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Louisiana’s pattern of increas-
ing spending in boom times has re-
sulted in an overall level of oper-
ating expenditures the state can-
not support, even with frequent
ax increases and budget cuts. For
“the past few years, state officials
have been struggling with the need
to balance the state budget. So
far, the major tools used have
been across-the-board and some
selective cuts, hiring freezes, some
layoffs, limits on travel and ve-
hicle use, reduced work hours, and
a drop in state-financed construc-
tion and highway maintenance,
But these efforts of crisis man-
agement have been stop gap
measures which have exacerbated
the state’s problems. For example,
postponing highway maintenance
can result in higher repair or con-
struction costs later, impair eco-
nomic development efforts, and
endanger the receipt of federal
funds.

Louisiana already has in place
most of the fiscal discipline mech-
anisms used in other states. {See
Table 1.) However, it does not

“ully utilize them. For example,
_.qne current state tax limit has
never been effective. Louisiana’s
sunset review procedure has been
ineffective and program evaluation
rarely has been used. Fiscal notes
are to be attached to bills affect-

ing state or local government fi-
nances prior to their consideration
by a committee; in practice, a bill
may go through most or all of the
legislative process without a fiscal
note if no legislator objects.

Loujsiana constitutionally en-
dorses the balanced budget con-
cept by requiring an adopted bal-
anced budget. However, the gover-
nor is not required to propose a
balanced budget and a year-end
deficit iz not required fo be
liguidated in the next fiscal year
nor is it prohibited from being
carried over into subsequent years.
On a scale of zero to 10, the
stringency of Louisiana’s balanced
budget requirements is rated as
four by the U. 5. Advisory Com-
mission on Intergovernmental Re-

lations (ACIR). Only six other
states are rated this low or lower;
over half of the states received a
rating of 10.

Balanced Budget

Twelve states require that the
governor submit a bhalanced bud-
get, while eight states require that
the legislature pass a balanced
budget, according to ACIR. Con-
necticut, Maryland, Pennsylvania
and Nevada require proposal and
enactment of a balanced budget.

Louisiana’s governor has pro-
posed an unbalanced state budget
two years in a row (fiscal 1985-86
and 1986-87). While the governor
is not mandated to propose a bal-
anced budget, the Legislature is re-




quired to adopt a balanced budget,
with the result that a governor can
propose a budget the Legislature
cannot legally adopt. Without the
proposed budget being balanced
within existing revenues, its use-
fulness as a guide is diminished.
By proposing a budget balanced
within existing revenues, the ef-
fect of maintaining or raising rev-
enues could more easily be an-
alyzed. Also, the Legislature could
base its deliberations on a pro-
posed budget balanced within
existing revenue sources if a gov-
ernor’s proposed revenue increases
failed,

The state constitution requires
that the governor propose an an-
nual budget and “cause to be sub-
mitted a general appropriation hill
for proposed ordinary operating
expenditures and, if necessary, a
bill or bills to raise additional
revenues,” Although not specifi-
cally requiring that the proposed
budget be balanced, the language
implies that it be balanced within
existing revenues. The constitu-
tion does require that the adopted
budget or appropriation bill be
balanced. It also states: ““The gov-
ernor shall veto line items or use
means provided in the (budget)
bill so that total appropriations
for the year shall not exceed an-
ticipated revenues for that year.”

Recommendation

The constitution should be
amended to require that the
governor propose a balanced bud-
get based on existing revenue
sources. If the governor proposes
new or increased sources of rev-
enue, spending from such revenue
should be presented separately in
a supplemental proposal which
would document how the in-
creased revenues would be spent.

Revenue Estimates

The constitution requires that
the enacted state budget spending
level be within anticipated rev-
enues, but neither the constitu-
tion nor state law specifies who
has responsibility for estimating
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the revenues—the governor or
Legislature—and when. In 19886,
the Legislature tock the unprece-
dented step of specifying in the
General Appropriation Act that
$17 a barrel oil was the basis of
financing the budget. Without an
official revenue ecstimate against
which to compare authorized
expenditures, ensuring that the
adopted budget is balanced ob-
viously is difficult,

Florida has used a procedure of
consensus revenue estimates since
1970. Professional staff of the leg-
islature and the executive branch
meet in a series of regularly sched-
uled “Consensus Hstimating Con-
ferences’ to provide the forecasts
needed to support the planning
and budgeting process. The con-
ferences are held at least three
times a year: in the fall to provide
forecasts for the governor’s budget
recommendations, in the spring to
provide final estimates for the
legislature’s appropriation process,
and in June to adjust the spring
forecast to encompass legislative
changes., The resulting estimates
must be agreed to by all of the
conference participants. All state
agencies must use the estimates in
their planning and budgeting ac-
tivities. The legislature is not
bound by the forecasts but since
1970 has always wused them.

Such a procedure can dis-
courage political “guesstimates”
of revenue; reduce the issues in
formulating, enacting and imple-
menting the budgef; and provide
a monitoring system that will
alert officials and the public on
whether the state will end a year
in the red.

Recommendation

Louisiana should establish «
system for an official, consensus
estimate of revenues which would
be used at critical points when
funding decisions are made. The
governor and Legisiature should
be prohibited from authorizing
expenditures in excess of this es-
timate. The estimate should be
developed by a team consisting of
a representative of each of the

following: State Budget Office,
Legisiative Fiscal Office, and the
Department of the Treasury. The
team members could estimate
revenue collections independen:
but would act as a unified staff in
reaching a consensus estimate,
which should be the resuit of
unanimous agreement,

The revenue estimates should
be published as official state
documents and include the eco-
nomic assumptions on which they
were based. They should not be
changed during a legisiative ses-
sion unless warranted by an un-
usual event such as a substantial
drop in oil prices. After the bud-
get is enacted, the unified staff
should meel periodically to re-
view revenue estimates and issue
monthly reports on estimated and
actual collections.

Consensus revenue estimates
should be made:

1. Prior to December when
agencies submit their budget re-
guests.

2. Prior to the March submis-
gsion of the executive budg

3. Prior to the April regular
session,

4. After a legislative session to
incorporate legal changes.

L.ong-Range Forecasts

In good times and bad, Louisi-
ana has operated on a year-to-year
basis without long-range plans on
how to deal with future finances.
Anmual budgeting inspires short-
term solutions rather than long-
range planning. Louisiana’s cur-
rent fiscal situation and its swing
from an “embarrassment of riches”
highlight the need to consider the
impact of current spending on fu-
ture state finances. Annual budget-
ing may have encouraged the use
of nonrecurring revenues to fund
recurring expenses, since the im-
pact on subsequent years is not
addressed in an annual budget. A
multiyear budget also would in
cate the direction the state wus
heading in regarding revenue and
spending policies and would high-



light the consequences of policy
decisions,

Twenty of the 50 states adopt a
hiannial budget, and one other
e allows the governor to de-
cide whether to submit an annual
or hiennial budget. Appropriations
are made for the biemnium in
three states. In the remaining
gtates with biennial budgets, sep-
arate appropriations are made for
each year of the biennium. No
state has a budget of more than
two years.

Another type of multivear fi-
nancial planning is the use of
long-range financial forecasting,
This technique highlights the
long-term consequences of cur-
rent budgetary policies and spend-
ing decisions and forecasts antici-
pated future revenues and ex-
penditures.

The experience of Fort Worth,
Texas with long-range forecasting
indicates its usefulness for other
governmental entities. Fort Worth
has used a five-year financial
forecast since 1981, Benefits the
"y has realized from long-range
.ancial forecasting include:
® agsistance in making policy
decisions with long-term impli-
cations;

@ aid in anticipating future fis-
cal problems, enabling corrective
action to be taken whennecessary;

@ assistance in operational plan-
ning;

® more accurate revenue and
expenditure estimates, and

® an indication to bond rating
agencies and others of systematic
financial planning.

¥Florida also uses long-range (10-
year) forecasts of revenues and ex-
penditures in its budgeting process.
It has found that:

“Kconomie, demographic and rev-
enue forecasts are essential for a variety
of governmental planning and budgeting
functions. For example, the Governor’s
budget recommendations and the Legis-
_ e appropriations process require a
wide range of multiple year forecasts.”
(Florida Consensus Estimating Confer-
ence, Book 6)

Recommendation

The state should develop a five-
year financial operating plan as
part of the yearly budget process,
with the plan updated each year,
The first year of the plan should
be the basis for enactment of the
annual operating budget, and the
annual budget should be used as a
tool to implement state priorities
and policies,

Year-End Deficit

Louisiana is only one of a few
states that has no statutory or
constitutional requirement man-
dating the speedy liquidation of a
deficit. In 29 states, a deficit can-
not be carried over into the next
fiscal vear. Seven other states pro-
hibit a deficit being carried over
into the next biennium and
another seven states require that a
deficit carried over must be cor-
rected in the next fiscal year.

By delaying paying off a deficit
until a fuiure year, the deficit
becomes a longterm Hability.
Also, when deficits are carried
over, the current year’s services
must be paid for out of next
year's, or later years’, revenues.

One problem with a general
fund deficit is that due to delays
in finalizing the year-end finan-
cial report, the amount of the
deficit is unknown until well into
the next fiscal year. Many major
state taxes (such as corporate and
personal income) do not come due
until the last third of the fiscal
year, plus accrual accounting
slows estimation of a yearend
surplus or deficit. More accurate
estimates could be developed if
the state’s fiscal year was from
October 1 to September 30, in-
stead of the present July 1 to
June 30. The change also would
allow better estimation of avail-
able federal funds,

The state ended the 1985-8B6
fiscal year with a $201,611,058
general fund deficit, according to
the year-end financial report. The
state has incurred such deficits
before but none as large. (See
Table 2.) Deficits in previous

yvears were liquidated from reve-
nues of the following year except
for the fiscal 1960-61 and 1961-
62 deficits. The latter were paid
off through the issuance of $60
million in long-term bonds—an
action that damaged the state’s
bond credit rating. Pursuant fo
action in the December 1986
special session, the fiscal 1985-86
deficit will be paid off over a
four-year period.

Act 3b of the 1986 special
sesgion created the fiscal year
1985-86 Deficit Elimination Fund
to liguidate that year’s general
fund deficit. At least $50 million
will be deposited in the fund in
each of the next four fiscal years
to be transferred to the state
general fund to pay off the
deficit. The act dedicates to the
fund until December 31, 1990
bonus payments from state min-
eral leases, prior-year general fund
surpluses, unrestricted court set-
tlement funds, and receipts from
unclaimed property above that
received in fiscal 1986-87. If these
revenues do not equal at least
$60 million each calendar year,
the difference is to be made up
from other general fund revenues
at the beginning of the next
fiscal year. On or before July 15,
1991, the difference between
$203 million and total transfers
from the fund to eliminate the
deficit must be paid from the
state general fund. The act self-
destructs whenever total transfers
from the Deficit Elimination Fund
to the state general fund equal or
exceed $203 million.




Recommendation

The state should be consti-
iutionally reguired to appropriate
sufficient funds to cover a gen-
eral fund deficit out of funds in
the immediately succeeding fiscal
year. While final figures on a
previous year’s deficit may not be
known until halfway into the next
fiscal year, a reasonable estimate
should be possible at the time the
budget is adopted,

CONCLUSION

Louisiana’s spending level has
been upheld by windfail revenues,
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prior-year surpluses and tax in-
creases. The first two conditions
no longer exist and the last has
been used increasingly in recent
years when the state’s economy
has been depressed and ability to
pay more taxes has been ques-
tionable.

Major changes are needed in
how the state develops the figures
on which budget and appropria-
tion decisions are made, Although
it 18 too late to forestall the
current difficulties, the state
should act to avoid their repeti-
tion.

Public Affairs Research Council of Louisiana, Inc.
300 Louisiana Avenuc » P.O. Box 3118
Baton Rouge. Louisiana 70821 » (504) 343-9204

PAR EXECUTIVE COMMITTEE

Duane Cowart George Crain, Sr,
W. I. Noel, Ir.
William F. Terbot Roland M. Toups

Mark C. Drennen, President

Sam M. Poole
Billy R. Vehnekamp

BEach of PAR’s recommenda-
tions can stand on its own but
would be more effective if enacted
in concert with the others.
proposed budget that is balanc
is necessary but would be more
useful if there is assurance that it
contains veliable revenue estimates
developed by a consensus revenue
estimating team. Also, the same
group or team could be responsi-
ble for the long-range forecasts
and for anticipating a pending
deficit. By taking the steps rec-
ommended by PAR, more ac-
curate and realistic budgets should
result.
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