impact of
Transporiation Trust Fund

The constitutional Transportation Trust Fund became
effective January 1, 1990. Dedication of highway user
taxes to it is accelerating financing of highway, bridge
and public works projects, thereby creating more con-
struction jobs, but it also has reduced discretionary
general fund revenues. Table 1 shows the amount of
state taxes dedicated to the trust fund this year and next.

The dedication of highway user taxes and the prohibi-
tion of a sales tax on gasoline/motor fuel purchases

TABLE 1
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mean the state general fund will lose an estimated $204
million in fiscal 1990-91. (See Table 2.)

Use of Trust Fund Money

Table 3 shows how trust fund money is being used
and the extent to which it is replacing general fund
appropriations.

The recommended spending from the trust fund for
fiscal 1990-91 is $59.3 million more than the dedicated
taxes are projected to yield, excluding the TIME dedica-
tion. (See Table 4.)

Most of the $59.3 million trust fund shortage will be
financed from a $57 million loan from the TIME ac-
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count, discussed below. The remainder would be
financed from the state sales tax on aviation fuel if it is
decided to place these collections in the trust fund. The
constitution requires that the trust fund finance airport
construction at an amount equal to the estimated state
tax on aviation fuel but does not dedicate the aviation
fuel tax proceeds to the trust fund.

Loans from TIME

The TIME account is part of the trust fund. State law
allows TIME money to be loaned to finance other trust
fund projects, up to $160 million. For the current 1989-
90 fiscal year, $103 million has been borrowed from the
TIME account, and the remaining $57 million is to be
borrowed in fiscal 1990-91. The TIME loans must be
repaid by June 30, 2010,

20% Cap for Certain Purposes

The constitution specifies that no more than 20% of
the "state generated tax revenues in the trust fund" can
be appropriated annually for ports, the Parish Transpor-
tation Fund, statewide flood control, and “state police
for traffic control.”
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The dedicated taxes are estimated to yield $442.1
million for fiscal 1990-91, including $91.8 million dedi-
cated to the TIME program. Recommended 1990-91
appropriations from the trust fund for the four programs

are:
Purpose Millions
Ports $15
Parish Transportation 40
Flood Coatrol 10
State Police 15
Total $80

The $80 million is within the 20% maximum but
would have exceeded it by $1.6 million if the trust fund
appropriation for state police had not been reduced from
$25 million in the Executive Budger to $15 million in
the proposed general appropriation bill.

The TIME tax proceeds must be used to finance
designated highway and bridge construction projects.
By including TIME money to calculate the 20% maxi-
mum for four purposes not in the TYME program, money
available for highways and bridges from other dedicated
taxes is reduced by $18.4 million a year,
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One-Cent Minimum Tax to
Parish Transportation Fund

The constitution requires that the Parish Transporta-
tion Fund receive "no less” than onme cent of the
gasoline/motor fuel tax. The one-cent tax is estimated
to yield $23 million for fiscal 1990-91--$17 million less
than the $40 million recommended by the Parish
Transportaiion Fund.

Risk Management Insurance

The constitution restricts use of trust fund money to
"costs for and associated with construction and main-
tenance of the roads and bridges of the state and federal
highway system" as well as for statewide flood control,
ports, airports, transit, state police for "traffic control,”
the Parish Transportation Fund, and repayment of debt
of the trust fund.

The Governor proposed use of trust fund money to
pay judgments against the state for highway injuries
occurring prior to creation of the trust fund but withdrew
that proposal. The state has replaced appropriations to
pay court-ordered judgments with a "risk management”
program which includes self-insurance and commercial
coverage.

The proposed 1990-91 Department of Transportation
and Development (DOTD) budget includes $51.3 mil-
lion for payments to risk management, with $47.1 mil-
Jion payable from the trust fund. The risk management
payments are divided among DOTD offices of
secretary, management and finance, and engineering,
and include coverage not only for tort claims on roads
and bridges, but also for insurance purposes such as
workers’ compensation, general and auto liability, auto
physical damage, boiler and machines, property, avia-
tion, airport liability, wet marine, and miscellaneous
excess torts. Table 5 shows the amount recommended

forrisk management in fiscal 1990-91 compared to priot
years. The $25.7 million increase in risk management
payments for fiscal 1990-91 represents most of the $33
miltion increase recommended for DOTD operations.

A recent attorney general’s opinion held that it is
unconstitutional to pay judgments and risk management
lability insurance premiums from the trust fund because
such payments are not "associated with" coastruction
and maintenance of roads and bridges. The AG opinion
held that trust fund money may be used for "normal costs
of highway construction and maintenance” including
salaries and related benefits of DOTD employees whose
work is directly related to highway and other programs
financed out of the trust fund.

Fy’18s0:01" ¢
{Recommended)

Other DOTD Operational Costs

The recommended 1990-91 DOTD operating budget
includes no general fund financing (except $50,000 for
a levee board), resulting in trust fund financing of most
costs. One such trust fund cost is $5 miilion proposed as
the state match for group health and hospital insurance
for retired DOTD employees.

DOTD Staffing

The 1990-91 budget recommends nine fewer DOTD
authorized positions than this year. However, DOTD
has been exceeding its number of authorized positions.
(See Table 6.) /

TABLE 6
DOTD Staffing

FY 1988-39 FY 1985-90 FY 189¢-91

DOTD Bonds

The constitution authorizes excess moxney in the trust
fund and the four-cent TIME tax to be pledged to bonds,
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"without the need for legislative appropriation,"” or need
to meet other requirements of the constitution or law
such as inclusion in the state comprehensive capital
budget. The state’s "full faith and credit” may, but need
not be, pledged to such bonds,

General Obligation (GO} Bonds: The state’s full
faith and credit--GO bonds--are paid from the Bond
Security and Redemption Fund (BSRF) which consists
of most revenue that flows through the state treasury. In
actuality, the impact of BSRF debt payments falls on the
state general fund.

About three fourths of GO bonds sold previously
were for highway and bridge construction, but the state
has not sold GO bonds for several years.

The 1990-91 recommended capital outlay bill in-
cludes $106.4 million in GO bonds for DOTD, accord-
ing to the following priorities for bond sales:

L and 2--$23 4 million, likely to be sold.

3--$23.1 million, may be sold.

4--$8.5 million, questionable sale; lines of credit.

5--$51.5 million, no sale but authority to award con-
racts from other revenues,

DOTD isrequesting continuation of GO bond financ-
ing rather than bonds payable from the trust fund during
this transition period. It has $31 million in lines of credit
authorized and reauthorized since 1987 in anticipation
of sale of GO bonds, plus another $28 million in lines
of credit authorized in 1989. Some GO bonds are recom-
mended to continue projects initiated prior to creation
of the trust fund.

TIME Boends: For the TIME program, $139.9 mil-
lion in bonds were authorized in fiscal 1989-90, and
another $185.5 million is recommended for fiscal 1990-
91. As noted, however, TIME bonds do not have to be
in the capital budget nor do they require legislative
approval. This May the first issue of TIME bonds,
$263.9 million, is to be sold; a portion will go for various
costs of issuing them plus establishment of a reserve
account.

TIME Projects

There are 98 TIME projects scheduled for construc-
tion--the last in December 1997, excluding the desig-
nated local projects in New Orleans. At least 80% of
those employed on TIME projects must be Louisiana
residents.

Four TIME projects are being started this year and 10
more are scheduled for start-up next year. All were
moved from the long-range highway priority program.
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The four TIME projects to be started this year are:

1. Relocate U.S. 90, Terrebonne Parish (contract let,
$73 million).

2. U.S. 165, Woodworth to Alexandria, clear land,
utilities ($1 million).

3. Relocate U.S. 90, Terrebonne-Assumption parish
lines ($19.2 million).

4. Westbank Expressway, New Orleans, 1.03 miles
for six-lane high-rise structure ($34 million).

The 10 TIME projects scheduled for letting of con-

tracts next year are:

1. Relocate U.S. 90, Roderick Street, Morgan City
to Bayou Boeuf Bridge ($20 million),

2. U.S8. 171, Anacoco to Horbeck ($10.6 million).

3, Relocate U.S. 90, Amelia to LA 662 juncture
($10 million).

4. U.8. 165, four-lane, Woodworth to LA 488
($14.8 million).

5. US. 165-U.S. 71, Pineville Expressway ($4.6
million).

6. U.S. 167-LA 3061 juncture, Ruston ($5.2 mil-
lion).

7. LA 15, Gilbert to Chase ($9.7 million).

8. U.S. 90 main span, Morgan City-Bayou Boeuf
Bridge ($15 million).

9. LA 3241, new location, I-12 to LA 36, Bogalusa
to Bush ($8 million).

10. LA 3216, Maasfield bypass of U.S. 71 ($1.2

million).

Comment

The constitutional Transportation Trust Fund assures
that state highway user taxes (gasoline/motor fuels and
private auto licenses) are used to construct and maintain
highways, bridges, and related transportation and public
works purposes. The trust fund guarantees continuous
financing (including federal funds which were in jeopar-
dy) to implement priority long-range plans. The Legis-
lature, on its own initiative, cannot undedicate the taxes,
reduce the rates nor convert the gasoline tax from a
volume to value basis. These dedications also mean that
the state general fund is losing considerable revenue--an
estimated $204 million for fiscal 1990-91.

The trust fund is having an impact by increasing
funding for a variety of purposes. Recommended trust
fund expenditures for fiscal 1990-91 show $145.1 mil-
lion in increased spending compared to fiscal 1988-89
which preceded creation of the trust fund. For the two-
year period, the Parish Transportation Fund is to receive
a$32.3 million increase and state police, a $15.3 million
increase, including general fund financing. Operating
costs of DOTD would increase by $38.1 million, but
$25.7 million of the increase is for risk management
insurance payments. Cash for capital outlay shows a



$59.4 million increase, with $43 million of the increase
for highway and road overlay.

The TIME four-cent dedicated tax also is having an
impact by accelerating construction of projects formerly
in the long-range highway priority program.

Itis important that trust fund money be spent prudent-
ly and according to constitutional requirements. There
are questions as to use of tust fund money for some
operating costs of DOTD, such as "risk management”
insurance, not direci/y related to trust fund designated
purposes. Such use reduces the amount of money avail-
able to finance projects, Unfortunately, the alternative
is to finance these indirect DOTD operating costs from
the state general fund which needs additional sources of
revenue or budget cuts to avoid a large deficit.

SB 15, a proposed constitutional amendment, and SB
24 (passed Senate) would prohibit appropriations from
the trust fund to pay tort claims, legal services or other

expenses related to insurance. The bills do not address
other trust fund financing of DOTD operating costs,
such as the state match for group insurance for retired
DOTD employees,

HCR 71 would place more restrictions on use of trust
fund money than the Senate bills. The concurrent resolu-
tion would express legislative intent that no trust money
could be spent to pay for insurance premiums, lawsuit
settlements, "or for other items inconsistent with high-
way and infrastructure comstruction, operations and
maintenance.”

To avoid continuing uncertainty on use of trust fund
money, particularly the various components of DOTD’s
operating costs, the Legislature should detail, by law,
the specific purposes for which trust fund money can
and cannot be used. Also, legislation should clarify
whether the state tax on aviation fuel is dedicated to the
trust fund for aviation projects.

sScenario 1991;
Another Blg Budget Crunch

The big issue of the current session is how to carry
out the constitutional requirement that the Legislature
enact a balanced budget. PAR’s "Legislative Bulletin"
of May 8, 1990 discussed the Governor’s revenue
proposals which again are mainly "quick fixes"--con-
tinnation of "temporary" suspensions of sales tax ex-
emptions and the income tax education credit, as well
as use of $160 million in year-end surplus. The

Governor’s proposed new tax increases would fill in the
remaining money needed to have a balanced budget,
including enhancements, for fiscal 1990-91.

It is important that next year’s state budget be
balanced. It is equally important that the Governor and
Legislature not have to wrestle with the same old
budget-balancing act in 1991, but this seems in-

Parcent Increase:
FY 19071 over I'Y 1560
FY 1992 over I'Y 1891
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evitable-—-even if the Legislature approves all of the
Governor's current tax proposals.

Next year, 1991, will be critical. Not only will the
Governor and Legislature be up forre-election in the fail
of 1991, but the Legislature cannot consider tax in-
creases during the 1991 reguiar session. Hence, it is
important that decisions made during the current session
be evaluated as to their impact on the 1991-92 budget.

Table 7 shows the impact of the Governor’s proposed
tax increases for fiscal 1990-91 and PAR projections for
fiscal 1991-92. State revenues are divided into three
groups: (1) those that show minimal or no growth,
mainly because they rely on volume of consumer con-
sumption; (2) those that relate to Louisiana’s economy
which is expected to continue a moderate growth; and
(3} mineral revenues which are determined by events
outside of Louisiana’s control regarding the price of oil
and gas, and also are subject to continuing decline in
Louisiana’s taxable units of production. As shown in
Table 7, Louisiana’s revenues would show a healthy

10.1% growth in fiscal 1990-91, but this is attributable
to tax increases, not to a tax base that encourages and
reflects economic growth. PAR projecis only a 3.1%
growth in state revenue for fiscal 1991-92, State
revenues would increase by $465 million in fiscal 1990-
91 but by only $158 million in fiscal 1991-92.

Table 8 lists a variety of factors related to expendi-
tures in fiscal 1991-92 that will more than offset the
$158 million revenue growth.

Table § does not include other additional costs that
might result from mandates by the federal courts or
federal law which could cause expenditures for prisons,
welfare reform and Medicaid to continue to rise.

Also, there are no additional enhancements o in-
crease salaries for teachers, higher education faculty and
state employees. If Louisiana wishes to improve its
ranking among states in these categories, it cannot put
such funding on hold after making some progress in
fiscal 1990-91.

Comment

FPAR’s analysis indicates the state will be at least
$183 million short to finance a "continuation” budget in
fiscal 1991-92, with no money for new education and
other enhancements.

Itis equally obvious that Louisiana’s image to poten-
tial investors will contimie to be tarnished by financial
crises and temporary solutions.

PAR has recommended that the state institute per-
manent solutions through fiscal reforms including
revamping the state and local tax structure, and that the
state formulate a three- to five-year operating budget so
it can avoid or prepare for future funding problems.

Constitutional Budget Reforms

Several proposed constitutional amendments for
budget reforms have been introduced.

These include placing the current Revenue Estimat-
ing Conference process (REC) in the constitution, re-
quiring the governor to submit a balanced budget,
prohibiting the Legislature from authorizing expendi-
tures in excess of official forecasts, providing a method
for adjusting appropriations to eliminate projected year-
end deficits, creating a Mineral Trust Fund for excess
mineral windfails, and establishing a limit on state
spending.
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Revenue Estimating
Conference

HBs 139, 148, 173 and $B 8 would place the current
statutory provisions for the REC in the constitution. The
conference would continue to be composed of the
governor or designee, President of the Senate or desig-
nee, Speaker of the House or designee, and a faculty
member of a Louisiana college with revenue forecasting
expertise. The conference would continue to prepare
and publish official revenue estimates for the current
and subsequent fiscal years. Any decisions of the con-



ference would require a unanimous vote. The constitu-
tional amendment would allow the Legislature to
change the membership of the conference with a two-
thirds favorable vote of both houses.

Comment

The consensus forecasting procedure has been effec-
tive since its creation in fiscal 1987-88 and has
eliminated annual controversies over which forecast
should be used. The current procedure is by statutory
provision which could be repealed or changed by a
simple majority vote to make it ineffective. Placement
of the REC in the constitution would ensure continua-
tion of the present revenue estimating procedure,

Balanced Budget

HBs 139, 146, 148, 160 and SB 8 would require that
a balanced state budget be proposed and enacted. HBs
139, 146, 148 and 160 would prohibit appropriations
from the general and dedicated funds from exceeding
the official forecast in effect when appropriations were
made, and also provide a method to determine if the
Legislature enacted a balanced budget. HB 146 further
requires that the Legislature establish official revenue
forecasts during the legislative process of enacting the
budget.

SB 8 would require the governor to submit an annual
budget and related general appropriation bill, not ex-
ceeding the official forecast established by the Revenue
Estimating Conference. This means the governor could
not propose a balanced budget which includes his
proposed tax and other revenue increases. If a governor
has a proposed tax package, he would have to indicate
how he would spend the additional money in a sup-
plemental budget. If a year-end deficit occurs, it would
have to be eliminated by the end of the next fiscal year.

Comment

HB 146 would require the Legislature, by constitu-
tional authority, to establish official revenue estimates.
In the absence of constitutional protection for the REC,
the Legislature could use this authority unilaterally
without inclusion of the governor or anyone else with
expertise. HBs 139, 148 and 160 would require the same
balanced budget provisions while giving the REC con-
stitutional protection.

SB 8 would give priority status to eliminating a
year-end deficit. The first priority on discretionary
general funds for the following fiscal year should be to
pay off the prior year’s deficit before the situation
worsens. The existing constitutional and statutory
provisions are not sufficient to ensure that the state ends
each year with a balanced state budget. Some of the

proposals require the Legislature to establish a proce-
dure to adjust appropriations to eliminate projected
deficits, but none require a year-end balanced budget.

These proposals do not indicate whether the Legisla-
ture or governor would be responsible for making the
appropriation adjustments to achieve a year-end
balanced budget.

Mineral Trust Fund

HBs 164 and 165 and SB 8 would create a Mineral
Trust Fund with all revenues from the severance tax,
royalties, rentals and bonuses in excess of $750 million
placed in the fund. HBs 164 and 165 would permit
appropriation of 2 maximum of one third of the principal
and interest earnings in the trust fund in any fiscal year,
with approval by a two-thirds favorable vote of the
Legislature, under the following conditions: (1) if
revenue forecasts for the next fiscal year are less than
the previous year, up to one half of the difference could
be appropriated, and (2) if a forecast is lowered from the
original one, the difference in the revised downward
estimate could be appropriated.

HBs 164 and 165 would put a $400 miilion cap on
the fund. Revenue in excess of $400 million could be
appropriated: (1) to reduce the unfunded accrued
liability of state retirement systems, or (2) retirement of
state bonded debt in advance of maturity.

SB 8 uses the same $750 million base as HBs 164 and
1635, but would allow the base to be increased every 10
years, limited 10 one half of the increase in the Consumer
Price Index for the past 10 years. However, it would
allow only interest earnings to be appropriated, not
principal, thus letting the principal in the fund accumu-
late. In addition, interest earnings could be appropriated
annually but only to provide for (1) the annual amortiza-
tion of the unfunded accrued liability of the state retire-
ment system, and (2) early retirement of state bonded
debt.

Comment

Past reliance on mineral revenues as a major revenue
sowrce has contributed significantly to the state’s fiscal
problems. A mineral trust fund would help to preserve
excess windfall revenue over the years from a diminish-
ing resource as well as remove wide fluctuations in
financing the operating budget. A mineral trust fund also
would act as an indirect limit on state spending by
limiting the amount of mineral revenues available to
finance the state budget. Finally, by limiting the size of
the fund, the state could have excess revenues to reduce
its debt liabilities.

7



Spending Limit and
Revenue Stabilization Fund

SB 8 would require the Legisiature to determine an
expenditure limit which could be amended oanly by a
two-thirds approved vote of both houses. The Iimit for
fiscal year 1991-92 would be the actual appropriations
for that year. In following years, the limit could not
exceed the limit for the current fiscal year plus an
amount equal {o the average annual percentage change
in Louisiana personal income for the previous three
calendar years.

Additionally, SB 8 wouid create a Revenue Stabiliza-
tion Fund from excess general and dedicated funds
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above the expenditure limit. Revenue from the fund
could be appropriated only under the following condi-
tions: (1) if forecasts for the next fiscal year are lower
than the previous year, one half of the difference could
be included in the forecast of available revenue for the
next fiscal year, not to exceed one third of the fund, or
(2) if a deficit for a current year is projected due to a
downward revision of a forecast, one third of the fund
could be appropriated, not to exceed the deficit.

Comment

A spending limit places an artificial limit on the
Legislature without regard to need. In addition, other
proposals (e. g., a Mineral Trust Fund) would help limit
state spending by placing excess mineral revenue in a
trust fund when windfalls occur.
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PAR Lcﬁery Recommendations

R PAR takes no posmon on the creatzon of a Iotrery but r ecommends the fol!ow:ng zf a Iottery is zmplemented

-_s The staté's porrwn of the lottery ] pr -aceeds, plus interest ear nirgs, should be placed i m a lottery trust ﬁmd
'@ The proceeds should be appr oprtated fromithe collections during the calender year.

e T, fie Legislature should deétermine use of the proceeds annually rather, thcm dedicate th em'to speczﬁ ¢ purpases
e Prrzes should be subject to'the State fricome tax to oﬁset the loss of . sales-tax revenue. The fir st $5 000 should
be exempr With] pr izes. above $3, 000" bemg cons:de: éd. normal per sonal_'mcome subject to taxation. : :

PAR est:mates the srafe could recewe between $46 mrll Ion and $65 ullzon in Iotrerjy pr aceeds in thefrst year _'

Followzng PARI § recommendanons, FY 1 992 ~93 would be the 'ear_hesr that lattery revene would be ava:lable':
for appropriation.This includes a six-morith start-up period. and:the first calendar year accrmilation of revenue..
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