i s h i n g  a  separa te ,  f o r m a l  budget s t a b i l i z a t i o n  fund  as opposed 
to  s i m p l y  m a i n t a i n i n g  a  l a r g e r  than  normal b a l a n c e  i n  t h e  General  
Fund. F i r s t ,  t h e  s t a t e ,  b y  h a v i n g  an e x p l i c i t ,  consc ious p o l i c y  
about  m a i n t a i n i n g  a r e s e r v e  o f  a  c e r t a i n  s i z e ,  would  a v o i d  r e p e t i t i v e  
c o n t r o v e r s y .  I n  a d d i t i o n ,  a  r a i n y  day f u n d  s e p a r a t e  and d i s t i n c t  
from t h e  General Fund, and permanent ly  e s t a b l i s h e d  by law as p a r t  of 
t h e  s t a t e  budget, would make i t  e a s i e r  t o  m a i n t a i n  a  f i n a n c i a l  
r e s e r v e  g i v e n  t h e  p o l i t i c a l  n a t u r e  o f  t h e  budge t  process.  A  v a s t  
m a j o r i t y  o f  t h e  s t a t e s  have c r e a t e d  t h e i r  r a i n y  day funds by e n a c t i n g  
a  s t a t u t e .  However, a c c o r d i n g  t o  t h e  r e s u l t s  of t h e  su rvey  conducted 
by JLARC s t a f f ,  a t  l e a s t  f o u r  s t a t e s  have amended t h e i r  c o n s t i t u t i o n s  
t o  p r o v i d e  f o r  a  r a i n y  day f u n d .  

When r a i n y  day f u n d s  a r e  s t a t u t o r i l y  or c o n s t i t u t i o n a l l y  
a u t h o r i z e d ,  s t a t e  l e g i s l a t u r e s  a r e  a b l e  t o  s e t  l e g a l  g u i d e l i n e s  fo r  
t h e  purpose and s i z e  o f  t h e  r e s e r v e  and t o  d e t e r m i n e  p rocedures  fo r  
fund ing and spending t h e  r e s e r v e .  A  c o n s t i t u t i o n a l  amendment 
p r o v i d i n g  a  r a i n y  day f u n d  has t h e  added advantage of b e i n g  much 
harder  t o  repea l  o r  amend t h a n  an o r d i n a r y  s t a t u t e ,  t h e r e b y  making i t  
much more d i f f i c u l t  t o  use t h e  accumulated ba lance  f o r  a  d i f f e r e n t  
purpose. I t  can a l s o  be t e m p t i n g  t o  r a i d  a  l a r g e  r e s e r v e  fo r  t a x  
r e b a t e s ,  new programs, o r  o p e r a t i n g  expenses. F i s c a l  d i s c i p l i n e  i s  
needed t o  m a i n t a i n  a  r e s e r v e .  Such d i s c i p l i n e  can be d i f f i c u l t  t o  
m a i n t a i n .  NCSL r e p o r t s  t h a t  a t  t h e  end o f  f i s c a l  y e a r  1990, 11 s t a t e  
r a i n y  day funds c o n t a i n e d  n o  money. 

CHARACTERISTICS OF A RAINY DAY FUND 

Key i ssues  fo r  t h e  subcommittee t o  c o n s i d e r  i n  p r o p o s i n g  a 
r a i n y  day f u n d  for  V i r g i n i a  a r e :  



How and under  what c o n d i t i o n s  should  monies be d e p o s i t e d  
i n  t h e  f u n d ?  

How and under  what c o n d i t i o n s  should  w i t h d r a w a l s  be made 
f r o m  t h e  f u n d ?  

What shou ld  t h e  s i z e  o f  t h e  f u n d  be? 

The v a r i o u s  types o f  r a i n y  day funds e s t a b l i s h e d  b y  d i f f e r e n t  s t a t e s  
were r e c e n t l y  examined by NCSL. 

Methods o f  Deposi t 

NCSL has grouped s t a t e s  w i t h  budget  s t a b i l i z a t i o n  f u n d s  i n t o  
f i v e  c a t e g o r i e s  a c c o r d i n g  t o  how money i s  depos i ted :  

by  s u r p l u s  o n l y ,  
by  l e g i s l a t i v e  a p p r o p r i a t i o n  o n l y ,  
by  f o r m u l a ,  
by  s u r p l u s  or a p p r o p r i a t i o n ,  and 
by o t h e r  methods. 

By Surplus Only. Eigh teen  s t a t e s  s p e c i f y  t h a t  a l l  or a  
p o r t i o n  o f  t h e  u n o b l i g a t e d  General  Fund s u r p l u s  be d e s i g n a t e d  f o r  t h e  
s t a b i l i z a t i o n  fund .  U s i n g  t h i s  method, t h e  l e g i s l a t u r e  e s t a b l i s h e s  
t h e  d e p o s i t  mechanism, and g e n e r a l l y  s e t s  l i m i t s  on t h e  p e r c e n t a g e  o f  
t h e  s u r p l u s  t h a t  can be d e p o s i t e d  i n t o  t h e  fund.  However, t h e  a c t u a l  
amount t r a n s f e r r e d  u l t i m a t e l y  depends on revenues. For example,  
under F l o r i d a ' s  Working C a p i t a l  Fund, c r e a t e d  i n  1959, a l l  monies 
a c c r u i n g  to  t h e  General  Fund i n  excess o f  those amounts necessary  t o  
meet a p p r o p r i a t i o n s  must be p l a c e d  i n  t h e  Working C a p i t a l  Fund, up t o  
a  maximum o f  t e n  p e r c e n t  o f  General  Fund revenue for  t h e  p r e c e e d i n g  
year .  F l o r i d a ' s  e s t i m a t e d  f u n d  ba lance  fo r  FY90 was $179.3 m i l l i o n ,  
which equaled 1.8 p e r c e n t  o f  i t s  General  Fund a p p r o p r i a t i o n s .  
Delaware, which has a  c o n s t i t u t i o n a l  fund ,  makes an a u t o m a t i c  d e p o s i t  
i n t o  t h e  f u n d  f r o m  t h e  p r e v i o u s  y e a r ' s  unencumbered funds .  

By Legisla!ive Appropriation Only. Ten s t a t e s  a p p r o p r i a t e  
money t o  t h e i r  budget  s t a b i l i z a t i o n  f u n d s .  Under t h i s  t y p e  o f  
arrangement, t h e  l e g i s l a t u r e  dec ides  when i t  enacts  t h e  budge t  t h e  
e x a c t  d o l l a r  amount t o  be p l a c e d  i n  t h e  f u n d .  Even w i t h i n  t h i s  
ca tegory ,  s t a t e s  have des igned t h e i r  f u n d s  t o  address t h e i r  
p a r t i c u l a r  needs and s i t u a t i o n s .  For example, M a r y l a n d ' s  Revenue 
S t a b i l i z a t i o n  Account must be i n c r e a s e d  b y  $5 m i l l i o n  each y e a r  
whenever i t s  ba lance i s  l e s s  than  $100 m i l l i o n  o r  two p e r c e n t  o f  
General Fund revenues.  M i n n e s o t a ' s  l e g i s l a t u r e  a p p r o p r i a t e s  a  
r e l a t i v e l y  l a r g e  amount to  t h e  r a i n y  day f u n d .  M i n n e s o t a ' s  p o l i c y  i s  
t o  m a i n t a i n  $550 m i l l i o n  i n  t h e  f u n d  a t  a l l  t imes .  ( A c c o r d i n g  t o  
JLARC s t a f f ' s  te lephone  survey o f  t h e  s t a t e s ,  M i n n e s o t a ' s  r a i n y  day 
fund ba lance for  FY91 i s  $532 m i l l i o n . )  

By Formula. I n d i a n a ,  M i c h i g a n ,  Washington, and A r i z o n a  make 
d e p o s i t s  based on a  f o r m u l a  c a l c u l a t i o n .  These f o r m u l a s  a r e  based on 
persona l  income g rowth  r a t e s .  M i c h i g a n ' s  f u n d ,  c r e a t e d  i n  1978 i n  
t h e  a f t e r m a t h  o f  a  n a t i o n a l  r e c e s s i o n  which h i t  i t s  budget  



p a r t i c u l a r l y  hard, has been the sub jec t  o f  a  g rea t  deal o f  a t t e n t i o n  
by K S L .  Under i t s  s t a t u t o r i l y  created Budget and Economic 
S t a b i l i z a t i o n  Fund, an app rop r ia t i on  t o  the fund o f  an amount i s  
requi red equal t o  the f o l l o w i n g .  

(annual growth r a t e  i n  r e a l  personal income i n  excess o f  two 
percent )  X (General Fund revenues o f  the  p r i o r  f i s c a l  year )  

I n  t h e  states t h a t  have adopted t h i s  method o f  depos i t ,  the  
l e g i s l a t u r e  determines the  formula, bu t  does no t  c o n t r o l  the  s p e c i f i c  
d o l l a r  amount t o  be deposited. That remains a  f u n c t i o n  o f  personal 
incme growth. I n  a d d i t i o n ,  the amount deposited does n o t  appear t o  
be based on t h e  r e l a t i o n s h i p  between the amount o f  General Fund 
revenues and General Fund appropr ia t ions .  

A r i zona ' s  fund uses a  formula t h a t  determines t h e  amount t o  
be deposited by comparing the annual growth r a t e  o f  ad jus ted  Ar izona 
personal income f o r  the calendar year ending i n  the f i s c a l  year t o  
the t rend growth r a t e  o f  r e a l ,  ad jus ted  Arizona personal  income f o r  
the seven calendar years ending i n  the f i s c a l  yea r .  I f  t h e  annual 
growth r a t e  exceeds the t rend  growth r a t e ,  the  excess m u l t i p l i e d  by 
the General Fund revenue o f  the p r i o r  f i s c a l  year i s  p a i d  i n t o  the 
ra iny  day fund. Regardless o f  the r e s u l t s  o f  the fo rmu la  
c a l c u l a t i o n ,  the  l e g i s l a t u r e ,  by a  two-th i rds m a j o r i t y  and w i t h  t h e  
concurrence o f  the governor, can decrease the amount o f  t h e  requ i red  
deposit. The fund balance i s  l i m i t e d  t o  no more than 15 percent  o f  
the p r i o r  y e a r ' s  General Fund revenue. Estimates o f  t h e  r e q u i r e d  
deposit  a re  made by both the  Execut ive Budget O f f i c e  (EBO) and the  
J o i n t  L e g i s l a t i v e  Budget Committee (JLBC). F i n a l  es t imates  are made 
by the Economic Estimates Commission (EEC)  based upon economic da ta  
suppl ied by t h e  U.S. Department o f  Commerce, Bureau o f  Economic 
Analysis,  and test imony rece ived f rom the s t a f f  o f  the  EEC, El30 and 
JLBC. The s t a t e  t reasu re r  admin is te rs  the fund and i n v e s t s  and 
d ives ts  monies i n  the fund. (A r i zona ' s  fund was e s t a b l i s h e d  i n  1990 
bu t  does n o t  y e t  conta in  any money.) 

I t  should be noted t h a t  Michigan, Ind iana,  Washington, and 
Arizona a l l  m u l t i p l y  a  personal income growth i n d i c a t o r  by the  p r i o r  
year 's  General Fund revenue i n  o rder  t o  determine the  amount t o  be 
deposited i n t o  the fund. None o f  these s ta tes  use an i n d i c a t o r  of  
actual  s t a t e  revenue c o l l e c t i o n s  as a  f a c t o r  i n  de te rm in ing  the 
depos i t  o r  withdrawal amount. Revenue c o l l e c t i o n s  would seem t o  have 
several advantages over an income measure. C o l l e c t i o n  d a t a  i s  more 
c lose l y  r e l a t e d  t o  the problem t h a t  a  r a i n y  day fund i s  supposed t o  
address -- a s h o r t f a l l  i n  funds. I n  a d d i t i o n ,  c o l l e c t i o n  data i s  
usua l l y  much more cu r ren t  than income data, which o r i g i n a t e s  w i t h  the  
federal government and t y p i c a l l y  i s  no t  a v a i l a b l e  u n t i l  more than a  
year a f t e r  the  end o f  the calendar year .  

By Surplus Or Appropriation. C a l i f o r n i a  and Wyoming depos i t  
money i n t o  t h e i r  funds e i t h e r  by a p p r o p r i a t i o n  o r  su rp lus  o r  both.  

By Other Methods. Colorado requ i res  t h a t  f o u r  percent  o f  
the t o t a l  General Fund a p p r o p r i a t i o n  p lus  supplementals a u t o m a t i c a l l y  



be set aside. Rhode Island designates a portion of its lottery 
revenues for fund deposits. 

Methods of Withdrawal 

NCSL has classified states with rainy day funds into the 
following five general categories of how fund withdrawals are 
performed: 

by appropriation, 
by transfer, 
by formula, 
by automatic expenditure, and 
by other methods. 

BY Appropriation. Seventeen states require appropriations 
to withdraw money from their funds. In eight states, including 
Florida, Delaware and Tennessee, such an appropriation is allowed 
only to address budgetary problems such as estimated revenue 
shortfalls or deficits. Delaware, for example, requires a 
three-fifths vote of the legislature prior to making a fund 
withdrawal appropriation. Four states permit withdrawals for budget 
problems or for some other specified purpose. Five states place no 
requirement on the use of the appropriated money although Texas 
requires a two-thirds vote of each house before withdrawals can be 
made. This method of withdrawal provides the legislature with 
considerable power and responsibility over the use of the fund 
proceeds, and gives very little flexibility to the executive branch. 
Presumably, this method would require a special session of the 
legislature if a severe revenue shortfall develops after the 
legislature has recessed or adjourned. 

By Transfer. Seven states allow funds to be withdrawn by 
executive transfer, with certain states requiring legislative 
notification or approval prior to the actual transfer. 

By Formula. Five states base fund withdrawals on formula 
driven calculations. In Indiana, Michigan, and Arizona the formulas 
are based on personal income. Maryland uses a calculation involving 
the state unemployment rate and Ohio uses growth in general revenue. 
Indiana's formula is based on the annual growth rate in personal 
income minus two percent. A case exampie of the Arizona withdrawal 
procedure follows: 

Arizona uses a formula which compares the annual 
growth rate of real, adjusted personal income with 
the seven year average growth rate of real, 
adjusted personal income. If the annual growth 
rate is less than the trend growth rate, an amount 
equal to the deficiency multiplied by the General 
Fund revenue of the prior fiscal year is withdrawn 
from the rainy day fund. 

Similar to Arizona's procedure for deposit, 
estimates of the required withdrawal are made by 



both the Executive Budget Office ( E m )  and the 
Joint Legislative Budget Committee (JLBC). Final 
estimates are made by the Economic Estimates 
Commission (EEC) based upon economic data supplied 
by the U.S. Department of Commerce. Bureau of 
Economic Analysis, and testimony received from the 
staff of the EEC, EBO and JLBC. The legislature, 
by a two-thirds vote and with the concurrence of 
the governor, can increase the amount of a 
withdrawal. 

I t  should  be noted t h a t  M i c h i g a n ,  I n d i a n a ,  and A r i z o n a  a l l  
m u l t i p l y  a  pe rsona l  income growth i n d i c a t o r  b y  t h e  p r i o r  y e a r ' s  
General Fund revenue i n  o r d e r  to  de te rm ine  t h e  amount t o  be w i thd rawn 
from t h e  f u n d .  None o f  these s t a t e s  use an i n d i c a t o r  of a c t u a l  s t a t e  
revenue c o l l e c t i o n s ,  such as General Fund revenue c o l l e c t i o n s ,  as a  
f a c t o r  i n  d e t e r m i n i n g  t h e  d e p o s i t  o r  w i t h d r a w a l  amount. 

By Automatic Expenditure. Colo rado ,  C o n n e c t i c u t ,  Georg ia ,  
and Rhode I s l a n d  a u t h o r i z e  au tomat i c  e x p e n d i t u r e s  f r o m  t h e i r  funds i n  
t h e  event  o f  budget  d e f i c i t s  o r  revenue s h o r t f a l l s .  " A u t o m a t i c  
Expend i tu re "  r e f e r s  t o  an au tomat i c  t r a n s f e r  to  t h e  Genera l  Fund to  
suppor t  e x p e n d i t u r e s  for  e x i s t i n g  a p p r o p r i a t i o n s .  I n  a  1987 r e p o r t ,  
NCSL c a u t i o n e d  t h a t  " t h i s  automat ic  t r a n s f e r  o f  funds  . . . may n o t  be 
t h e  most e f f i c i e n t  use o f  t h e  r e s e r v e .  I t  may be p r e f e r a b l e  t o  draw 
down t h e  ( r a i n y  day f u n d )  when a  d e f i c i t  i s  pending,  b u t  n o t  exhaus t  
i t .  A t  t h e  v e r y  l e a s t ,  a  s t a t e  can use r e s e r v e s  t o  s l o w  budge t  
r e d u c t i o n s ,  sp read ing  r e d u c t i o n s  ac ross  two  or t h r e e  y e a r s  i n s t e a d  o f  
making them a l l  a t  once . "  

By Other Methods. Three s t a t e s  u t i l i z e  f u n d  w i t h d r a w a l  
mechanisms t h a t  do n o t  r e a l l y  f i t  i n t o  any o f  t h e  c a t e g o r i e s  
d e s c r i b e d  above. Minnesota a l l o w s  f u n d s  t o  be w i thd rawn e i t h e r  by  
a p p r o p r i a t i o n  or e x e c u t i v e  t r a n s f e r  w i t h  no s p e c i f i c a t i o n  as t o  how 
t h e  funds shou ld  be used. New Jersey  a l l o w s  a p p r o p r i a t i o n s  or ,  i n  
t h e  event  o f  an emergency, e x e c u t i v e  t r a n s f e r .  C a l i f o r n i a  a l l o w s  
au tomat i c  e x p e n d i t u r e s  f o r  a  revenue s h o r t f a l l  b u t  a l s o  p e r m i t s  an 
e x e c u t i v e  o r d e r  t o  dea l  w i t h  responses t o  n a t u r a l  d i s a s t e r s .  

S i z e  o f  t h e  Fund 

Possible Criteria. NCSL has i d e n t i f i e d  s i x  g e n e r a l  p o l i c y  
c r i t e r i a  fo r  l e g i s l a t i v e  c o n s i d e r a t i o n  i n  d e t e r m i n i n g  t h e  a p p r o p r i a t e  
s i z e  o f  a  s t a t e ' s  r a i n y  day fund :  

The degree t o  which t h e  l e g i s l a t u r e  f e e l s  i t  i s  
a p p r o p r i a t e  to  r e t u r n  excess revenues t o  t h e  t a x p a y e r s ,  
as opposed t o  h o l d i n g  t h e  excess funds i n  r e s e r v e .  

The l e g i s l a t u r e ' s  v iew abou t  t h e  d e s i r a b i l i t y  o f  s t a b l e  
t a x a t i o n  and e x p e n d i t u r e  l e v e l s .  

Whether t h e  l e g i s l a t u r e  wants t o  p l a c e  t h e  s t a t e ' s  revenue 
reserves  i n  a  separate  f u n d ,  or m a i n t a i n  a l a r g e  ba lance  
i n  t h e  General  Fund. 



The s e n s i t i v i t y  o f  t h e  s t a t e ' s  t a x  revenues to  changes i n  
t h e  s t a t e  and n a t i o n a l  economies. 

Recent changes i n  t h e  s t a t e  and f e d e r a l  t a x  code t h a t  
c r e a t e  t h e  p o s s i b i l i t y  o f  an i n a c c u r a t e  revenue f o r e c a s t .  

L e g i s l a t i v e  s u s p i c i o n  t h a t  s t a t e  spending may need t o  be 
more than  o r i g i n a l l y  budgeted. 

I n  1983, NCSL's F i s c a l  A f f a i r s  and O v e r s i g h t  Commit tee 
recommended t h a t  a  s t a t e  budget s t a b i l i z a t i o n  f u n d  compr ise a t  l e a s t  
f i v e  p e r c e n t  o f  a  s t a t e ' s  budget.  A l though  t h e r e  does n o t  appear to  
be a  d e f i n i t i v e  economic o r  t e c h n i c a l  j u s t i f i c a t i o n  for  a d o p t i n g  a  
f i v e  p e r c e n t  s tandard ,  f i n a n c i a l  i n s t i t u t i o n s  which l e n d  c a p i t a l  t o  
s t a t e  governments have advocated t h a t  s t a t e s  adhere t o  a  t h r e e  t o  
f i v e  p e r c e n t  s tandard  i n  o r d e r  to  ensure a  h i g h  bond r a t i n g .  I t  
should be noted t h a t  NCSL's 1983 recommendation d i d  n o t  d i s t i n g u i s h  
between annual and b i e n n i a l  s t a t e  budgets .  NCSL r e p o r t s ,  however, 
t h a t  o n l y  f o u r  o f  t h e  39 s t a t e s  had balances l a r g e r  than  f i v e  p e r c e n t  
o f  General Fund a p p r o p r i a t i o n s .  

Other  ways o f  e s t a b l i s h i n g  t h e  s i z e  o f  t h e  f u n d  b a l a n c e  
cou ld  r e l a t e  t o  measures o f  e r r o r  i n  t h e  revenue f o r e c a s t s ,  such as 
the average a b s o l u t e  d i f f e r e n c e  between General Fund e s t i m a t e s  and 
c o l l e c t i o n s .  I n  V i r g i n i a ,  such d i f f e r e n c e s  have averaged abou t  t h r e e  
t o  f o u r  p e r c e n t  o v e r  t h e  p a s t  decade. A l t e r n a t i v e l y ,  t h e  f u n d  s i z e  
cou ld  be based on a  percentage o f  t o t a l  s t a t e  revenues.  

Experience i n  Other S t a t e s .  The s i z e  o f  a  s t a t e ' s  r a i n y  
day fund balance may be c l o s e l y  r e l a t e d  t o  t h e  d e p o s i t  and w i t h d r a w a l  
mechanism chosen b y  t h e  l e g i s l a t u r e ,  as w e l l  as t h e  c o n d i t i o n  o f  t h e  
s t a t e  and n a t i o n a l  economy'. Based upon t h e  r e s u l t s  o f  s t a t e  surveys 
conducted b y  JLARC and NCSL, t h r e e  of t h e  s t a t e s  w i t h  t h e  l a r g e s t  
r a i n y  day f u n d  ba lances,  b o t h  i n  terms of d o l l a r s  and as a percen tage  
o f  annual General Fund a p p r o p r i a t i o n s ,  have e s t a b l i s h e d  f u n d s  t h a t  
use fo rmu las  t o  r e g u l a t e  d e p o s i t s  and w i t h d r a w a l s .  These t h r e e  
s t a t e s  (Washington,  Mich igan,  and I n d i a n a )  have funds  t h a t  c o n t a i n e d  
$260, $384, and $322 m i l l i o n ,  r e s p e c t i v e l y ,  i n  FY90. T h e i r  funds  
t o t a l e d  (as  a  percentage o f  annual General  Fund a p p r o p r i a t i o n s )  4.2 
percent ,  f o u r  p e r c e n t ,  and seven p e r c e n t ,  r e s p e c t i v e l y .  I t  shou ld  be 
noted t h a t  Washington and I n d i a n a  have a  b i e n n i a l  budget  w h i l e  
Mich igan (see case s tudy )  uses an annual  budget.  

Based on t h e  r e s u l t s  o f  t h e  s t a t e  survey conducted by JLARC, 
t h e  t h r e e  s t a t e s  w i t h  t h e  l a r g e s t  r a i n y  day f u n d  ba lances  i n  FY91 as 
a  percentage o f  t h e i r  General Fund a p p r o p r i a t i o n s  were M i n n e s o t a  (7 .4  
p e r c e n t ) ,  I n d i a n a  (seven p e r c e n t ) ,  and Delaware ( 5 . 3  p e r c e n t ) .  
Minnesota and I n d i a n a  have b i e n n i a l  s t a t e  budgets,  w h i l e  Delaware has 
an annual budget.  

M i n n e s o t a ' s  f u n d  so f a r  seems t o  have met i t s  o b j e c t i v e  o f  
compensating for budge ta ry  s h o r t f a l l  s  r e s u l t i n g  f r o m  economic f a c t o r s  
and tax  p o l i c y  changes. Minnesota has been a b l e  t o  m a i n t a i n  t h e  f u n d  
and w i t h s t a n d  s h o r t  term revenue s h o r t f a l l s  w i t h o u t  r e s o r t i n g  t o  



budget c u t s  or t a x  inc reases .  I n d i a n a ' s  f u n d  a l s o  seems t o  be 
meet ing i t s  o b j e c t i v e  o f  compensat ing f o r  a  severe revenue s h o r t f a l l  
or an unexpected downturn i n  economic c o n d i t i o n s .  However, 
Delaware's exper ience w i t h  i t s  r a i n y  day f u n d  has been d i f f e r e n t .  I n  
i t s  survey,  JLARC s t a f f  l e a r n e d  t h a t  d e s p i t e  m a i n t a i n i n g  a  h e a l t h y  
fund  ba lance,  Deiaware's f u n d  has never  been used o u t  of f e a r  t h a t  
the s t a t e ' s  bond r a t i n g  would be a f f e c t e d  i f  i t  d i d  n o t  m a i n t a i n  t h e  
reserve .  

C S E  EXAMPLE: MICHIGAN 

Michigan's rainy day fund serves as a good case 
study of the effect that a legislature's chosen 
method of deposit and withdrawal can have on the 
size of a state's fund. Michigan enacted its fund 
in 1977, with the intent of saving state revenues 
during good times in order to prevent a cutback in 
state services during bad times. In particular, 
Michigan's bipartisan effort to smooth out the 
impacts of its cyclical economy was motivated by 
the very disruptive mid-year budget cutbacks that 
were required during the recession of 1974-75. 

Michigan indexed its rainy day fund to the annual 
rate of growth in its personal income. State 
Genera1 Fund revenues would be transferred into 
the rainy day fund when the real growth in 
personal income exceeded two percent. The budget 
stabilization portion of the state's rainy day 
fund legislation provided for monies in the rainy 
day fund to be returned to the General Fund when 
the real growth in personal income became 
negative. When real growth in personal income was 
between zero and two percent, there were to be 
neither deposits into nor withdrawals from the 
rainy day fund. 

Additionally, the economic stabilization 
provisions of the rainy day fund provided for a 
portion of the fund to be used to create jobs 
during periods when the unemployment rate was 
greater than eight percent. Specifically, 
whenever the unemployment rate was between eight 
and 11.9 percent during a given quarter, the 
legislature was authorized to appropriate up to 
2.5 percent of the fund during the subsequent 
quarter for a state jobs program: when the 
unemployment rate was 12 percent or greater, up to 
five percent of the fund was allowed to be used 
for jobs programs. 

Michigan's rainy day fund did not become effective 
until EY78, when $108.7 million was transferred to 
it. An additional $104.1 million was transferred 



to the fund in FY79, but withdrawals in fiscal 
year 1980 ($263.7 million) and FY81 ($16.9 
million) almost completely depleted the fund. As 
a result of this experience, Michigan's 
legislature generally realized that the rainy day 
fund had helped the state ease into its fiscal 
dilemma rather than having to face everything all 
at once. However, the fund's relatively small 
size was inadequate to completely cope with the 
severity of the state's fiscal crisis, according 
to NCSL. 

ESTABLISHMENT OF A RAINY DAY FUND I N  VIRGINIA: CURRENT STATUS 

Does V i r g i n i a  c u r r e n t l y  have a  r a i n y  day fund?  Yes, and 
no. Reserve funds have been set '  a s i d e  i n  t h e  p a s t  and e f f o r t s  t o  
e s t a b l i s h  a  permanent f u n d  a r e  be ing  made. 

Both NCSL and NASBO have i d e n t i f i e d  V i r g i n i a  as one o f  t h e  
s t a t e s  h a v i n g  a  r a i n y  day f u n d .  Whether o r  n o t  I t e m  766.2 o f  t h e  
1990 A p p r o p r i a t i o n  A c t  a c t u a l l y  e s t a b l i s h e s  a  r a i n y  day f u n d  i s  
deba tab le .  T e c h n i c a l l y  i t  may n o t  be a  r a i n y  day fund.  ( C e r t a i n l y ,  
i t  i s  n o t  a  permanent i n s t i t u t i o n  w i t h i n  t h e  S t a t e ' s  budget  
p r o c e s s . )  The Governor has made e s t a b l i s h i n g  a  r a i n y  day f u n d  a  
p r i o r i t y  and t h e  Department o f  P lann ing  and Budget has e s t a b l i s h e d  a 
t a s k  f o r c e  on t h e  e s t a b l i s h m e n t  o f  a  revenue r e s e r v e .  L e g i s l a t i o n  t o  
c r e a t e  a  r a i n y  day f u n d  has been c a r r i e d  o v e r  t o  t h e  1991 Sess ion o f  
t h e  General Assembly. The General Assembly e s t a b l i s h e d  some t y p e  o f  
revenue r e s e r v e  w i t h i n  t h e  budget d u r i n g  seven o f  t e n  l e g i s l a t i v e  
sess ions i n  t h e  1980 's .  

NCSL and NASBO S t u d i e s  

Both NCSL and NASBO have r e c e n t l y  i d e n t i f i e d  V i r g i n i a  as one 
of t h e  s t a t e s  h a v i n g  some t y p e  o f  a  r a i n y  day f u n d .  V i r g i n i a  i s  so 
l i s t e d  by NCSL i n  S t a t e  Budget and Tax A c t i o n s  1990. However, NCSL's 
r e p o r t ,  wh ich i s  based on survey d a t a ,  shows V i r g i n i a ' s  r a i n y  day 
f u n d  ba lance ,  b o t h  i n  terms o f  d o l l a r s  and as a  percentage o f  Genera l  
Fund a p p r o p r i a t i o n s ,  t o  be ze ro .  NASBO l i s t e d  V i r g i n i a  as  h a v i n g  a  
r a i n y  day f u n d  i n  t h e  F i s c a l  Survey o f  t h e  S t a t e s :  September, 1990. 
The su rvey  r e p o r t e d  t h a t  V i r g i n i a  had a  $200 m i l l i o n  revenue 
r e s e r v e .  I n  i t s  r e p o r t ,  NASBO i d e n t i f i e d  V i r g i n i a ' s  revenue r e s e r v e  
to be a  budget  s t a b i l i z a t i o n  fund.  

I n  a  1988 r e p o r t ,  NCSL s t a t e d  t h a t  V i r g i n i a  had a  $55 
l l i o n  ba lance i n  a  "Revenue Reserve and Economic Cont ingency Fund" 
FY86. A 1987 NCSL r e p o r t  l i s t e d  V i r g i n i a  as h a v i n g  a  r a i n y  day 

fund i n  FY85 w i t h  a  $15 m i l l i o n  ba lance.  However, i n  two s e p a r a t e  
r e p o r t s  t h a t  NCSL p repared  i n  1983 on r a i n y  day funds ,  V i r g i n i a  was 
n o t  among t h e  s t a t e s  l i s t e d  as h a v i n g  such a  f u n d .  

JLARC s t a f f  q u e s t i o n e d  r e s e a r c h e r s  a t  NCSL and NASBO abou t  
t h e  i n f o r m a t i o n  c o n c e r n i n g  V i r g i n i a ' s  r a i n y  day f u n d  c o n t a i n e d  i n  
t h e i r  1990 r e p o r t s .  The NCSL researcher  who p repared  t h e  r e p o r t  



in formed JLARC s t a f f  t h a t  she does n o t  c u r r e n t l y  c o n s i d e r  V i r g i n i a  to  
have a  r a i n y  day fund ,  s ince  V i r g i n i a  has n o t  e s t a b l i s h e d  a  separa te  
fund. NCSL adv ised  JLARC s t a f f  t h a t  i t  i s  c u r r e n t l y  p l a n n i n g  a  more 
d e t a i l e d  s tudy  o f  r a i n y  day funds i n  which t h i s  i s s u e  w i l l  be 
addressed. NASBO a d v i s e d  JLARC s t a f f  t h a t  i t  s imp ly  r e p o r t e d  t h e  
r e s u l t s  o f  i t s  n a t i o n a l  survey of s t a t e  f i s c a l  o f f i c e r s ,  and t h a t  
V i r g i n i a  a p p a r e n t l y  responded t h a t  i t  cons idered t h e  $200 m i l l i o n  
revenue reserve  t o  be a  r a i n y  day f u n d .  

The 1990 A p p r o p r i a t i o n  A c t  

I t e m  766.2 o f  t h e  A c t  s t a t e s ,  i n  p a r t ,  as f o l l o w s  

A sum o f  $200 m i l l i o n  o f  t h e  u n a p p r o p r i a t e d  
ba lance  con ta ined  i n  t h i s  a c t  i s  hereby 
d e s i g n a t e d  f o r  t h e  f o l l o w i n g  express 
purposes:  

1 .  To compensate f o r  a  downward r e v i s i o n  o f  
t h e  o f f i c i a l  1990-92 genera l  fund revenue 
e s t i m a t e ,  due t o  economic f a c t o r s ,  o r  
r e - e s t i m a t e s  o f  t h e  f i s c a l  impact o f  t a x  
p o l i c y  changes enacted by t h e  U.S. Congress 
o r  t h e  V i r g i n i a  General Assembly; 

2.  S a l a r y  inc reases  i n  t h e  second y e a r  fo r  
employees s u b j e c t  to  t h e  V i r g i n i a  Personnel  
A c t ;  e l i g i b l e  employees i n  t h e  Execu t i ve ,  
L e g i s l a t i v e  and J u d i c i a l  Departments, and 
Independent  Agencies which a r e  n o t  s u b j e c t  
t o  t h e  V i r g i n i a  Personnel  Ac t ;  f a c u l t y  and 
a d m i n i s t r a t i v e  personnel  o f  t h e  s e v e r a l  
p u b l i c  c o l l e g e s  and u n i v e r s i t i e s ;  p u b l i c  
school  teachers ;  l o c a l l y  e l e c t e d  
c o n s t i t u t i o n a l  o f f i c e r s  and t h e i r  employees; 
and l o c a l  employees suppor ted by t h e  
Commonwealth. 

Sub-items 3 th rough  6  o f  I t e m  766.2 o f  t h e  A c t  c o n t a i n  o t h e r  
purposes toward wh ich  t h e  $200 m i l l i o n  may be l e g a l l y  a p p l i e d .  Those 
i n c l u d e  a d j u s t i n g  base r a t e s  o f  pay i n  t h e  second y e a r  o f  t h e  
biennium; a d j u s t i n g  f o r  o v e r t i m e  pay i n  t h e  second y e a r ;  p r o v i d i n g  
for s a l a r y  inc reases  i n  t h e  second year  fo r  s a l a r i e d  p o s i t i o n s  l i s t e d  
e lsewhere i n  t h e  A c t ,  and employer c o s t s  o f  employee b e n e f i t  programs 

I t e m  766.2 o f  t h e  Act  conc ludes as f o l l o w s :  

P r i o r  t o  o b l i g a t i o n  o r  e x p e n d i t u r e  o f  
amounts f r o m  t h i s  u n a p p r o p r i a t e d  ba lance,  
t h e  Governor s h a l l  n o t i f y  t h e  Chairmen o f  
t h e  House A p p r o p r i a t i o n s  and Senate F inance 
Committees o f  h i s  p l a n  t o  do  so. 

Accord ing  t o  JLARC s t a f f ' s  i n t e r p r e t a t i o n ,  t h i s  p o r t i o n  o f  I t e m  766.2 
a p p l i e s  p r i n c i p a l l y  t o  e x p e n d i t u r e s  i n  t h e  second y e a r  o f  t h e  



bienn ium -- or t h e  p r o v i s i o n s  r e f e r r e d  t o  i n  subparagraphs 2  t h r o u g h  
6. 

I t e m  766.2 o f  t h e  A c t  has severa l  c h a r a c t e r i s t i c s  t h a t  
d i f f e r e n t i a t e  i t  from most o t h e r  r a i n y  day funds .  F i r s t ,  t h e r e  i s  no  
money a p p r o p r i a t e d .  I t e m  766.2 does " d e s i g n a t e "  $200 m i l l i o n  of t h e  
S t a t e ' s  u n a p p r o p r i a t e d  ba lance.  Second, t h e r e  i s  no  s e p a r a t e  fund. 
The $200 m i l l i o n  amount ment ioned i n  I t e m  766.2 i s  p a r t  o f  t h e  
General Fund and i s  n o t  r e a d i l y  or a p p a r e n t l y  d i s t i n g u i s h a b l e  from i t  

F i n a l l y ,  and perhaps most fundamenta l l y ,  I t e m  766.2 rema ins  
i n  e f f e c t  o n l y  u n t i l  J u l y  1 ,  1992, a t  which t i m e  t h e  A c t  e x p i r e s .  A t  
t h a t  p o i n t  i n  t i m e ,  i n  t h e  absence o f  any o t h e r  a c t i o n ,  t h e  S t a t e  
c o u l d  r e v e r t  back t o  t h e  p o s i t i o n  o f  n o t  h a v i n g  any amount o f  revenue 
r e s e r v e  d e s i g n a t e d  f o r  t h e  p o s s i b l e  purpose o f  compensat ing fo r  a  
downward r e v i s i o n  o f  revenue e s t i m a t e s  or f o r  t h e  n e g a t i v e  f i s c a l  
impact  o f  t a x  p o l i c y  changes. No r a i n y  day f u n d  i s  p e r m a n e n t l y  
i n s t i t u t i o n a l i z e d  w i t h i n  t h e  S t a t e ' s  budget  p rocess .  I t  s h o u l d  be 
noted,  however, t h a t  I t e m  766.2 i s  u n q u e s t i o n a b l y  c o n s i s t e n t  w i t h  t h e  
p r o v i s i o n s  o f  t h e  Constitution of Virginia t h a t  p r o h i b i t  ex tended 
a p p r o p r i a t i o n s ,  and t h a t  l i m i t  S t a t e  revenues to  t h e  amount r e q u i r e d  
for t h e  necessary  expenses o f  t h e  government. 

Execu t i ve  Branch I n t e r e s t  i n  a  R a i n y  Day Fund 

Governor L .  Douglas W i l d e r  has a r t i c u l a t e d  t h e  e s t a b l i s h m e n t  
o f  a  l a r g e  revenue r e s e r v e  as  a  k e y  f i s c a l  o b j e c t i v e  o f  h i s  
a d m i n i s t r a t i o n .  The S e c r e t a r y  of. Finance and t h e  Depar tment  o f  
P lann ing  and Budget (DPB) have c r e a t e d  a  t a s k  f o r c e  t o  examine t h e  
i s s u e  o f  a  revenue r e s e r v e .  DPB expec ts  t h a t  t h e  t a s k  f o r c e  w i l l  
produce a  paper  c o n c e r n i n g  a  revenue r e s e r v e  i n  l a t e  1990. The paper  
has n o t  been made a v a i l a b l e  t o  JLARC s t a f f  a t  t h i s  t i m e .  However, o n  
November 29, 1990 t h e  Governor s a i d  t h a t  t h e  S e c r e t a r y  o f  F inance 
r e p o r t  would be p resen ted  to  " t h e  r e l e v a n t  l e g i s l a t i v e  commi t tees. "  

S t a t u s  o f  Proposed Ra iny  Day Fund L e g i s l a t i o n  

Senate B i l l  No. 227, i n t r o d u c e d  d u r i n g  t h e  1990 sess ion ,  
would, i f  enacted,  r e q u i r e  t h e  Governor  t o  c r e a t e  a  Revenue 
S t a b i l i z a t i o n  Reserve Fund. The b i l l  was c a r r i e d  o v e r  t o  t h e  1991 
sess ion.  

The r a t i o n a l e  beh ind  t h e  l e g i s l a t i o n  i s  exp ressed  i n  t h e  
f o l l o w i n g  manner: 

I t  i s  hereby d e c l a r e d  t h a t  t h e  a b i l i t y  of 
t h e  Commonwealth t o  w i t h s t a n d  t h e  economic 
e f f e c t s  o f  a  r e c e s s i o n  o r  slowdown i n  
economic g rowth  i s  a  b a s i c  t e n e t  o f  sound, 
p ruden t ,  and r e s p o n s i b l e  f i n a n c i a l  and t a x  
p o l i c y  and t h a t  t h e  c r e a t i o n  and f u n d i n g  o f  
t h e  Revenue S t a b i l i z a t i o n  Reserve Fund i s  a  
necessary  expense o f  f i s c a l l y  p r u d e n t  
government.  



The l e g i s l a t i o n  r e q u i r e s  t h e  G o v e r n o r ' s  budget  b i l l  t o  
c o n t a i n  a  r e s e r v e  f u n d  t o  c o n s i s t  o f  an amount " n o t  t o  exceed f i v e  
p e r c e n t  o f  t h e  Commonwealth's tax  revenues d e r i v e d  f r o m  t a x e s  on 
income and r e t a i l  s a l e s  as c e r t i f i e d  by t h e  A u d i t o r  o f  P u b l i c  
Accounts fo r  t h e  immed ia te ly  p receed ing  f i s c a l  y e a r . "  The f u n d  i s  t o  
be c r e a t e d  " i n  t h e  Department o f  T reasury  as a  s p e c i a l  n o n r e v e r t i n g  
fund . "  The b i l l  p r o v i d e s  t h a t  t h e  f u n d  " s h a l l  be phased i n  o v e r  a  
f i v e - y e a r  p e r i o d  i n  increments  o f  one p e r c e n t  each y e a r . "  

The b i l l  p r o v i d e s  t h e  f o l l o w i n g  mechanism for w i t h d r a w a l s  
from t h e  fund :  

I n  t h e  even t ,  a t  any t i m e  d u r i n g  t h e  f i s c a l  
y e a r ,  t h a t  r e c e i p t s  from t a x e s ,  f e e s  and 
o t h e r  sources r e q u i r e d  to  be p a i d  i n t o  t h e  
General Fund o f  t h e  Commonwealth f a l l  be low 
t h e  amount p r o j e c t e d  i n  t h e  g e n e r a l  
a p p r o p r i a t i o n  law, t h e  S t a t e  T r e a s u r e r  s h a l l  
t r a n s f e r  f r o m  t h e  Revenue S t a b i l i z a t i o n  
Reserve Fund t o  t h e  genera l  f u n d ,  t o  t h e  
e x t e n t  t h e r e  a r e  s u f f i c i e n t  moneys i n  such 
r e s e r v e  f u n d ,  an amount equal  t o  t h e  
d i f f e r e n c e  between t h e  genera l  a p p r o p r i a t i o n  
l a w ' s  p r o j e c t i o n s  and t h e  amounts o f  such 
r e c e i p t s .  

The b i l l  makes t h e  f o l l o w i n g  p r o v i s i o n  fo r  r e p l e n i s h i n g  t h e  
Revenue S t a b i l i z a t i o n  Reserve Fund, "Repayments ... s h a l l  be made as 
soon as p r a c t i c a b l e ,  w i t h o u t  i n t e r e s t ,  and i n  t h e  e v e n t  n o t  made, 
s h a l l  be s t i p u l a t e d  t o  a t  t h e  n e x t  s e s s i o n  o f  t h e  General  Assembly." 
I n  a d d i t i o n ,  t h e  b i l l  p r o v i d e s  t h a t  " a t  t h e  c l o s e  o f  each f i s c a l  
year ,  any unexpended f u n d  balances i n  t h e  g e n e r a l  f u n d  s h a l l  be 
t r a n s f e r r e d  t o  t h e  Revenue S t a b i l i z a t i o n  Reserve Fund u n l e s s  such 
t r a n s f e r  would i n c r e a s e  t h e  r e s e r v e  f u n d  t o  an amount i n  excess o f  
t h e  f i v e  p e r c e n t  l e v e l . "  

The Revenue S t a b i l i z a t i o n  Reserve Fund d e s c r i b e d  i n  Senate 
B i l l  No. 227 contemplates a d h e r i n g  t o  t h e  f i v e  p e r c e n t  o f  revenue 
s tandard  advocated by NCSL. I t s  p lanned method o f  d e p o s i t i n g  monies 
i n t o  t h e  f u n d  i s  s i m i l a r  to  C o l o r a d o ' s  i n  t h a t  a  s p e c i f i e d  percen tage  
o f  revenues i s  r e q u i r e d  t o  be s e t  a s i d e  each y e a r .  I n  a d d i t i o n ,  i t s  
language r e q u i r i n g  unexpended General Fund ba lances  to  be t r a n s f e r r e d  
i n t o  t h e  r e s e r v e  f u n d  resembles t h a t  o f  a  l a r g e  number o f  s t a t e s  
wh ich  r e q u i r e  t h a t  a  p o r t i o n  o f  t h e  u n o b l i g a t e d  General  Fund s u r p l u s  
be des igna ted  to  t h e  s t a b i l i z a t i o n  f u n d .  The method of fund 
w i t h d r a w a l  proposed i n  t h e  b i l l  i s  b y  t r a n s f e r ,  a  method c u r r e n t l y  
used by seven o t h e r  s t a t e s .  The b i l l  a u t h o r i z e s  t h i s  t r a n s f e r  when 
" r e c e i p t s  from taxes ,  f e e s  and o t h e r  sources . . .  f a l l  be low t h e  amount 
p r o j e c t e d  i n  t h e  genera l  a p p r o p r i a t i o n  law."  Senate B i l l  No. 227 was 
r e f e r r e d  t o  t h e  Senate F inance Committee, where i t  was h e l d  o v e r  t o  
t h e  1991 Session.  

There a r e  p o t e n t i a l  c o n s t i t u t i o n a l  i s s u e s  w i t h  any V i r g i n i a  
r a i n y  day fund.  A r t i c l e  X ,  S e c t i o n  7 o f  t h e  Constitution of Virginia 
p r o v i d e s  t h a t :  



No money s h a l l  be pa id  o u t  o f  the Sta te  
t r e a s u r y  except i n  pursuance o f  
app rop r ia t i ons  made by law; and no such 
a p p r o p r i a t i o n  s h a l l  be made which i s  payable 
more than two years and s i x  months a f t e r  t h e  
end o f  the session o f  the  General Assembly 
a t  which the law i s  enacted au tho r i z i ng  t h e  
same. 

Senate B i l l  No. 227 requ i res  t h a t  the Governor 's Budget B i l l  
prov ide f o r  a  Revenue S t a b i l i z a t i o n  Reserve Fund con ta in ing ,  i n  the 
f i r s t  year, an amount equal t o  one percent  o f  the p r i o r  y e a r ' s  
revenue from taxes on income and r e t a i l  sa les.  Presumably, t h a t  
p rov i s ion  o f  the  Budget B i l l  would become p a r t  o f  the subsequent 
Appropr ia t ion  Ac t .  The b i l l ,  however, creates a  requi rement  t h a t  the 
Sta te  increase t h i s  "appropr ia t ion"  o f  t ax  revenue by a  c e r t a i n  
percentage each year over a  f i v e  year pe r iod .  Since Senate B i l l  No. 
227 would seem t o  c rea te  an o b l i g a t i o n  o f  the  Sta te  t o  a p p r o p r i a t e  a  
s p e c i f i c  sum o f  money t o  the Revenue S t a b i l i z a t i o n  Reserve Fund over  
a  per iod  o f  t ime longer  than two years and s i x  months, i t  c o u l d  be 
i n t e r p r e t e d  as being a t  odds w i t h  the language o f  A r t i c l e  X,  Sec t ion  
7  and may r a i s e  a  c o n s t i t u t i o n a l  issue.  

I n  a d d i t i o n  t o  the issue regard ing  the t ime l i m i t a t i o n ,  
another p r o v i s i o n  o f  the  Constitution should be noted. A r t i c l e  X, 
Sect ion 8  o f  the  Constitution of Virginia s ta tes  as f o l l o w s :  

No o t h e r  o r  g rea ter  amount o f  t ax  o r  
revenues s h a l l ,  a t  any t ime,  be l e v i e d  than 
may be requ i red  f o r  the necessary expenses 
o f  the  government, o r  t o  pay the  
indebtedness o f  the Commonwealth. 

To t h e  e x t e n t  t h a t  the c r e a t i o n  o f  a  Revenue S t a b i l i z a t i o n  
Reserve Fund cou ld  be shown no t  t o  be a  necessary expense o r  a  
"proper governmental f unc t i on " ,  then l e g i s l a t i o n  enacted from Senate 
B i l l  No. 227 cou ld  r a i s e  a  c o n s t i t u t i o n a l  i ssue.  I n  i n t e r p r e t i n g  
A r t i c l e  X, Sec t ion  8 o f  the Constitution, the  V i r g i n i a  Supreme Court  
has re1 i e d  upon the "proper governmental f u n c t i o n "  s tandard i n  
determining whether ac t ions  o f  the  Commonwealth were c o n s t i t u t i o n a l .  
See Harr ison v. Day, 200 Va. 764, 107 S.E.2d 594 (1959); F a i r f a x  - 
County I n d u s t r i a l  Development A u t h o r i t y  v. Coyner, 207 Va. 351, 150 
S.E.2d 87 (1966). commented on i n  53 Va. L. Rev. 1556 (1967).  I n  h i s  
Commentaries on the C o n s t i t u t i o n  o f  V i r q i n i a ,  A.E. Howard noted t h a t :  

The cou r t s  have t rea ted  s e c t i o n  8 ' s  language 
as having bu t  one purpose: t o  assure t h a t  
p u b l i c  funds are used o n l y  f o r  p u b l i c  
purposes. The sec t i on  has never been 
s e r i o u s l y  thought,  f o r  example, t o  p revent  a  
budgetary surp lus .... 



Howard f u r t h e r  e x p l a i n e d  t h a t  "The ' p u b l i c  p u r p o s e '  t e s t  i s  
n o t ,  indeed c o u l d  n o t  r e a l i s t i c a l l y  be,  a  severe one. Any 
'governmental  f u n c t i o n '  i s  though t  t o  se rve  a  p u b l i c  pu rpose . "  

Presumably i n  r e c o g n i t i o n  o f  these  p o t e n t i a l  c o n s t i t u t i o n a l  
concerns, Senate J o i n t  R e s o l u t i o n  No. 8 4  was i n t r o d u c e d  d u r i n g  t h e  
1990 sess ion  i n  t h e  form o f  a  c o n s t i t u t i o n a l  amendment. The 
substance o f  SJR 8 4  i s  i d e n t i c a l  t o  t h a t  o f  SB 227. The j o i n t  
r e s o l u t i o n  was r e f e r r e d  t o  t h e  Senate Committee on P r i v i i e g e s  and 
E l e c t i o n s ,  where i t  was approved. SJR 84 was then r e f e r r e d  to  t h e  
Senate Finance Committee, where i t  was h e l d  over  t o  t h e  1991 s e s s i o n .  

Four s t a t e s  (Delaware, Oklahoma, Texas, and L o u i s i a n a )  have 
amended t h e i r  c o n s t i t u t i o n s  to p r o v i d e  for  the e s t a b l i s h m e n t  of  a 
r a i n y  day f u n d .  I n  FY90, Delaware and Oklahoma had f u n d  ba lances  
t h a t  equaled a t  l e a s t  f i v e  p e r c e n t  o f  t h e  s t a t e ' s  General  Fund 
a p p r o p r i a t i o n s .  Texas 's  f u n d  ba lance  t o t a l e d  l e s s  t h a n  one p e r c e n t  
of Genera1 Fund a p p r o p r i a t i o n s .  L o u i s i a n a ' s  fund,  wh ich  was o n l y  
e s t a b l i s h e d  i n  1990, had a  z e r o  ba lance .  

P r i o r  Revenue Reserves i n  V i r q i n i a  

I n  a d d i t i o n  t o  t h e  $200 m i l l i o n  revenue r e s e r v e  i n  1990, t h e  
General Assembly i n c l u d e d  some t y p e  o f  revenue r e s e r v e  i n  t h e  1980, 
1981, 1984, 1985, 1986, 1987, and 1989 A p p r o p r i a t i o n  A c t s  ( T a b l e  8-1) 

1980 Appropriation Act. I t e m  663 of t h e  A c t  a p p r o p r i a t e d  
$8.5 m i l l i o n  t o  a  "Revenue D e f i c i e n c y  Reserve".  T h i s  a p p r o p r i a t i o n ,  
made f r o m  t h e  General  Fund, was o n l y  fo r  t h e  f i r s t  y e a r  o f  t h e  
biennium. The A c t  s t a t e d  t h a t  t h i s  a p p r o p r i a t i o n  was t o  be  used by 
t h e  Governor " t o  p r o v i d e  for  unbudgeted inc reases  i n  c o s t s  t o  S t a t e  
Agencies for  e s s e n t i a l  commodit ies and s e r v i c e s " .  Based o n  JLARC 
s t a f f ' s  r e v i e w  o f  t h e  language i n  t h e  A c t ,  t h i s  revenue d e f i c i e n c y  
r e s e r v e  was n o t  contemplated fo r  use i n  t h e  event  o f  a  revenue  
s h o r t f a l l  r e s u l t i n g  f r o m  economic c o n d i t i o n s  o r  t a x  p o l i c y  changes. 

1981 Appropriation Act. I n  1981, I t e m  663 o f  t h e  1980 A c t  
was renamed "Economic Cont ingency"  and p r o v i d e d  w i t h  a  second y e a r  
a p p r o p r i a t i o n  o f  $8.2 m i l l i o n .  The i t e m  was amended t o  a u t h o r i z e  t h e  
Governor t o  t r a n s f e r  a  p o r t i o n  o f  t h e  a p p r o p r i a t i o n  t o  supplement  
c a p i t a l  o u t l a y  a p p r o p r i a t i o n s .  

1984 Appropriation Act. A "Revenue Reserve" was e s t a b l i s h e d  
by I t e m  665.1 o f  t h e  Ac t .  D u r i n g  t h e  f i r s t  year  o f  t h e  b ienn ium,  $23 
m i  11 i o n  was a p p r o p r i a t e d  f r o m  t h e  General  Fund and $13 mi 11 i o n  d u r i n g  
t h e  second y e a r .  I n  v iew o f  t h e  f a c t  t h a t  the 1982 A c t  d i d  n o t  
c o n t a i n  any t y p e  o f  revenue r e s e r v e ,  t h e  e s t a b l i s h m e n t  o f  t h i s  
revenue r e s e r v e  appears t o  have been a r e a c t i o n  to  t h e  f i s c a l  
problems produced b y  t h e  r e c e s s i o n  o f  t h e  e a r l y  1980 's .  A c c o r d i n g  t o  
I t e m  665.1, t h e  Governor:  

i s  a u t h o r i z e d  to  reduce t h e  a p p r o p r i a t i o n  i n  
t h i s  i t e m  i n  t h e  e v e n t  t h e  r e v i s e d  e s t i m a t e d  
g e n e r a l  fund revenues a r e  exceeded by t h e  
t o t a l  o f  t h e  genera l  f u n d  a p p r o p r i a t i o n s  



including a revised estimate of amounts to 
be expended from sum sufficient 
appropriations. 

JLARC staff's interpretation of this language is that it did 
establish a rainy day fund. Money was appropriated to be used in the 
event of a General Fund revenue shortfall. However, this rainy day 
fund was effective for only one biennium, and not permanently 
protected by the Constitution. In addition, although the language 
authorized the Governor to make expenditures from the appropriation 
in the event of a revenue shortfall, it did not explicitly require 
him to. 

1985 Appropriation Act. In the 1985 Act, Item 665.1 of the 
1984 Act was amended in order to provide the Governor with authority 
to use this appropriation for additional purposes. Item 665.1, which 
appropriated $13 million from the General Fund for fiscal year 1986, 
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years specified. 

authorized the Governor to: 

supplement second year appropriations in 
this Act to offset federal fund reductions 
resulting from the Federal Fiscal Year 1986 
Budget and to address unbudgeted wage and 
salary costs necessitated by federal actions. 



I t e m  665.1 o f  t h e  1985 A c t  a l s o  a u t h o r i z e d  t h e  Governor t o  
use a  p o r t i o n  o f  t h e  a p p r o p r i a t i o n  t o  " p r o v i d e  for  unbudgeted 
i n c r e a s e s  i n  c o s t s  to s t a t e  agenc ies  f o r  e s s e n t i a l  commodi t ies  and 
s e r v i c e s . "  

1986 Appropriation Act. I t e m  658 o f  t h e  A c t  a p p r o p r i a t e d  
$76.4 mi 1  l i o n  f r o m  t h e  General  Fund, d u r i n g  t h e  f i r s t  y e a r  o f  t h e  
b ienn ium,  f o r  "Revenue Reserve and Economic C o n t i n g e n c y . "  T h i s  i t e m  
c o n t a i n e d  i d e n t i c a l  language f r o m  I t e m  665.1 o f  t h e  1985 A c t ,  i n  t h a t  
t h e  Governor  was " a u t h o r i z e d  to  reduce t h e  a p p r o p r i a t i o n  ... i n  t h e  
e v e n t  t h e  r e v i s e d  e s t i m a t e d  g e n e r a l  f u n d  revenues a r e  exceeded by  t h e  
t o t a l  o f  t h e  g e n e r a l  f u n d  a p p r o p r i a t i o n s  i n c l u d i n g  a r e v i s e d  e s t i m a t e  
o f  amounts t o  be expended f r o m  sum s u f f i c i e n t  a p p r o p r i a t i o n s . "  I t e m  
658 a l s o  i n c l u d e d  language s i m i l a r  t o  t h a t  i n  I t e m  665.1  o f  t h e  1985 
A c t ,  a u t h o r i z i n g  t h e  Governor to:  

supplement a p p r o p r i a t i o n s  i n  t h i s  A c t  t o  
o f f s e t  f e d e r a l  f u n d  r e d u c t i o n s  r e s u l t i n g  
f r o m  t h e  f e d e r a l  budget  and t o  address  
unbudgeted wage and s a l a r y  c o s t s  
n e c e s s i t a t e d  by  f e d e r a l  a c t i o n s .  

The language o f  I t e m  658 appears t o  c o n t e m p l a t e  t h e  use o f  
t h e  revenue r e s e r v e  i n  s i t u a t i o n s  where S t a t e  revenues a r e  found  to  
be i n s u f f i c i e n t  t o  f u n d  t h e  e x i s t i n g  l e v e l  o f  S t a t e  a p p r o p r i a t i o n s ,  
and a l s o  i n  s i t u a t i o n s  where f e d e r a l  a c t i o n s  n e g a t i v e l y  impac t  on  t h e  
S t a t e  budge t .  

1987 Appropriation Act. I t e m  658 o f  t h e  A c t ,  "Revenue 
Reserve and Economic Con t ingency"  remained s u b s t a n t i a l l y  t h e  same as 
I t e m  658 o f  t h e  1986 A c t .  However, I t e m  658.1 was added t o  t h e  A c t ,  
e s t a b l i s h i n g  a  "Tax Reform Reserve Fund". I t e m  658.1,  wh ich  
a p p r o p r i a t e d  $27.9 m i l l i o n  f o r  FY88, a u t h o r i z e d  t h e  Governor  to  
supplement o t h e r  General  Fund revenues f r o m  t h i s  r e s e r v e  under  t h e  
f o l l o w i n g  c o n d i t i o n s :  

1)  i n  t h e  e v e n t  t h a t  t h e  100 th  U n i t e d  S t a t e s  
Congress enac ts  t a x  l e g i s l a t i o n  t h a t  
n e c e s s i t a t e s  t h e  r e d u c t i o n  o f  V i r g i n i a ' s  
c o r p o r a t e  a n d l o r  i n d i v i d u a l  income t a x  
r e c e i p t s  e s t i m a t e s  or reduces t h e  e s t i m a t e d  
a d d i t i o n a l  revenues r e s u l t i n g  t o  V i r g i n i a  
f r o m  t h e  Federa l  Tax Reform A c t  o f  1986; o r  
2) i f  changing economic c o n d i t i o n s  r e q u i r e  
t h e  Governor t o  l o w e r  t h e  General  Fund 
Revenue F o r e c a s t  fo r  FYI987 o r  FY1988. 

I t e m  658.1 f u r t h e r  s p e c i f i e d  t h a t  i f  Congress d i d  n o t  e n a c t  
any t a x  l e g i s l a t i o n  t h a t  reduced V i r g i n i a ' s  c o r p o r a t e  or i n d i v i d u a l  
income t a x  r e c e i p t s ,  t h a t  t h e  Governor  was d i r e c t e d  t o  d e v e l o p  a  p l a n  
t o  u t i l i z e  t h e  a p p r o p r i a t i o n  to  " e l i m i n a t e  or r e d u c e  t h e  V i r g i n i a  
A c c e l e r a t e d  Cos t  Recovery System addbacks a n d l o r  s u b t r a c t i o n s . .  . ." 

1989 Appropriation Act. I t e m  669.3 o f  t h e  1989 A c t  



a p p r o p r i a t e d  $77.5 m i l l i o n  t o  a "Revenue Reserve Fund." The Governor 
was a u t h o r i z e d  to  "supplement o t h e r  genera l  f u n d  a p p r o p r i a t i o n s  f r o m  
t h i s  r e s e r v e "  under t h e  f o l l o w i n g  c o n d i t i o n s :  

(1 )  i n  t h e  e v e n t  t h a t  t h e  1 O l s t  U n i t e d  
S t a t e s  Congress enac ts  t a x  l e g i s l a t i o n  t h a t  
n e c e s s i t a t e s  t h e  r e d u c t i o n  o f  V i r g i n i a ' s  
o f f i c i a l  c o r p o r a t e  a n d l o r  i n d i v i d u a l  income 
t a x  r e c e i p t s  e s t i m a t e s ;  or (2)  i f  changing 
economic c o n d i t i o n s  r e q u i r e  t h e  Governor t o  
lower t h e  o f f i c i a l  genera l  f u n d  revenue 
f o r e c a s t  fo r  t h e  f i s c a l  year  e n d i n g  June 30, 
1990. 

SUMMARY OF BACKGROUND MATERIAL 

Th i r t y -seven  s t a t e s ,  a c c o r d i n g  t o  t h e  JLARC s t a f f  su rvey ,  
have e s t a b l i s h e d  some type  o f  budget s t a b i l i z a t i o n  fund.  However, 
t h e  ba lance  o f  tnese funds i n  11 s t a t e s  i s  z e r o .  A t  l e a s t  22 o f  
those  s t a t e s  have e s t a b l i s h e d  a budget  s t a b i l i z a t i o n  f u n d  t h a t  i s  
separate and distinct from their General Fund. V i r g i n i a ' s  revenue 
r e s e r v e  i s  n o t  a  separate  f u n d  and i s  n o t  permanent.  

V i r g i n i a  e s t a b l i s h e d  some t y p e  o f  revenue r e s e r v e  i n  seven 
a p p r o p r i a t i o n  a c t s  d u r i n g  t h e  1980 's .  I n  each case, t h e  revenue 
r e s e r v e  was funded b y  l e g i s l a t i v e  a p p r o p r i a t i o n ,  w i t h  t h e  Governor 
a u t h o r i z e d  t o  a l l o c a t e  money from t h e  a p p r o p r i a t i o n  i n  s p e c i f i e d  
s i t u a t i o n s .  The r e s e r v e  funds  e s t a b l i s h e d  by t h e  1984 and 1987 A c t s  
were f o r  t h e  purpose o f  compensat ing for  a  revenue s h o r t f a l l  caused 
by economic c o n d i t i o n s  or t a x  p o l i c y  changes. The revenue r e s e r v e s  
e s t a b l i s h e d  by t h e  1985 and 1986 A c t s  c o u l d  be used, among o t h e r  
purposes, t o  compensate f o r  r e d u c t i o n s  i n  f e d e r a l  funds. 

I t e m  766.2 of  t h e  1990 A c t  has s e v e r a l  c h a r a c t e r i s t i c s  t h a t  
d i f f e r e n t i a t e  i t  f r o m  most o t h e r  s t a t e  r a i n y  day funds:  

There i s  no fund  e s t a b l i s h e d  s e p a r a t e  and d i s t i n c t  f r o m  
t h e  General Fund. 

Money i s  des igna ted ,  n o t  a p p r o p r i a t e d .  

I t e m  766.2 o f  t h e  A c t  does n o t  pe rmanen t l y  e s t a b l i s h  a  
r a i n y  day f u n d  as an i n s t i t u t i o n  w i t h i n  t h e  S t a t e ' s  budge t  
process.  

Senate B i l l  No. 227 c o n t a i n s  p r o v i s i o n s  t h a t  may be a t  odds 
w i t h  A r t i c l e  X ,  S e c t i o n  7  and A r t i c l e  X, S e c t i o n  8  o f  t h e  
Constitution of Virginia. T h i s  c o n t i n g e n c y  was r e c o g n i z e d  by t h e  
i n t r o d u c t i o n  of Senate J o i n t  R e s o l u t i o n  No. 84.  



OPTIONS FOR A RAINY DAY FUND FOR VIRGINIA 

Under t h e  d i r e c t i o n  o f  t h e  JLARC Subcommittee on t h e  
E x e c u t i v e  Budget Process,  JLARC s t a f f  r e v i e w e d  and p r e s e n t e d  
background i n f o r m a t i o n  on r a i n y  day funds i n  Oc tober  and November of 
1990. A t  t h e  November 1 4 t h  subcommittee meet ing ,  t h e  subcommit tee 
d i r e c t e d  t h e  s t a f f  t o  p r e p a r e  s u i t a b l e  o p t i o n s  for  V i r g i n i a  and to 
deve lop  a  framework for  proposed l e g i s l a t i o n  f o r  t h e  subcommi t tee 's  
c o n s i d e r a t i o n .  Th is  s e c t i o n  d iscusses t h e  c h o i c e s  a v a i l a b l e  f o r  t h e  
subcommit tee.  For i l l u s t r a t i v e  purposes, JLARC s t a f f  have chosen 
o p t i o n s  for  t h e  subcommit tee 's  d i s c u s s i o n .  

I t  should  be n o t e d  t h a t  a  r a i n y  day f u n d  would p r o v i d e  t h e  
S t a t e  w i t h  an a d d i t i o n a l  i n s t r u m e n t  f o r  mak ing a  good f a i t h  e f f o r t  to  
manage i t s  f i s c a l  a f f a i r s  i n  a  prudent  manner. A  r a i n y  day f u n d  
canno t  p r o v i d e  t h e  S t a t e  w i t h  a  p e r f e c t  de fense  a g a i n s t  t h e  e f f e c t s  
o f  a  p r e c i p i t o u s  economic downturn. 

Based on background research  by JLARC s t a f f ,  an a p p r o p r i a t e  
r a i n y  day f u n d  f o r  V i r g i n i a  would c o n t a i n  f o u r  genera l  
c h a r a c t e r i s t i c s .  

F i r s t ,  i t  would c o n t a i n  a  f u n d  b a l a n c e  l a r g e  enough t o  a t  
l e a s t  p a r t i a l l y  compensate fo r  s h o r t f a l l s  when revenue 
c o l l e c t i o n s  a r e  low. 

Second, i t  would  i n c l u d e - a  d e p o s i t  mechanism to  ensure t h e  
accumu la t ion  o f  t a x  revenues i n  p rosperous  y e a r s  when 
revenue c o l l e c t i o n s  a r e  h i g h .  

T h i r d ,  i t  would i n c l u d e  an adequate w i t h d r a w a l  mechanism 
to  ensure t h a t  a  p o r t i o n  o f  t h e  f u n d  ba lance would  be 
t r a n s f e r r e d  t o  t h e  General Fund d u r i n g  y e a r s  i n  which 
t h e r e  i s  a  revenue s h o r t f a l l .  

F o u r t h ,  t h e  f u n d  would be e s t a b l i s h e d  by t h e  Constitution 
of Virginia. 

Fund Balance Large Enough t o  Compensate f o r  a  Revenue S h o r t f a l l  

The s i z e  o f  a  s t a t e ' s  r a i n y  day fund ba lance  i s  t y p i c a l l y  
ana lyzed  e i t h e r  i n  a b s o l u t e  d o l l a r  terms or as a  pe rcen tage  o f  i t s  
General  Fund a p p r o p r i a t i o n s .  However, t h e  f u n d  c o u l d  a l s o  be 
ana lyzed  i n  terms o f  General  Fund revenue c o l l e c t i o n s .  There a r e  a  
number o f  f u n d  ba lance s i z e s  t h a t  t h e  General  Assembly c o u l d  c o n s i d e r :  

f i v e  p e r c e n t  o f  b i e n n i a l  General Fund a p p r o p r i a t i o n s ,  
f i v e  p e r c e n t  o f  annual General Fund a p p r o p r i a t i o n s ,  
t h r e e  p e r c e n t  of  General Fund revenues f o r  t h e  t w o  
p reced ing  f i s c a l  years ,  or 
f i v e  p e r c e n t  o f  annual income and r e t a i l  s a l e s  t a x  
revenue. 



Five Percent of Biennial General Fund Appropriations. T h i s  
o p t i o n  c o u l d  be c o n s i d e r e d  due t o  t h e  f a c t  t h a t  i t  i s  based o n  t h e  
f u n d  s i z e  recommended b y  NCSL's F i s c a l  A f f a i r s  and O v e r s i g h t  
Committee i n  1983. NCSL recommended t h a t  t h e  s i z e  o f  a s t a t e ' s  r a i n y  
day f u n d  should equal  f i v e  p e r c e n t  o f  t h e  s t a t e ' s  budget .  I n  
a d d i t i o n ,  f i n a n c i a l  i n s t i t u t i o n s  which l e n d  c a p i t a l  to s t a t e  
governments have advocated t h a t  a s t a t e ' s  r a i n y  day f u n d  b a l a n c e  
equal  between t h r e e  and f i v e  p e r c e n t  o f  t h e  s t a t e ' s  budge t  i n  o r d e r  
to  ensure a h i g h  bond r a t i n g .  

I t  should  be n o t e d  t h a t  a l t h o u g h  n e i t h e r  o f  t h e s e  
recommendations d i s t i n g u i s h  between annual  and b i e n n i a l  s t a t e  budget  
c y c l e s ,  b o t h  recommendations appear t o  be based on t h e  t h e o r y  t h a t  
t h e  s i z e  o f  t h e  f u n d  ba lance  should  be based on t h e  p e r i o d  fo r  wh ich  
ma jo r  budget a l l o c a t i o n s  a r e  made. I n  o t h e r  words, t h e  f u n d  ba lance  
shou ld  be adequate to  cover  reasonab le  r i s k  d u r i n g  a s t a t e ' s  normal 
budget  c y c l e .  I n  V i r g i n i a ,  a f u n d  ba lance s a t i s f y i n g  t h i s  c r i t e r i o n  
fo r  b o t h  years  o f  t h e  c u r r e n t  b ienn ium would have t o  equa l  
a p p r o x i m a t e l y  $657 m i  1 l i o n .  I n  comparison, V i r g i n i a ' s  c u r r e n t  $200 
m i l l i o n  revenue r e s e r v e  r e p r e s e n t s  a p p r o x i m a t e l y  1.5 p e r c e n t  o f  t h e  
S t a t e ' s  General Fund a p p r o p r i a t i o n s  for  t h e  1990-1992 b i e n n i u m .  

Five Percent of Annual General Fund Appropriations. T h i s  
o p t i o n ,  which i s  based on NCSL's recommended c r i t e r i o n ,  c o u l d  be 
cons ide red  by t h e  General  Assembly as a means o f  r e q u i r i n g  a l e s s e r  
d o l l a r  amount i n  t h e  r a i n y  day f u n d .  For  t h e  f i r s t  y e a r  of  t h e  
c u r r e n t  b iennium, a f u n d  ba lance a d h e r i n g  t o  t h i s  s t a n d a r d  would  
t o t a l  a p p r o x i m a t e l y  $315 m i l l i o n  d o l l a r s .  However, a d o p t i n g  a f u n d  
ba lance s tandard based on annual a p p r o p r i a t i o n s  would i g n o r e  
V i r g i n i a ' s  normal b i e n n i a l  budget c y c l e .  

Five Percent of Annual Income and Retail Sales Tax Revenue. 
T h i s  o p t i o n  i s  proposed by Senate B i l l '  No. 227. For t h e  c u r r e n t  
b ienn ium,  a fund ba lance  a d h e r i n g  t o  t h i s  c r i t e r i a  based on FY90 
c o l l e c t i o n s  would equal  a p p r o x i m a t e l y  $237.5 m i l l i o n .  T h i s  o p t i o n  
d i f f e r s  f r o m  t h e  p r e v i o u s  o p t i o n  i n  t h a t  i t  bases t h e  s i z e  o f  t h e  
fund on o n l y  a s e l e c t  p o r t i o n  o f  General  Fund revenues. 

Three Percent of General Fund Revenue for the Two Preceding 
Fiscal Years. U s i n g  t h i s  o p t i o n ,  t h e  General  Assembly would  
e s t a b l i s h  t h e  maximum f u n d  s i z e  as t h r e e  p e r c e n t  o f  t h e  sum o f  t h e  
General  Fund revenues o f  t h e  Commonwealth o f  V i r g i n i a ,  fo r  t h e  two 
f i s c a l  years  immed ia te ly  p r e c e d i n g  an even year  s e s s i o n  o f  t h e  
General  Assembly. T h i s  o p t i o n  c o u l d  be cons ide red  on t h e  b a s i s  t h a t  
t h e  S t a t e ' s  General Fund revenue f o r e c a s t  has v a r i e d  f r o m  a c t u a l  
revenue c o l l e c t i o n s ,  o n  average, by  abou t  t h r e e  to  f o u r  p e r c e n t  o v e r  
t h e  p a s t  16 years .  T h e r e f o r e ,  a f u n d  o f  t h i s  s i z e  s h o u l d ,  i n  t h e o r y ,  
be s u f f i c i e n t  t o  compensate f o r  t h e  d i f f e r e n c e  i n  e s t i m a t e d  and 
a c t u a l  General Fund revenue c o l l e c t i o n s  i n  an average y e a r .  T h i s  
o p t i o n  d i f f e r s  from t h e  f i r s t  two  o p t i o n s  i n  t h a t  i t  bases t h e  s i z e  
o f  t h e  fund  ba lance on an i n d i c a t o r  o f  S t a t e  revenues r e c e i v e d  d u r i n g  
t h e  p reced ing  f i s c a l  y e a r s ,  as opposed t o  an  i n d i c a t o r  o f  S t a t e  
spending.  

JLARC s t a f f  have c a l c u l a t e d  t h a t  t h e  maximum f u n d  s i z e  o f  
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V i r g i n i a ' s  r a i n y  day fund would have been $320.3 m i l l i o n  i n  1990 
us ing t h i s  op t i on .  

(3/100) X (5,121.0 + 5,554.9) = $ 3 2 0 . 3 m i l l i o n  
Three Percent FY88 FY89 Maxi mum 

General Fund General Fund Fund Size 
Revenues Revenues ( $  m i l l i o n s )  
( $  m i l l i o n s )  ( $  m i l l i o n s )  

Size of Fund Balance Choice for Illustrative Staff 
Proposal. The maximum size of Virginia's rainy day fund balance 
could equal three percent of the sum of the General Fund revenues of 
the Commonwealth of Virginia, for the two fiscal years immediately 
preceding an even year session of the General Assembly. 

Deposit  Mechanism Linked t o  Revenue C o l l e c t i o n s  

The General Assembly should consider  implementing a 
mechanism which w i l l  make deposits t o  t h e  r a i n y  day fund  dependent on 
revenue c o l l e c t i o n s .  Deposits t o  the fund  would no t  be immediately 
requ i red  under such a mechanism given t h e  cu r ren t  economic c l ima te .  
Instead,  V i r g i n i a ' s  deposits i n t o  the fund  would grow g r a d u a l l y .  The 
General Assembly should consider adopt ing  an adequate d e p o s i t  
mechanism so t h a t  t h e  fund balance w i l l  grow as the economy recovers 
and Sta te  revenues increase.  There are  var ious  types o f  a l t e r n a t i v e  
depos i t  mechanisms t h a t  the General Assembly could cons ider  adopt ing: 

d i s c r e t i o n a r y  appropr ia t ion ,  
app rop r ia t i on  o f  surp lus,  
a p p r o p r i a t i o n  guided by formula, 
app rop r ia t i on  as p o l i c y  dec i s ion ,  
t r e a s u r e r ' s  t rans fe r  determined by formula,  and 
phased-in appropr ia t ion .  

Discretionary Appropriation. Under t h i s  depos i t  mechanism, 
the General Assembly would be guided by i t s  own judgment, o r  by a 
proposal o f  the Governor i n  determin ing the  t im ing  and amount o f  
deposi ts  i n t o  the fund. The advantage o f  t h i s  approach i s  t h a t  i t  
would prov ide  the General Assembly w i t h  a great  deal o f  f l e x i b i l i t y  
i n  determin ing the amount o f  the  depos i t .  The disadvantage i s  t h a t ,  
w i thout  r e l y i n g  on s p e c i f i c  economic i n d i c a t o r s  f o r  guidance, each 
General Assembly would have to c o n t i n u a l l y  r e v i s i t  the i ssue  o f  the 
r e l a t i v e  importance of  the reserve fund as i t  compares to  o t h e r  
program p r i o r i t i e s .  

Appropriation of Surplus. Under t h i s  type o f  mechanism, the  
General Assembly would be requ i red  t o  app rop r ia te  e i t h e r  a l l ,  o r  a 
p o r t i o n ,  o f  the S t a t e ' s  unexpended and undesignated General Fund 
surp lus.  This type of  mechanism would h e l p  ensure t h a t  a l l  excess 
Sta te  revenue rece ived dur ing a f i s c a l  year  would be depos i ted  i n t o  
the r a i n y  day fund du r ing  the nex t  f i s c a l  year .  However, t h i s  could 
be an " a l l  o r  no th ing"  mechanism. I n  t h e  event o f  a su rp lus ,  the 
Sta te  might  no t  have the op t i on  o f  us ing  a p o r t i o n  o f  t h e  e x t r a  
revenue f o r  the fund ing  o f  program p r i o r i t i e s .  I n  a d d i t i o n ,  i f  the 
mechanism were designed t o  r e q u i r e  a p p r o p r i a t i o n  o f  a f i x e d  



percentage of the surplus to the rainy day fund, that percentage 
would not necessarily be based o n  any specific criteria. 

Appropriation Guided by Formula. The General Assembly, 
using this type of deposit mechanism, would appropriate an amount no 
less than the results of a formula calculation. (It would remain the 
prerogative of the General Assembly to deposit an amount greater than 
the calculated amount.) 

A formula calculation compares State General Fund revenue 
growth in the most current fiscal year with the average growth rate 
of State General Fund revenues for the prior six fiscal years. This 
option provides for a minimum appropriation of 50 percent of the 
State's above average General Fund revenue growth for a fiscal year. 

The advantage of using the factor of 50 percent is that it 
ensures that a portion of above average revenue growth will remain 
available for expenditure on vital public programs. On the other 
hand, the 50 percent requirement also guarantees that one-half of any 
above average revenue growth will be deposited into the rainy day 
fund. The rationale for selecting the six prior fiscal years for the 
revenue growth comparison period is that it conforms to the State's 
revenue forecasting period for any given fiscal year. 

This mechanism can be stated as a formula as follows. 

Minimum Appropriation = .S(Above Average Growth Rate of 
General Fund Revenue Collections X Prior Fiscal Year General 
Fund Revenue) 

Using this deposit mechanism, JLARC staff have determined 
that the most recent appropriation to the fund would have been 
required in 1988. The amount of that appropriation has been 
calculated as follows. 

. 5  X 1(3.77/100) X (4,746.5)l = $89.5 million 
Above Average ~eneral Fund Minimum 
Growth Rate Revenue Appropriation 
in FY87 FY87 

( $  mi 1 1  ions) 

This deposit option has several advantages. First, it is 
based on growth in State General Fund revenue collections. This 
links the timing and amount of deposits to a key indicator of the 
State's financial condition. 

Several states, by comparison, use formulas based on the 
rate of growth of personal income to determine the amount of 
deposits. Personal income may serve as a proxy indicator of other 
economic growth variables and revenue collection variables. In 
addition, personal income may be less susceptible to manipulation 
than a revenue collection indicator. However, an indicator of 
personal income may not be the best indicator of the State's actual 
revenue collections. For example, although Virginia tax-based 



economic income inc reased  f r o m  FY89 t o  FY90, n e t  i n d i v i d u a l  income 
t a x  c o l l e c t i o n s  a c t u a l l y  d e c l i n e d .  

Second, General Fund revenue d a t a  a r e  r e a d i l y  a v a i l a b l e ,  
w h i l e  pe rsona l  income d a t a  a r e  n o t  a v a i l a b l e  to  t h e  S t a t e  o n  a  t i m e l y  
b a s i s .  Personal  income da ta ,  which a r e  s u p p l i e d  by t h e  f e d e r a l  
government, a r e  t y p i c a l l y  abou t  12 months o l d  when r e c e i v e d  by t h e  
S t a t e .  

F i n a l l y ,  t h i s  o p t i o n  r e q u i r e s  t h a t  a c t u a l  growth i n  S t a t e  
General Fund revenues i n  any g i v e n  f i s c a l  y e a r  be ana lyzed i n  t h e  
c o n t e x t  o f  t h e  S t a t e ' s  l o n g  t e r m  r a t e  o f  General  Fund revenue 
growth.  A p o r t i o n  o f  t h e  S t a t e ' s  above average growth r a t e  rema ins  
a v a i l a b l e  f o r  e x p e n d i t u r e .  Th is  w i l l  h e l p  ensure t h a t  a  ba lance  
e x i s t s  between d e p o s i t s  t o  t h e  f u n d  and program needs. 

I t  should  be no ted ,  however, t h a t  revenue c o l  l e c t i o n  
i n d i c a t o r s  may t h e o r e t i c a l l y  be s u s c e p t i b l e  to  m a n i p u l a t i o n .  T h i s  
m i g h t  o c c u r  e i t h e r  as a  r e s u l t  o f  f o r e c a s t i n g  p r a c t i c e s ,  t a x  p o l i c y  
changes, t a x  c o l l e c t i o n  p r a c t i c e s  o r  a c c o u n t i n g  p r a c t i c e s .  

Appropriation as Policy Decision. Under t h i s  o p t i o n ,  t h e  
Governor may propose, and t h e  General Assembly may a p p r o p r i a t e ,  t h e  
d e p o s i t  o f  monies i n t o  t h e  f u n d .  Such d e p o s i t s  c o u l d  n o t  r e s u l t  i n  
t h e  f u n d  exceeding i t s  l e g a l  maximum s i z e .  

Treasurer's Transfer Determined by Formula. Under t h i s  
d e p o s i t  mechanism, t h e  General  Assembly would r e q u i r e  t h e  e x e c u t i v e  
branch,  i n  t h e  f o r m  o f  t h e  T reasure r ,  to  a u t o m a t i c a l l y  t r a n s f e r  an  
amount equal  t o  t h a t  de te rm ined  by a  f o r m u l a  f r o m  t h e  General  Fund t o  
t h e  r a i n y  day fund.  The f o l l o w i n g  f o r m u l a  c o u l d  be used. 

A p p r o p r i a t i o n  = .5(Above Average Growth Rate o f  General  Fund 
Revenue C o l l e c t i o n s  X P r i o r  F i s c a l  Year General Fund Revenue) 

Th is  fo rmu la  i s  based on t h e  f o r m u l a  d e s c r i b e d  p r e v i o u s l y .  
The advantage o f  t h i s  approach i s  t h a t  i t  may make t h e  f u n d  d e p o s i t  
more o f  an automat ic  a c c o u n t i n g  f u n c t i o n .  The d isadvan tage  i s  t h a t  
i t  i s o l a t e s  t h e  General Assembly f r o m  t h e  d e p o s i t  mechanism. 

Phased-In Appropriation. Under t h i s  d e p o s i t  mechanism, 
which i s  proposed i n  Senate B i l l  No. 227, t h e  General  Assembly would  
make a p p r o p r i a t i o n s  t o  t h e  f u n d  over  a  f i v e  y e a r  p e r i o d .  I n  each 
y e a r  of t h e  f i v e  year  p e r i o d ,  t h e  b i l l  c a l l s  fo r  t h e  a p p r o p r i a t i o n  o f  
an amount equal t o  one p e r c e n t  o f  t h e  p r i o r  y e a r ' s  income and r e t a i l  
s a l e s  t a x  revenue. A c c o r d i n g  to  t h e  b i l l ,  t h e  f u n d  ba lance  would  a t  
t h e  end o f  t h e  f i v e  y e a r  p e r i o d  equal  no more t h a n  f i v e  p e r c e n t  o f  
S t a t e  income and r e t a i l  s a l e s  t a x  c o l l e c t i o n s  o f  t h e  i m m e d i a t e l y  
p r e c e d i n g  f i s c a l  y e a r .  Any monies i n  t h e  f u n d  i n  excess o f  t h e  f i v e  
p e r c e n t  cap would be r e t u r n e d  t o  t h e  General Fund. 

An advantage o f  t h i s  o p t i o n  i s  t h a t  a  s p e c i f i e d  p e r c e n t a g e  
o f  revenues i s  r e q u i r e d  to  be a p p r o p r i a t e d  to  t h e  fund.  On t h e  o t h e r  
hand, i t  i s  n o t  dependent i n  any way on economic growth.  The b i l l  
r e q u i r e s  t h e  one p e r c e n t  i n c r e m e n t a l  a p p r o p r i a t i o n s  o v e r  f i v e  y e a r s  



r e g a r d l e s s  o f  t h e  e x t e n t  t o  which S t a t e  revenue c o l l e c t i o n s  may be 
i n c r e a s i n g  o r  dec reas ing .  

Deposit Mechanism Choice for Illustrative Staff Proposal. 
A two-pronged deposit mechanism could be selected. First, it could 
provide for the General Assembly to make an appropriation which is 
guided by the result obtained by the following formula. 

Minimum Appropriation = .S(Above Average Growth Rate of 
General Fund Revenue Collections) X (Prior Fiscal Year 
General Fund Revenues) 

Second, the Governor could be able to propose, and the 
General Assembly appropriate, the deposit of funds into the rainy day 
fund, up to the maximum size of the fund balance, as a policy 
decision. 

Withdrawal Mechanism L i n k e d  to  Revenue C o l l e c t i o n s  

The General Assembly should c o n s i d e r  implement ing a  
mechanism which w i l l  make w i thd rawa ls  from t h e  r a i n y  day f u n d  
dependent on p r o j e c t e d  d e c l i n e s  i n  S t a t e  Genera l  Fund revenue 
c o l l e c t i o n s .  An adequate wi thdrawal  mechanism i s  needed so t h a t  t h e  
f u n d  balance w i  11 d e c l i n e  as es t ima tes  o f  S t a t e  General Fund revenue 
c o l l e c t i o n s  decrease. There are  v a r i o u s  t y p e s  o f  a l t e r n a t i v e  
w i thd rawa l  o p t i o n s  t h a t  t h e  General Assembly c o u l d  c o n s i d e r  a d o p t i n g :  

g u b e r n a t o r i a l  p r e r o g a t i v e  w i t h  l e g i s l a t i v e  n o t i f i c a t i o n ,  
a p p r o p r i a t i o n  gu ided by p r o j e c t e d  s h o r t f a l l  , or 
t r e a s u r e r ' s  t r a n s f e r  determined b y  p r o j e c t e d  s h o r t f a l l .  

Each o f  t h e  o p t i o n s  l a i d  o u t  i n  t h i s  s e c t i o n  p r o v i d e s  fo r  
t h e  w i thd rawa l  o f  no more than one-ha l f  o f  t h e  r a i n y  day f u n d  i n  any 
g i v e n  year .  Th is  p r o v i s i o n  would p r e c l u d e  t h e  t o t a l  d e p l e t i o n  of t h e  
f u n d  i n  t h e  f i r s t  y e a r  o f  a  p r o t r a c t e d  downtu rn .  Whi le  t h e  amount of 
t h e  f u n d  would dw ind le  as a  p r o t r a c t e d  downtu rn  c o n t i n u e d ,  one would  
expec t  S t a t e  f o r e c a s t e r s  and po l icy-makers  t o  have made most o f  t h e i r  
budget  ad jus tments  i n  t h e  f i r s t  two y e a r s .  

Gubernatorial Prerogative with Legislative Notification. 
The use o f  t h i s  o p t i o n  would p r o v i d e  t h e  Governor w i t h  a  g r e a t  dea l  
o f  c o n t r o l  o v e r  w i t h d r a w a l s .  Th is  method c o u l d  be des igned  t o  l i m i t  
t h e  Governor ' s  w i t h d r a w a l  t o  no more than  50 p e r c e n t  o f  t h e  fund 
ba lance.  T h i s  shou ld  be p r e d i c a t e d  on n o t i f i c a t i o n  o f  t h e  General  
Assembly. I n  t h e  e v e n t  t h a t  t h e  Governor d e s i r e d  t o  w i t h d r a w  g r e a t e r  
than 50 p e r c e n t  o f  t h e  f u n d  balance, he would  have t o  r e c e i v e  t h e  
approva l  o f  t h e  General Assembly. Presumably,  t h a t  c o u l d  i n v o l v e  
convening a  s p e c i a l  s e s s i o n  o f  t h e  General Assembly. T h i s  o p t i o n  
c o u l d  a l s o  be s t r u c t u r e d  t o  a l l o w  t h e  Governor ,  s u b j e c t  t o  
n o t i f i c a t i o n  o f  t h e  General  Assembly, t o  t r a n s f e r  an amount from t h e  
r a i n y  day f u n d  s u f f i c i e n t  to  compensate fo r  n o  more t h a n  o n e - h a l f  o f  
t h e  d i f f e r e n c e  between t h e  o f f i c i a l  revenue f o r e c a s t  and a r e v i s e d  
f o r e c a s t .  

Th is  o p t i o n  would p l a c e  r e s p o n s i b i l i t y  f o r  p r u d e n t  



withdrawal practices within the executive branch. Nevertheless, 
while legislative notification could be required, any withdrawals 
performed while the General Assembly is not in session might not 
provide members with a real opportunity to actively oppose an 
objectionable withdrawal. 

Appropriation Guided by Projected Shortfall. Under this 
option, the General Assembly may, during the Session, appropriate an 
amount for transfer from the fund to compensate for no more than 
one-half of the difference (shortfall) between the Total General Fund 
Revenues Available for Appropriation in the preceding Appropriation 
Act and the revised General Fund revenue forecast presented to the 
General Assembly during the session. 

Prior to the session, the Governor may prepare and submit to 
the General Assembly a plan to withdraw, during any fiscal year, an 
amount from the fund sufficient to compensate for no more than 
one-half of the difference (shortfall) between the Total General Fund 
Revenues Available for Appropriation in the Appropriation Act and a 
revised General Fund revenue forecast approved by the Governor. The 
Governor's plan may provide for a total withdrawal of no more than 
one-half of the rainy day fund balance in any given fiscal year. 

Upon receipt of the Governor's plan, the General Assembly 
may confirm or modify the plan to withdraw, during any fiscal year, 
enough funds to compensate for no more than one-half of a revenue 
shortfall. The General Assembly may amend the Appropriation Act to 
modify or conform to the details of the Governor's plan. 

This option would include a withdrawal threshold. Projected 
General Fund revenue shortfalls would be required to equal at least 
one percent of the sum of the total General Fund revenues of the 
Commonwealth of Virginia for the two fiscal years immediately 
preceding an even year session of the General Assembly. If the 
projected shortfall was less than that amount, a rainy day fund 
withdrawal would not be permitted. 

JLARC staff have calculated what the maximum allowable 
withdrawal would have been during 1990 had a rainy day fund been in 
operation. The calculation assumes that, going into 1990, the rainy 
day fund balance was at its maximum level of $320.3 million. Under 
the proposed mechanism, the first step in determining the amount of 
the withdrawal would be to calculate one-half of the projected 1990 
General Fund revenue shortfall. 

Calculation of One-Half of Shortfall During 1990 session is 
displayed below. 

$6,144.3 million (FY90 forecast from 1990 session) 

- $5,842.3 million (FY90 forecast from 1989 session) 

= $302.0 mi 1 1  ion (FY90 revenue shortfall) 

$302.0 million/2 = $151.0 million 



One-half o f  the pro jec ted  s h o r t f a l l  having been determined, 
the  nex t  step us ing t h i s  o p t i o n  i s  t o  determine the maximum 
wi thdrawal  al lowed du r ing  the 1990 session.  

Ca lcu la t i on  o f  Maximum Withdrawal Dur ing 1990 session i s  
d isp layed below. 

$320.3 m i l l i o n 1 2  = $160.15 m i l l i o n  

I t  should be noted t h a t  wh i l e  the  withdrawal cannot exceed 
one-hal f  o f  the r a i n y  day fund balance ($160.15 m i l l i o n ) ,  i t  a l s o  
cannot exceed one-half  o f  the pro jec ted  s h o r t f a l l  ($151.0 m i l l i o n ) .  
Therefore,  i n  t h i s  case, $151.0 m i l l i o n  cou ld  be withdrawn f rom t h e  
fund . 

The f i n a l  c a l c u l a t i o n  requ i red  us ing  t h i s  mechanism i s  t o  
determine what the r a i n y  day fund wi thdrawal  th resho ld  would have 
been f o r  1990. I n  o the r  words, i t  must be determined i f  the s i z e  o f  
the  p ro jec ted  General Fund revenue s h o r t f a l l  would have been l a r g e  
enough t o  warrant a wi thdrawal .  

Ca lcu la t i on  o f  Withdrawal Threshold During 1990 session i s  
d isp layed below. 

11100 X (5,121.0 + 5,554.9) = $106.8 m i l l i o n  
One Percent FY88 FY89 Withdrawal 

General Fund General Fund Threshold 
Revenues Revenues 
( $  m i l l i o n s )  ( $  m i l l i o n s )  

Since the p ro jec ted  General Fund revenue s h o r t f a l l  f o r  
f i s c a l  year 1990 ($302.0 m i l l i o n )  exceeds t h e  withdrawal t h r e s h o l d  
($106.8 m i l l i o n ) ,  a  wi thdrawal ,  up t o  the  maximum wi thdrawal  l i m i t ,  
can be made from the fund.  

Assuming the maximum fund l e v e l  o f  $320.3 m i l l i o n  had been 
a t t a i n e d  by 1990, a withdrawal o f  the  maximum a l lowab le  amount 
($151.0 m i l l i o n )  would have l e f t  remain ing a fund balance o f  $169.3 
m i l l i o n .  (It should be noted, however, t h a t  us ing the depos i t  o p t i o n  
proposed by JLARC s t a f f ,  the r a i n y  day fund balance would n o t  have 
reached the maximum l e v e l  w i thout  a supplemental, d i s c r e t i o n a r y  
a p p r o p r i a t i o n  by the  General Assembly.) 

The advantage o f  t h i s  o p t i o n  i s  t h a t  i t  would be t i e d  t o  the  
same c r i t e r i o n  t h a t  S ta te  expenditure reduc t i ons  u s u a l l y  are,  namely, 
p r o j e c t e d  revenue s h o r t f a l l s .  An a d d i t i o n a l  advantage o f  t h i s  o p t i o n  
i s  t h a t  i t  ensures the  fund w i l l  no t  be dep le ted  du r ing  one 
p a r t i c u l a r l y  bad year .  

Treasurer's Transfer Determined by Projected Shortfall. 
Senate B i l l  No. 227 prov ides f o r  t h i s  type o f  fund wi thdrawal  
mechanism. The b i l l  r equ i res  t h a t  a t  any p o i n t  du r ing  t h e  f i s c a l  
year  a t  which revenues " f a l l  below the  amount p ro jec ted , "  t h e  
Treasurer s h a l l  t r a n s f e r  from the r a i n y  day fund t o  the  General Fund 



an amount equal t o  t h e  d i f f e rence  between revenue p r o j e c t i o n s  and 
r e c e i p t s .  

The disadvantage o f  t h i s  approach i s  t h a t  no 1  i m i  t i s  p laced 
on the amount t o  be t rans fe r red .  I f  the revenue s h o r t f a l l  equals the 
amount i n  the r a i n y  day fund balance, the  p rov i s ions  o f  Senate B i l l  
No. 227 requ i re  t h a t  the  Treasurer t r a n s f e r  the e n t i r e  f u n d  balance. 
This  could e n t i r e l y  dep le te  the fund i n  the  f i r s t  year  o f  a  prolonged 
downturn. 

Withdrawal Mechanism Choice for Illustrative Staff 
Proposal. The rainy day fund could employ a withdrawal mechanism in 
which the General Assembly may appropriate an amount for withdrawal. 
The appropriation would be guided by a formula based on one-half of a 
projected General Fund revenue shortfall. No more than one-half of 
rainy day fund balance could be withdrawn during any fiscal year. 
Projected General Fund revenue shortfalls would be required to equal 
at least one percent of the sum of General Fund revenues for the two 
prior fiscal years for a withdrawal to be permitted. Appropriations 
under this option could be in response to a proposed plan for 
withdrawal submitted by the Governor. 

Es tab l i sh  a  C o n s t i t u t i o n a l  Fund 

Most s ta tes  t h a t  have es tab l i shed  r a i n y  day funds have done 
so i n  s ta tu te .  Four s ta tes ,  however, have amended t h e i r  
c o n s t i t u t i o n s  t o  r e q u i r e  a  r a i n y  day fund. The fund balances i n  two 
o f  these states (Delaware and Oklahoma) are, as a  percentage o f  
General Fund app rop r ia t i ons ,  among the l a r g e s t  s t a t e  r a i n y  day funds 
i n  the country. 

statutory Option. V i r g i n i a  cou ld  e s t a b l i s h  i t s  r a i n y  day 
fund simply by amending the  Code of Virginia. The advantage o f  t h i s  
approach i s  t h a t  a  s t a t u t o r y  fund could be es tab l ished d u r i n g  the 
1991 session, as opposed t o  having t o  go through the  l e n g t h y  
c o n s t i t u t i o n a l  amendment process. The disadvantage o f  t h i s  approach 
i s  t h a t  the r a i n y  day fund balance would n o t  enjoy t h e  degree of  
p r o t e c t i o n  from competing i n t e r e s t s  t h a t  i t  would were i t  e s t a b l i s h e d  
c o n s t i t u t i o n a l l y .  

Constitutional Option. V i r g i n i a  could e s t a b l i s h  i t s  r a i n y  
day fund by amending the  Constitution of Virginia. While t h i s  
approach would take longer than the s t a t u t o r y  op t i on ,  t h e  f i n a l  
r e s u l t  would be s u p e r i o r .  The i n t e g r i t y  o f  the fund would r e c e i v e  
greater  p r o t e c t i o n  and permanence over the  long term were i t  to  be 
made a  c o n s t i t u t i o n a l  requirement.  A c o n s t i t u t i o n a l  amendment would 
p r o t e c t  V i r g i n i a ' s  r a i n y  day fund balance from a  v a r i e t y  o f  p o s s i b l e  
attempts a t  encroachment. Such a  fund would be a f fo rded  g r e a t e r  
p r o t e c t i o n  from uses o f  the  fund f o r  purposes o the r  than budget 
s t a b i l i z a t i o n .  A s t a t u t o r i l y - c r e a t e d  r a i n y  day fund may n o t  be ab le  
t o  withstand such at tempts.  I n  a d d i t i o n ,  a  c o n s t i t u t i o n a l  amendment 
would address concerns regard ing  the  c o n s t i t u t i o n a l i t y  o f  (1 )  
appropr ia t ing  funds beyond two and one h a l f  years, and ( 2 )  c o l l e c t i n g  
more revenues than necessary f o r  the  ope ra t i on  o f  government. 
However, a major disadvantage would be the  r e s t r i c t i v e  n a t u r e  o f  a  



c o n s t i t u t i o n a l  amendment, i n  t h a t  f u t u r e  amendments would be 
d i f f i c u l t  to  make. 

Choice for Illustrative Staff Proposal. Virginia could 
establish its rainy day fund by amending the Constitution of Virginia 
to require such a fund. The constitutional amendment could contain, 
at a minimum, a number of specific provisions. First, it could state 
that the fund is separate and distinct from the General Fund. 
Second, it could state the maximum size of the fund balance. Third, 
the amendment could specify the deposit and withdrawal mechanisms to 
be used by the fund. Fourth, the amendment could designate the State 
Treasurer as the Fund Administrator. Fifth, the amendment could 
state that the General Assembly will determine the disposition of 
interest or other amounts in the rainy day fund in excess of the 
maximum size of the fund balance. Finally, the amendment could state 
that any such excess amounts accruing to the fund balance shall not 
be included in any official revenue forecast of the Commonwealth. 

SUMMARY OF ILLUSTRATIVE STAFF PROPOSAL 

The i l l u s t r a t i v e  s t a f f  p r o p o s a l  d i s c u s s e s  a  c o n s t i t u t i o n a l  
amendment t h a t  e s t a b l i s h e s  a  S t a t e  r a i n y  day f u n d  w i t h  a  b a l a n c e  
equa l  to  t h r e e  p e r c e n t  o f  t h e  sum o f  S t a t e  Genera l  Fund revenue  
c o l l e c t i o n s  f o r  t h e  two f i s c a l  y e a r s  i m m e d i a t e l y  p r e c e d i n g  an even 
y e a r  s e s s i o n  o f  t h e  Genera l  Assembly. T h a t  w o u l d  amount t o  
a p p r o x i m a t e l y  $320.3 m i l l i o n  a t  t h e  c u r r e n t  t i m e .  

The f u n d  c o u l d  i n c l u d e  a  d e p o s i t  mechanism i n  wh ich  t h e  
Genera l  Assembly would a p p r o p r i a t e  a t  l e a s t  50 p e r c e n t  o f  t h e  above 
ave rage  g rowth  o f  General  Fund revenues.  The f u n d  c o u l d  i n c l u d e  a  
w i t h d r a w a l  mechanism i n  wh ich  a p p r o p r i a t i o n s  made by t h e  Genera l  
Assembly a r e  g u i d e d  b y  a  p r o j e c t e d  s h o r t f a l l  i n  S t a t e  Genera l  Fund 
revenues .  W i thd rawa ls  based on t h a t  i n d i c a t o r  shou ld  be of  an amount 
s u f f i c i e n t  t o  compensate for  no more t h a n  o n e - h a l f  o f  t h e  revenue  
s h o r t f a l l .  

The S t a t e  T r e a s u r e r  c o u l d  be d e s i g n a t e d  t h e  f u n d  manager.  
The Genera l  Assembly s h o u l d  d e t e r m i n e  t h e  d i s p o s i t i o n  o f  i n t e r e s t  or 
o t h e r  amounts a c c r u i n g  i n  t h e  r a i n y  day f u n d  i n  excess o f  t h e  maximum 
s i z e  o f  t h e  f u n d  ba lance .  Any such excess amounts a c c r u i n g  t o  t h e  
f u n d  b a l a n c e  s h o u l d  n o t  be  i n c l u d e d  i n  any o f f i c i a l  revenue f o r e c a s t  
o f  t h e  Commonwealth. 



Appendix C 

Methods for Coping w i t h  Revenue U n c e r t a i n t y  

Revenue e s t i m a t e s  w i l l  never be c e r t a i n .  I t  i s  u n l i k e l y  
t h a t  changes to  t h e  p rocess  would s u b s t a n t i a l l y  improve f o r e c a s t  
accuracy.  S h o r t f a l l s  -- and surp luses -- o f  some m a g n i t u d e  a r e  
i n e v i t a b l e  u n c e r t a i n t i e s .  An examina t ion  o f  methods o t h e r  s t a t e s  use 
to  cope w i t h  a n t i c i p a t e d  revenue u n c e r t a i n t y  p o i n t s  t o  r a i n y  day 
funds and c o n t i n g e n t  b u d g e t i n g  as t h e  most advantageous methods fo r  
V i r g i n i a ' s  use. 

Examininq Methods Used By Other  S t a t e s  

A  1986 r e p o r t  by M i c h i g a n ' s  House Research D e p a r t m e n t  
i d e n t i f i e d  f i v e  d i f f e r e n t  methods s t a t e s  use t o  cope with revenue 
u n c e r t a i n t y :  

c o n t i n g e n t  t a x a t i o n ,  
t a x  s t a b i l i t y ,  
d e l e g a t i o n  o f  a u t h o r i t y ,  
c o n t i n g e n t  spending,  and 
r a i n y  day f u n d s .  

Each o f  these  methods has concep tua l  advantages and 
d isadvantages.  JLARC s t a f f  i d e n t i f i e d  c e r t a i n  key a d v a n t a g e s  t h a t  
would be a p p r o p r i a t e  f o r  methods V i r g i n i a  m i g h t  adopt .  The f i v e  
methods were e v a l u a t e d  t o  determine i f  t h e y  i n c o r p o r a t e  t h e s e  k e y  
advantages. Whi le none o f  t h e  methods i n c o r p o r a t e s  a l l  t h e  k e y  
advantages, two methods -- r a i n y  day funds  and c o n t i n g e n t  b u d g e t i n g  
-- i n c o r p o r a t e  a  m a j o r i t y .  

Contingent Taxation. The f i r s t  o f  these  " c o p i n g  
mechanisms," c o n t i n g e n t  t a x a t i o n ,  t i e s  i n c r e a s e s  and d e c r e a s e s  i n  a  
s t a t e ' s  t a x  r a t e s  to  economic growth.  S t a t e s  u s i n g  t h i s  method c i t e d  
i n  t h e  M ich igan  s t u d y  were N o r t h  Dakota and Iowa. N o r t h  Dako ta  
i n c r e a s e s  i t s  s a l e s  t a x  b y  one p e r c e n t  i f  General  Fund r e v e n u e s  f a l l  
be low $400 m i l l i o n  by a  s p e c i f i e d  d a t e  w h i l e  Iowa i n d e x e s  i t s  income 
t a x  b r a c k e t s  based upon t h e  p r o j e c t e d  b a l a n c e  i n  t h e  G e n e r a l  Fund. 

Tax Stability. I n  t h e  second method, t a x  s t a b i l i t y ,  t h e  
a c t u a l  t a x  s t r u c t u r e  i s  a l t e r e d  to  r e l y  on more s t a b l e  a n d  r e l i a b l e  
sources o f  income. A c c o r d i n g  to  a  1988 s t u d y  b y  t h e  N a t i o n a l  
Conference o f  S t a t e  L e g i s l a t u r e s  (NCSL), t e n  s t a t e s  ( A l a s k a ,  
C o n n e c t i c u t ,  F l o r i d a ,  Nevada, New Hampshire, South D a k o t a ,  Tennessee, 
Texas, Washington, and Wyoming) do n o t  impose a  broad-based p e r s o n a l  
income t a x .  For example, as noted i n  The Book o f  t h e  S t a t e s ,  1988-89 
E d i t i o n ,  by  t h e  Counc i l  o f  S t a t e  Governments, Washington s t a t e ,  w i t h  
$5.6  b i l l i o n  i n  revenue, r a i s e s  $4.2 b i l l i o n  th rough  a  s a l e s  t a x  and 
does n o t  u t i l i z e  i n d i v i d u a l  o r  c o r p o r a t e  income taxes .  



Delegation of Authority. Delegat ion  o f  a u t h o r i t y  t o  t h e  
execut ive branch was the t h i r d  method i d e n t i f i e d .  With t h i s  method, 
t h e  Governor o r  h i s  designee i s  g iven i n t e r i m  a u t h o r i t y  t o  reduce 
appropr ia t ions  t o  deal w i t h  revenue s h o r t f a l l s .  Accord ing  to  the  
1988 NCSL study, 20 s ta tes  g i ve  maximum d i s c r e t i o n  to t h e  e x e c u t i v e  
branch f o r  dea l ing  w i t h  revenue s h o r t f a l l s .  Despite t h e  s i g n i f i c a n t  
powers delegated to V i r g i n i a ' s  Governor, V i r g i n i a  was n o t  i n c l u d e d  as 
one o f  the 20 s ince the  Governor i s  n o t  g ran ted complete d i s c r e t i o n .  

Contingent Spending. With con t i ngen t  spending, t h e  f o u r t h  
method, a  p o r t i o n  o f  s ta te  spending i s  con t ingent  on t h e  f i s c a l  
c o n d i t i o n  o f  the s t a t e .  Two s ta tes  t h a t  have adopted t h i s  method, 
Arkansas and Kentucky, i l l u s t r a t e  the  v a r i a t i o n  i n  the way s t a t e s  can 
use t h i s  method. Arkansas designates each separate a p p r o p r i a t i o n  
i t e m  as an "A " ,  "B",  o r  "C",  p r i o r i t y .  I f  there i s  a  revenue 
s h o r t f a l l ,  a l l  appropr ia t ions  i n  the  "C" category are c u t  
p ropo r t i ona l  l y  u n t i  1  the t o t a l  reduc t i ons  needed t o  cover  t h e  
s h o r t f a l l  are achieved. I f  a l l  the  "C" app rop r ia t i on  i t e m s  a r e  
e l im ina ted ,  cuts are made i n  the  "B" appropr ia t ions .  "A" 
app rop r ia t i ons  are t h e  l a s t  t o  be c u t .  On the  o ther  ext reme, 
Kentucky designates f i v e  s p e c i f i c  spending reduct ions i n  t h e  event  of 
a  General Fund revenue s h o r t f a l l  i n  i t s  app rop r ia t i on  a c t .  If the 
ac t i ons  o u t l i n e d  by the  l e g i s l a t u r e  are  i n s u f f i c i e n t  t o  e l i m i n a t e  the  
revenue s h o r t f a l l ,  t h e  Governor i s  then g i ven  a u t h o r i t y  t o  take  any 
o the r  ac t ions  necessary t o  balance the  budget.  

Rainy Day Funds. The f i n a l  method, a  " r a i n y  d a y "  fund 
(sometimes c a l l e d  a  revenue reserve o r  s t a b i l i z a t i o n  f u n d ) ,  i s  a  
separate and d i s t i n c t  fund t o  be used when revenue c o l l e c t i o n s  f a l l  
s h o r t  o f  the fo recas t .  The way s ta tes  employ t h i s  method a l s o  has 
wide v a r i a t i o n s  (Appendix B).  For example, Ind iana uses a  fo rmu la  
based on personal income growth t o  d e p o s i t  money i n t o  a  
Counter-Cycl ical  Revenue and Economic S t a b i l i z a t i o n  Fund. Funding i s  
t r a n s f e r r e d  from the r a i n y  day fund t o  t h e  General Fund i f  t h e  growth 
i n  r e a l  personal income i s  l ess  than two percent .  However, Minnesota 
depos i ts  money i n t o  i t s  Budget Reserve Account by d i r e c t  l e g i s l a t i v e  
app rop r ia t i on ,  ma in ta in ing  a  reserve equal t o  f i v e  p e r c e n t  o f  General 
Fund appropr ia t ions .  I n  y e t  a  t h i r d  v a r i a t i o n ,  New Hampshire 
depos i ts  i t s  aud i ted  year-end surp lus i n t o  i t s  Revenue S t a b i  1  i z a t i o n  
Reserve Account. Withdrawals are made when: 1 )  a  General Fund 
ope ra t i ng  d e f i c i t  occurs f o r  the most r e c e n t l y  completed f i s c a l  year ;  
and 2) u n r e s t r i c t e d  General Fund revenues i n  the most r e c e n t l y  
completed f i s c a l  year are less  than the budget f o recas t .  

C r i t e r i a  f o r  Decid ing Between Methods 

Each o f  the methods i d e n t i f i e d  above has s p e c i f i c  conceptual  
advantages and disadvantages. For ins tance,  cont ingent  t a x a t i o n  
would have the t h e o r e t i c a l  advantage o f  decreasing tax r a t e s  f o r  
taxpayers i n  a  growth economy, wh i l e  hav ing  the d isadvantage o f  
causing i n d i v i d u a l  and corporate taxpayer unce r ta in t y  r e g a r d i n g  
c u r r e n t  and f u t u r e  tax  r a t e s .  Tax s t a b i l i t y  may promote s t a b l e  



revenues b u t  t h e  t a x e s  used, such as t h e  s a l e s  tax ,  a r e  g e n e r a l l y  
r e g r e s s i v e .  I n  o r d e r  t o  determine t h e  methods most s u i t a b l e  fo r  
V i r g i n i a ,  JLARC s t a f f  i d e n t i f i e d  s i x  c r i t e r i a  t h a t  would be t h e  most 
i m p o r t a n t  t o  V i r g i n i a  i n  deve lop ing  a  s u c c e s s f u l  method of d e a l i n g  
w i t h  revenue u n c e r t a i n t y .  

F i r s t ,  t h e  method should accumulate a  s u r p l u s  i n  a  g row ing  
economy. Second, i t  should address any s h o r t f a l l s  more t h a n  one year  
a t  a  t i m e .  T h i r d ,  a  p r e f e r r e d  method shou ld  h e l p  reduce u n c e r t a i n t y  
i n  program p l a n n i n g .  Four th ,  i t  shou ld  reduce t h e  m a g n i t u d e  o f  
revenue s h o r t f a l l s  and, f i f t h ,  i t  shou ld  p r o v i d e  an i n c e n t i v e  t o  
maximize t h e  use o f  e x i s t i n g  resources .  F i n a l l y ,  a  p r e f e r r e d  method 
shou ld  p r e s e r v e  l e g i s l a t i v e  f i s c a l  a u t h o r i t y .  

E x h i b i t  C-1 compares t h e  f i v e  methods to  d e t e r m i n e  which 
methods b e s t  meet these  key advantages. From t h i s  c o m p a r i s o n ,  r a i n y  
day funds and c o n t i n g e n t  budge t ing  would appear to be t h e  b e s t  
methods for V i r g i n i a .  

Exhibit C-1 
K e y  Advantages of Methods Used in Other  S t a t e s  

ot address shortfall 

May reduce the magnitude 
of revenue shortfalls 

Source: JLARC s t a f f  a n a l y s i s  and F o r e c a s t i n g  S t a t e  Revenues and 
Dealing P a p e r s ,  1986. 

Could provide incentive 
to maximize the use of 
existing resources 

Preserves legislative fiscal 
authority 

L 
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Appendix D 

S imu la t ion  of Revenue Stab i l i za t i on  Fund Formu las  

The s i m u l a t i o n  o f  t h e  r a i n y  day f u n d  f o r m u l a s  was r u n  under  
two d i f f e r e n t  s c e n a r i o s ,  as shown i n  Tab les  D-1 and D-2. The f i r s t  
s c e n a r i o ,  shown i n  Tab le  D-1, assumes t h a t  t h e  mandatory  d e p o s i t  
f o r m u l a  r e q u i r e s  75 p e r c e n t  o f  above-average g r o w t h  i n  c e r t i f i e d  t a x  
revenues t o  be d e p o s i t e d  t o  t h e  r a i n y  day f u n d .  The second s c e n a r i o ,  
shown i n  Tab le  D-2, r e q u i r e s  50 p e r c e n t  i n s t e a d  o f  75 p e r c e n t .  The 
o r i g i n a l  v e r s i o n  o f  SJR 159 i n c l u d e d  t h e  75 p e r c e n t  d e p o s i t  
r e q u i r e m e n t .  The amendment i n  t h e  n a t u r e  o f  a  s u b s t i t u t e  as  r e p o r t e d  
by  t h e  Senate F inance Committee dropped t h e  r e q u i r e d  d e p o s i t  t o  50 
p e r c e n t .  

Each column o f  t h e  sp readshee ts  used i n  t h e  s i m u l a t i o n  i s  
d e s c r i b e d  below. 

1. Session. T h i s  column r e p r e s e n t s  t h e  f u t u r e  l e g i s l a t i v e  s e s s i o n  
f o r  wh ich  t h e  i n f o r m a t i o n  i n  t h e  o t h e r  columns a p p l y .  As n o t e d  
i n  t h e  r e p o r t  body, f i g u r e s  f o r  23 f u t u r e  sess ions  were assumed 
to  f o l l o w  t h e  same p a t t e r n s  observed i n  23 p a s t  y e a r s  (FY69 
t h r o u g h  FY92), as shown i n  Tab le  0-3. 

2 .  FY of Collections. The most r e c e n t l y  comple ted f i s c a l  y e a r  
(modeled a f t e r  a  p a s t  y e a r )  i s  l a b e l e d  i n  t h i s  column. 

3. Certified Tax Revenues. T h i s  column r e p r e s e n t s  t h e  sum o f  
i n d i v i d u a l  income, s a l e s ,  and c o r p o r a t e  income taxes  assumed t o  
be c o l l e c t e d  i n  t h e  f i s c a l  y e a r  l a b e l e d  i n  column 2. The number 
i s  d e r i v e d  by  t a k i n g  t h e  assumed annual  g rowth  i n  c e r t i f i e d  t a x  
revenues o v e r  t h e  p r e v i o u s  f i s c a l  y e a r  ( r e p r e s e n t e d  by  t h e  
pe rcen tages  i n  column 4 ) ,  m u l t i p l y i n g  i t  by  t h e  p r e v i o u s  f i s c a l  
y e a r ' s  c e r t i f i e d  t a x  revenues ( for  FY92 t h e  c e r t i f i e d  t a x  
revenues a r e  assumed t o  be $5156.7 m i l l i o n ) ,  and a d d i n g  t h e  
p r o d u c t  to  t h e  p r e v i o u s  f i s c a l  y e a r ' s  c e r t i f i e d  t a x  revenues .  
(Because o f  round ing ,  t h e  numbers i n  t h e  spreadsheets  may n o t  be 
e x a c t l y  equal  to  computa t ions  u s i n g  d a t a  f r o m  Tables  D-1 t h r o u g h  
0-4.) 

4.  Annual % Chg. The numbers he re  r e p r e s e n t  t h e  assumed annua l  
g r o w t h  i n  c e r t i f i e d  t a x  revenues o v e r  t h e  p r e v i o u s  f i s c a l  y e a r .  
The k e y  assumpt ion i s  t h a t  t h e  same p a t t e r n  i n  c e r t i f i e d  t a x  
revenue growth from FY69 t o  FY92 w i l l  a p p l y  t o  FY93 t h r o u g h  
FY15. The p a t t e r n  o f  c e r t i f i e d  t a x  revenue g rowth  f r o m  FY69 to  
FY92 i s  shown i n  Tab le  D-3. 

5 .  Prior 6-Yr Change. The v a l u e s  i n  t h i s  column r e p r e s e n t  t h e  
ave rage  growth i n  c e r t i f i e d  t a x  revenues for t h e  s i x  y e a r s  p r i o r  
t o  t h e  most r e c e n t l y  comple ted f i s c a l  y e a r .  
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Table D-1 

FY OF 

COLLEC- 
SESSION TIONS 

1994 FY93 

1995 FY94 

1996 FY95 

1997 FY96 

1998 FY97 

1999 FY98 

2000 FY99 

2001 FYOO 

2002 FYOl 

2003 FYO2 

2004 FY03 

2005 FY04 

2006 FY05 

2007 FY06 

2008 FY07 

2009 FY08 

2010 FY09 

2011 FYlO 
2012 F Y l l  

2013 FY l2  

2014 FYI3  

2015 FYI4 

2016 FY15 

Simulation of Rainy Day Fund Formulas Using 75 Percent Assumption 
($ millions) 

FORMULA RESULTING INTEREST WET NWD 
CERTIFIED APPROP. APPROP. CU PREV. CHANGE TOTAL 
TAX PRIOR EXCESS/ TO RAINY 1 / 2  HAXI(RR( TO RAINY BALANCE l W  FUND (S) 
REVE- ANNUAL 6-YR DEFIC. FUND DAY FUND SHORT- WITH- DAY (a ax) 
NUES * % CHG CHANGE GRWTH MAXIUUU (75 %) FALL DRAUAL FUND 

* Certified tax revenues are sssuned to grou across 23 years st an average m a t  rate 
of approximately 10.43 percent, uhich had occurred frm FY69 to FY92. 

Source: JLARC analysis. 
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Table D-2 

Simulation of Rainy Day Fund Formulas Using 50 Percent Assumption 
($ millions) 

FORUULA RESULTING INTEREST NET 
CERTIFIED APPROP. APPROP. CUI PREV. CKANGE 

FY OF TAX PRIOR EXCESS/ TO RAINY 112 M A X I M  TO RAINY BALANCE I N  FUND 

COLLEC- REVE- ANNUAL 6-YR DEFIC. FUND DAY FUN0 SHORT- U l T H -  DAY (D 8%) 
SESSION TIONS NUES x CHG CHANGE GRWTH twxrnun (50 X) FALL DRAUAL FUND 

FY93 

FY94 

FY95 

FY96 

FY97 

FY98 

FY99 

FYOO 

FYOl 

FY02 

FY03 

FY04 

FYO5 

FY06 

FY07 

FY08 

FY09 

FY lO  

F Y I 1  

F Y l 2  

FY13 

FY14 

FY15 

Cer t i f ied  tax revenues are assuned t o  grou across 2 3  years a t  an average emual  r a te  
of approximately 10.43 percent. uhich had occurred frm FY69 t o  FY92. 

Source: JLARC analysis. 

FWD 
TOTAL 

(S) 



Table D-3 

Certified Tax Revenue Growth from FY69 to FY92 
($ millions) 

FY of 
Col 1 ec- 
tions 

Individual 
Sales 
Tax 

Corporate 
Income 
Tax 

Certified 
Tax 
Revenues 

Annual 
% Chanqe 

Income 
Tax 

* FY91 and FY92 are estimates that are presumed to be correct for the 
purposes of this simulation. 

Source: JLARC analysis of Department of Accounts data. 

6. Excess/Defic. Growth. This variable represents how much the most 
recent fiscal year's revenue growth is above or below the average 
growth from the prior six fiscal years. It is derived by 
subtracting "Prior 6-Yr Change" (column 5 )  from "Annual % Chg" 
(column 4 ) .  



7. Fund Maximum. The values here represent the maximum fund size, 
according to the formula specified in SJR 159. The formula is: 

Max. fund size = .10 x (Avg cert. tax rev. of three 
most recent fiscal years) 

For example, the fund maximum for the 1996 session would be 10 
percent of the average certified tax revenues for FY93, FY94, and 
FY95. 

8. Formula Approp. to Rainy Day Fund (75%) [or (50%)]. The values 
in this column represent the minimum amount that should be 
deposited to the rainy day fund in a given session, according to 
the formula for mandatory minimum deposits specified in SJR 159. 
The formula is varied for two alternative scenarios: (1) 75 
percent of the above-average growth rate is used, and (2) 50 
percent of the above-average growth rate is used instead. The 
formula itself is a1 ternatively: 

Minimum deposit = .75 x ("ExcessIDefic. Growth" I 100) 
x "Certified Tax Revenues" 

Minimum deposit = .50 x ("ExcessIDefic. Growth" I 100) 
x "Certified Tax Revenues" 

9. 1 / 2  Shortfall. This column represents one-half of the revenue 
shortfall simulated to occur during a given future session. It 
is based on the pattern of shortfalls that occured from FY74 to 
FY92. The pattern itself is shown on a separate spreadsheet in 
Table D-4, which is explained further later in this appendix. 
One-half of each entry for "Shortfall for Future Session ( $ ) "  
from the speadsheet in Table D-4 is shown for the corresponding 
year in column 9 of Tables D-1 and D-2. 

10. Maximum Withdrawal. The values in this column represent the 
maximum amount that could be withdrawn in a given legislative 
session, assuming that the General Assembly wishes to make the 
largest withdrawals possible across all 23 sessions simulated. 
If "112 Shortfall" (column 9) is less than or equal to one-half 
of the rainy day fund balance shown in column 14 for the previous 
session, then the "Maximum Withdrawal" is the same as "112 
Shortfall." But if "112 Shortfall" is greater than one-half of 
the rainy day fund balance for the previous session, then the 
"Maximum Withdrawal" is equal to this smaller amount. (These 
values assume that interest on the existing fund balance is 
accrued once a year, and that deposits or withdrawals are made 
only once a year as well. Further, it is assumed that all 
interest payments, deposits, and withdrawals are made on the same 
day. Actual payments, deposits, and withdrawals would vary as 

D-5 



s p e c i f i e d  by l a w  and p r a c t i c e  o f  t h e  Genera l  Assembly.  
A l t e r n a t i v e s  t o  t h e s e  assumpt ions  c o u l d  cause t h e  v a l u e s  i n  t h i s  
column t o  change s l i g h t l y . )  

11.  Resulting Approp. to Rainy Day Fund. F i n a l  r e q u i r e d  d e p o s i t s  t o  
t h e  r a i n y  day fund may be l e s s  t h a n  "Formula  Approp.  t o  R a i n y  Day 
Fund" (column 8 ) .  The reason  i s  t h a t  t h e  p r e v i o u s  f u n d  b a l a n c e  
(column 14) i s  s u f f i c i e n t l y  c l o s e  to  t h e  f u n d  maximum (co lumn 7 )  
t h a t  t h e  f u l l  amount shown i n  column 8 does n o t  need t o  be 
d e p o s i t e d .  I f  t h e  f u n d  maximum i s  to  be reached  i n  a  g i v e n  y e a r ,  
t h e  amount shown i n  column 11 i s  a l s o  a f f e c t e d  b y  i n t e r e s t  
c o l l e c t e d  on t h e  p r e v i o u s  ba lance  (column 12) and pe rhaps  b y  
maximum w i t h d r a w a l s  t h a t  may be a l l o w e d  s i m u l a t e o u s l y  ( i f  a  
revenue f o r e c a s t  s h o r t f a l l  i s  a l s o  o c c u r r i n g ) .  O t h e r w i s e ,  t h e  
v a l u e  i n  column 11 i s  t h e  same as t h a t  shown i n  column 8 .  

12.  Interest on Prev. Balance (@ 8%). The f u n d  t o t a l  fo r  t h e  
p r e v i o u s  y e a r  (co lumn 14) i s  assumed to  acc rue  i n t e r e s t  a t  t h e  
r a t e  o f  8 p e r c e n t .  The amount o f  a n n u a l l y  a c c r u e d  i n t e r e s t  on  
t h e  p r e v i o u s  b a l a n c e  i s  shown i n  column 12. 

13.  Net Change in Fund. T h i s  amount r e p r e s e n t s  how much t h e  t o t a l  
f u n d  ba lance  ( i n  column 14) changes f r o m  t h e  p r e v i o u s  y e a r  to  t h e  
c u r r e n t  y e a r .  T h i s  amount i s  t h e  sum o f  " R e s u l t i n g  Approp .  t o  
Ra iny  Day Fund" (column 11) and " I n t e r e s t  o n  P r e v .  B a l a n c e "  
(column 12) minus "Maximum W i t h d r a w a l "  (column l o ) ,  up t o  t h e  cap 
a l l o w e d  b y  "Fund Maximum" (column 7 ) .  

14.  Fund Total ($). The amount shown for  a  g i v e n  y e a r  r e p r e s e n t s  t h e  
r e s u l t i n g  r a i n y  day f u n d  b a l a n c e  a l l  d e p o s i t s  and 
w i t h d r a w a l s  approved i n  t h e  c o r r e s p o n d i n g  l e g i s l a t i v e  s e s s i o n  
were implemented,  and a f t e r  a c c r u i n g  i n t e r e s t  has been added. 
T h i s  amount i s  shown i n  m i l l i o n s  o f  d o l l a r s .  The co lumn assumes 
t h e  c r e a t i o n  o f  t h e  f u n d  i n  1994 w i t h  a  z e r o  b a l a n c e .  

S imu la ted  Revenue F o r e c a s t  S h o r t f a l l s  

I n  t h i s  s i m u l a t i o n ,  i t  was assumed t h a t  t h e  p a t t e r n  o f  
revenue f o r e c a s t  s h o r t f a l l s  t h a t  o c c u r r e d  f r o m  FY74 t o  FY92 would  
a g a i n  o c c u r  for FY98 to  FY15. Revenue f o r e c a s t  d a t a  were n o t  
a v a i l a b l e  f o r  FY69 t o  FY73 t h a t  wou ld  be comparable to t h e  d a t a  fo r  
FY74 to  FY92. T h e r e f o r e ,  i n  t h e  s i m u l a t i o n ,  i t  was assumed t h a t  no  
revenue f o r e c a s t  s h o r t f a l l s  wou ld  be o c c u r r i n g  f r o m  FY93 t o  FY97. 

F u r t h e r ,  i t  was assumed i n  t h i s  s i m u l a t i o n  t h a t  t h e  Genera l  
Assembly wou ld  make w i t h d r a w a l s  fo r  t h e  c u r r e n t  f i s c a l  y e a r s  i n  w h i c h  
l e g i s l a t i v e  sess ions  o c c u r .  I n  t h i s  way, l a r g e r  amounts o v e r  t h e  
y e a r s  c o u l d  be w i t h d r a w n  f r o m  t h e  f u n d ,  compared t o  an approach  wh ich  
wou ld  combine s h o r t f a l l s  a c r o s s  f i s c a l  y e a r s  i n  a  b i e n n i u m .  

The sp readshee t  g e n e r a t i n g  t h e s e  s i m u l a t e d  w i t h d r a w a l s  i s  
shown i n  Tab le  D-4. An e x p l a n a t i o n  o f  each column o f  t h e  sp readshee t  
f o l l o w s .  



Table D-4 

Simulated Revenue Forecast Shortfalls 
($ millions) 

FUTURE PAST F ISCAL 
SESSION SESSION YEAR 

FIRST SECWD FINAL REVENUE FORECAST SHO(ITFALL PAST UURTFALL 
APPRDP. APPRDP. FORE- AS X OF PRIOR FY COLLECTIONS SESSION FOR FUTURE 
ACT ACT CAST SHORT- SESSION 
(ACT?) (ACT2) (ACT1 TO) (ACT2 TO) (ACT1 TO) FALL (S) 

(ACT2) (FINAL) (FINAL) (X) 
1329.50 
1483.20 

1319.30 1.12 
1514.10 U.A. 

1458.30 5.44 5.44 546.83 
1691.80 
1929.20 

1691.80 N.A. 
1976.40 N.A. 

1894.10 6.33 
2000.30 
2256.50 

2067.60 N.A. 
2219.10 2.42 

2300.60 N.P.. 
2480.50 
271 1.20 

2539.50 N.A. 
2786.30 U.A. 

2767.70 .88 
3095.10 
3464.00 

2971.80 5.38 5.38 1208.33 
3322.20 6.18 

3331.50 N.A. 5.39 5.39 1298.49 
3658.70 
1053.80 

3744.80 N.A. 
4068.30 W.A. 

4123.90 U.A. 
4395.90 
4738.90 

4508.60 W.A. 
4884.60 N.A. 

4942.20 W.A. 
5326.90 
5736.70 

5451 .50 N.A. 
6059.50 W.A. 

5644.30 8.74 8.74 4068.92 
6246.30 
6813.30 

5539.10 14.89 14.89 b930.48 
5841 .OO 20.47 

5841 .OO N.A. 19.93 19.93 9528.44 

M T E :  .U.A." r q w s m t s  Not Awlicabte, bcsaure forecast uas revised rplards instend Of damrds.  



A. Future Session.  T h i s  column l a b e l s  t h e  f u t u r e  l e g i s l a t i v e  
sess ion  w i t h  which t h e  s i m u l a t e d  s h o r t f a l l  i s  matched. 

B .  P a s t  Session. T h i s  column l a b e l s  t h e  p a s t  l e g i s l a t i v e  s e s s i o n  
w i t h  which t h e  f u t u r e  l e g i s l a t i v e  sess ion  i s  matched. 

C. Fiscal Year. T h i s  column l a b e l s  t h e  f i s c a l  y e a r s  fo r  wh ich  
a p p r o p r i a t i o n s  c o u l d  be made i n  t h e  c o r r e s p o n d i n g  p a s t  
l e g i s l a t i v e  sess ion ,  and f o r  wh ich f o r e c a s t  d a t a  were a v a i l a b l e .  

D. Firs t  Approp. Act ( A c t l ) .  T h i s  column r e p r e s e n t s  t h e  f o r e c a s t e d  
genera l  f u n d  revenues ( e x c l u d i n g  t r a n s f e r s  and ABC p r o f i t s )  i n  
t h e  f i r s t  A p p r o p r i a t i o n  A c t  o f  a  b ienn ium a f f e c t i n g  a  g i v e n  
f i s c a l  y e a r .  I t  i s  assumed t h a t  a l l  f o r e c a s t e d  revenues a r e  
a p p r o p r i a t e d .  

E .  Second Approp. Act (Ac t ,? ) .  T h i s  column r e p r e s e n t s  t h e  g e n e r a l  
f u n d  f o r e c a s t  r e v i s i o n s  (made a  y e a r  a f t e r  t h e  number i n  column 
D ) ,  i n  t h e  amended or second A p p r o p r i a t i o n  A c t  a f f e c t i n g  a  g i v e n  
f i s c a l  y e a r  o f  a  b ienn ium.  Aga in ,  i t  i s  assumed t h a t  a l l  
f o r e c a s t e d  revenues a r e  a p p r o p r i a t e d .  

F. Final Forecast. H i s t o r i c a l l y ,  for odd-numbered f i s c a l  y e a r s ,  t h e  
"Second A p p r o p r i a t i o n  A c t "  f o r e c a s t  (column E )  t y p i c a l l y  i s  made 
f o u r  to  f i v e  months b e f o r e  t h e  end o f  t h e  f i s c a l  y e a r .  For  
even-numbered f i s c a l  y e a r s ,  t h e  "Second A p p r o p r i a t i o n  A c t "  
f o r e c a s t  i s  made 16  to  17 months b e f o r e  t h e  end of t h e  f i s c a l  
y e a r .  Department o f  T a x a t i o n  (DOT) s t a f f  have s u b s e q u e n t l y  made 
f o r e c a s t s  f o r  even-numbered f i s c a l  y e a r s ,  t y p i c a l l y  f o u r  t o  f i v e  
months b e f o r e  t h e  end o f  t h e  f i s c a l  y e a r .  These DOT f o r e c a s t s  
f o r  even-numbered f i s c a l  y e a r s  a r e  shown i n  t h i s  column as t h e  
" F i n a l  F o r e c a s t . "  

G. Revenue Forecast Shor t fa l l  as % o f  Prior FY Col lect ions  (Act1 t o  
A&,?). I n  t h i s  s i m u l a t i o n ,  t h e r e  a r e  t h r e e  p o s s i b l e  ways t h a t  a  
s h o r t f a l l  can occur  between a p p r o p r i a t e d  g e n e r a l  f u n d  revenues 
and a  r e v i s e d  genera l  f u n d  f o r e c a s t :  ( 1 )  t h e  f o r e c a s t  on  wh ich  
t h e  f i r s t  A p p r o p r i a t i o n  A c t  i s  based i s  h i g h e r  t h a n  t h e  
subsequent r e v i s e d  f o r e c a s t  on  which t h e  second A p p r o p r i a t i o n  A c t  
i s  based; ( 2 )  t h e  f o r e c a s t  for  an even-numbered f i s c a l  y e a r  t h a t  
i s  t h e  b a s i s  o f  t h e  second A p p r o p r i a t i o n  A c t  i s  h i g h e r  t h a n  t h e  
subsequent r e v i s e d  F i n a l  Fo recas t ;  and ( 3 )  t h e  f o r e c a s t  fo r  an 
even-numbered f i s c a l  y e a r  on  which t h e  f i r s t  A p p r o p r i a t i o n  A c t  i s  
based i s  h i g h e r  than  t h e  F i n a l  Fo recas t ,  wh ich  i s  made two y e a r s  
l a t e r .  Column G computes s h o r t f a l l s  t h a t  o c c u r  i n  t h e  f i rs t  
s i t u a t i o n ,  as a  pe rcen tage  o f  t h e  most r e c e n t l y  comp le ted  f i s c a l  
y e a r ' s  c e r t i f i e d  t a x  revenues.  For example, fo r  FY75, g e n e r a l  
f und  revenues were f o r e c a s t e d  t o  be $1329.2 m i l l i o n  d u r i n g  t h e  
1974 l e g i s l a t i v e  sess ion ,  wh ich e v e n t u a l l y  passed t h e  f i r s t  
A p p r o p r i a t i o n  A c t  for which funds for  FY75 were i n i t i a l l y  
a l l o c a t e d .  A y e a r  l a t e r ,  i n  t h e  1975 s e s s i o n ,  t h e  f o r e c a s t  for 
FY75 genera l  f u n d  revenues was r e v i s e d  downward t o  $1319.3  
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m i l l i o n ,  a  s h o r t f a l l  o f  $9.9  m i l l i o n .  A t  t h a t  t ime ,  t h e  most  
r e c e n t l y  comple ted f i s c a l  y e a r  (FY74) c e r t i f i e d  t a x  revenues  
amounted t o  $912.6 m i l l i o n  (see T a b l e  1 ) .  T h i s  $9.9  m i l l i o n  
s h o r t f a l l  i s  1.12 p e r c e n t  o f  t h e  $912.6 m i l l i o n  c e r t i f i e d  t a x  
revenues f r o m  FY74; t h i s  pe rcen tage  i s  shown i n  column G. ( I t  
s h o u l d  be no ted  t h a t  t h i s  p a r t i c u l a r  pe rcen tage  i s  l e s s  t h a n  two  
p e r c e n t ,  t h e  t h r e s h o l d  s p e c i f i e d  i n  SJR 159 as t h e  amount t h a t  
must be exceeded b e f o r e  a  w i t h d r a w a l  f r o m  t h e  r a i n y  day  f u n d  can 
be made.) 

H .  Revenue Forecast Shortfall as % of Prior FY Collections (Act2 to 
Final). T h i s  column r e p r e s e n t s  s h o r t f a l l s  o c c u r r i n g  when t h e  
f o r e c a s t  f o r  an even-numbered f i s c a l  y e a r  t h a t  i s  t h e  b a s i s  o f  
t h e  second A p p r o p r i a t i o n  A c t  i s  h i g h e r  t h a n  t h e  subsequent  
r e v i s e d  F i n a l  F o r e c a s t .  As w i t h  columns G  and I, t h e  s h o r t f a l l  
i s  r e p r e s e n t e d  as a  pe rcen tage  o f  t h e  c e r t i f i e d  t a x  revenues  f r o m  
t h e  most  r e c e n t l y  ended f i s c a l  y e a r .  

I .  Revenue Forecast Shortfall as % of Prior FY Collections (Act1 to 
Final). T h i s  column r e p r e s e n t s  s h o r t f a l l s  o c c u r r i n g  i n  t h e  f i n a l  
p o s s i b l e  s i t u a t i o n ,  when t h e  f o r e c a s t  f o r  an even-numbered f i s c a l  
y e a r  on wh ich  t h e  f i r s t  A p p r o p r i a t i o n  A c t  i s  based i s  h i g h e r  t h a n  
t h e  F i n a l  F o r e c a s t ,  wh ich  i s  made two y e a r s  l a t e r .  As w i t h  
columns G  and H,  t h e  s h o r t f a l l  i s  r e p r e s e n t e d  as a  p e r c e n t a g e  o f  
t h e  c e r t i f i e d  t a x  revenues f r o m  t h e  most  r e c e n t l y  ended f i s c a l  
y e a r .  

J .  Past Session Shortfall (%). T h i s  column shows t h e  g r e a t e s t  
pe rcen tage  s h o r t f a l l  t h a t  c o u l d  a p p l y  f o r  t h e  f i s c a l  y e a r  i n  
wh ich  a  l e g i s l a t i v e  s e s s i o n  occu red ,  and t h a t  i s  above t h e  
two-percent  t h r e s h o l d .  I t  i s  based o n  obse rved  s h o r t f a l l s  and 
d a t a  f r o m  FY74 t h r o u g h  FY92. 

K. Shortfall for Future Session ($). T h i s  column uses a  p e r c e n t a g e  
s h o r t f a l l  f r o m  p a s t  y e a r s ,  and p r o j e c t s  i t  as a  s i m u l a t e d  
s h o r t f a l l  f o r  a  f u t u r e  l e g i s l a t i v e  s e s s i o n ,  and as a  d o l l a r  
amount. I n  p a r t i c u l a r ,  t h e  "Pas t  Sess ion  S h o r t f a l l "  ( co lumn J )  
as a  percentage i s  assumed t o  o c c u r  a g a i n  i n  a  f u t u r e  l e g i s l a t i v e  
sess ion .  I t  i s  c o n v e r t e d  i n t o  a  d o l l a r  amount b y  m u l t i p l y i n g  t h e  
percentage ( d i v i d e d  b y  100) b y  t h e  assumed c e r t i f i e d  t a x  revenues  
f r o m  t h e  most r e c e n t l y  ended f i s c a l  y e a r  p r i o r  t o  t h e  f u t u r e  
l e g i s l a t i v e  sess ion .  Fo r  example, t h e  1999 l e g i s l a t i v e  s e s s i o n  
i s  assumed t o  have a revenue f o r e c a s t  s h o r t f a l l  l i k e  t h e  one t h a t  
o c c u r r e d  i n  t h e  1976 s e s s i o n .  The 1976 s e s s i o n  s h o r t f a l l  was 
5 .44 p e r c e n t  o f  t h e  c e r t i f i e d  t a x  revenues f r o m  t h e  mos t  r e c e n t l y  
ended f i s c a l  y e a r  (FY75).  I n  t h e  1999 sess ion ,  t h e  mos t  r e c e n t l y  
ended f i s c a l  y e a r  wou ld  be FY98. The c e r t i f i e d  t a x  revenues  fo r  
FY98 i s  assuwed t o  be $10047.83 mi 11 i o n  ( see  Tab le  D-1 or 0 -2 ) .  
M u l t i p l y i n g  5.44 p e r c e n t  (and d i v i d i n g  b y  100) b y  10047.83 
r e s u l t s  i n  546.83, wh ich  i s  t h e  s h o r t f a l l  assumed to  o c c u r  f o r  
FY99, and to  be a c t e d  upon i n  t h e  1999 Genera1 Assembly s e s s i o n .  
One h a l f  o f  t h e  s h o r t f a l l s  shown i n  column K o f  t h i s  s p r e a d s h e e t  
a r e  shown i n  column 9  o f  t h e  sp readshee ts  i n  Tab les  D-1 and 0-2. 
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Appendix E 

E f f e c t s  of Tax Increases on t h e  Revenue S t a b i l i z a t i o n  Fund 

A f t e r  t h e  i n t r o d u c t i o n  o f  Senate  J o i n t  R e s o l u t i o n  No. 159, 
concerns  were expressed r e g a r d i n g  how t h e  proposed Revenue 
S t a b i l i z a t i o n  Fund would  a f f e c t  revenues r e s u l t i n g  f r o m  t a x  
i n c r e a s e s .  The concern  was exp ressed  t h a t  because d e p o s i t s  t o  t h e  
f u n d  were based o n  above-average revenue g rowth ,  new revenues  f r o m  a  
t a x  i n c r e a s e  would  be s iphoned o f f  i n t o  t h e  f u n d .  Consequen t l y ,  t h e  
i n t e n d e d  e f f e c t  o f  a  t a x  i n c r e a s e  -- t h e  a v a i l a b i l i t y  o f  a d d i t i o n a l  
revenues  -- would  be d i l u t e d  b y  d e p o s i t  r e q u i r e m e n t s  o f  t h e  f u n d .  

JLARC s t a f f  agreed t h a t  g i v e n  t h e  m a t h m a t i c a l  p r o p e r t i e s  o f  t h e  
f u n d ,  such a  d i l u t i o n  o f  new t a x  revenues would  l i k e l y  t a k e  p l a c e .  
Subsequent s i m u l a t i o n s  i n v o l v i n g  t h e  e f f e c t s  o f  a  h y p o t h e t i c a l  t a x  
i n c r e a s e  showed t h a t  t h e  expec ted  p r o p e r t y  d i d ,  i n  f a c t ,  e x i s t .  

Fo r  purposes o f  s i m u l a t i n g  t h e  e f f e c t s  o f  a  t a x  i n c r e a s e ,  JLARC 
s t a f f  assumed t h a t  an i n c r e a s e  i n  t h e  s a l e s  t a x  was e n a c t e d  i n  1994, 
w i t h  $250,000,000 c o l l e c t e d  i n  a d d i t i o n a l  revenues i n  FY 95 and i n  
subsequent  y e a r s .  (Growth f a c t o r s  and base amounts a r e  t h e  same as 
t h o s e  assumed i n  t h e  s i m u l a t i o n s  d e s c r i b e d  i n  Appendix D.) 

The s i m u l a t i o n  showed t h a t  a p p r o x i m a t e l y  $162 m i l l i o n  o f  t h e  $250 
m i l l i o n  i n  new revenues would  be r e q u i r e d  f o r  d e p o s i t  i n  t h e  Revenue 
S t a b i l i z a t i o n  f u n d  i n  1996. Consequen t l y ,  o n l y  a b o u t  one t h i r d  o f  
t h e s e  revenues would  be a v a i l a b l e  f o r  t h e i r  i n t e n d e d  pu rposes .  

G iven  t h e  e f f e c t s  o f  t h e  f u n d ' s  p r o p e r t i e s  o n  revenues f r o m  new 
t a x e s ,  t h e  Senate F inance Commit tee adopted an amendment i n  t h e  n a t u r e  
o f  a  s u b s t i t u t e  (Appendix A) wh ich  p r o v i d e d  t h a t :  

. . .g r o w t h  i n  c e r t i f i e d  t a x  revenues ,  w h i c h  i s  t h e  r e s u l t  o f  
e i t h e r  i n c r e a s e s  i n  t a x  r a t e s  o n  income o r  r e t a i l  s a l e s  or 
t h e  r e p e a l  o f  exempt ions  t h e r e f r o m ,  may be e x c l u d e d ,  i n  who le  
or i n  p a r t ,  f r o m  t h e  c o m p u t a t i o n  i m m e d i a t e l y  p r e c e d i n g  fo r  a  
p e r i o d  o f  t i m e  n o t  to  exceed s i x  c a l e n d a r  y e a r s  f r o m  t h e  
c a l e n d a r  y e a r  i n  wh ich  such t a x  r a t e  i n c r e a s e  or exempt ion  
r e p e a l  was e f f e c t i v e .  

The i n c l u s i o n  o f  t h i s  language i n  t h e  amendment i n  t h e  n a t u r e  o f  a  
s u b s t i t u t e  s h o u l d  e f f e c t i v e l y  add ress  t h e  concerns  r a i s e d .  
A l t e r n a t i v e  s i m u l a t i o n s  a l s o  examined t h e  e f f e c t s  o f  e i t h e r  ( 1 )  
e x c l u d i n g  t h e  revenues f r o m  a  t a x  i n c r e a s e  f o r  a  f u l l  s i x  y e a r  p e r i o d ,  
or ( 2 )  p h a s i n g  t h e  new revenues i n t o  t h e  c a l c u l a t i o n s  d u r i n g  t h e  
t h i r d ,  f o u r t h ,  f i f t h ,  and s i x t h  y e a r s .  E x c l u d i n g  new revenues  f r o m  
t h e  c a l c u l a t i o n s  for  t h e  e n t i r e  s i x  y e a r s  r e s u l t e d  i n  t h e  need for an 
a d d i t i o n a l  $352 m i l l i o n  i n  d e p o s i t s  i n  t h e  seven th  y e a r .  I n  c o n t r a s t ,  
t h e  phase- in  r e s u l t e d  i n  an a d d i t i o n a l  $36 m i l l i o n  d e p o s i t  i n  t h e  
t h i r d  y e a r ,  an a d d i t i o n a l  $36 m i l l i o n  i n  t h e  f o u r t h  y e a r ,  n o  
a d d i t i o n a l  d e p o s i t  i n  t h e  f i f t h  y e a r ,  an a d d i t i o n a l  $32 m i l l i o n  i n  t h e  
s i x t h  y e a r ,  and an a d d i t i o n a l  $38 m i l l i o n  i n  t h e  seven th  y e a r .  
C l e a r l y ,  some k i n d  o f  phase- in  o f  new revenLes would  r e s u l t  i n  a  more 
s t a b l e  f u n d  and r e q u i r e  l e s s  o f  a  " b a l l o o n u - t y p e  d e p o s i t  a f t e r  t h e  
e x c l u s i o n  p e r i o d  i s  o v e r .  
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