Department of Planning and Budget
2001 Fiscal Impact Statement

1. Bill Number SB1382
House of Origin X Introduced  [] Substitute [] Engrossed
Second House [ ] In Committee [] Substitute [] Enrolled

2. Patron Barry
3. Committee Finance

4. Title Virginialnvestment Act of 2000.

5. Summary/Purpose:
Limits the rate of growth of state expendituresto the total of annua percentage changesin population

and cogt of living, but in no event greater than the three-year average of change in per capita
persond income. Revenuesin excess of the capped expenditure amount shal be deposited into the
Virginialnvestment Account, which is established. Money in the Account shal be appropriated only
for capitd transportation projects, public school construction, higher education capita projects,
research and devel opment projects relaing to economic development, and reducing bonded
indebtedness, and to address emergencies. The amount of annua deposits to the Account is capped
at five percent of the excess of revenues over expenditures, including deposits to the Revenue
Stabilization Fund and Water Qudity Improvement Fund, in afiscd year. The excess revenue over
the amount required to be deposited in the Account is to be refunded pro rata on annua income tax
returns. The limit on the rate of genera fund growth may be exceeded if the Governor declaresan
emergency.

The bill aso prohibits the imposition upon locdities of any part of the tota cost of new programs or
SEVices, or increases in existing services, unless a specific appropriation is made to the political
subdivigon for that purpose. It provides that the proportion of ate revenues paid to dl politica

subdivisons of the Commonwesdlth shall not be reduced below that proportion in effect on July 1,
1999.

6. Fiscd Impact Edtimates are:
6a. Expenditure Impact:

Fiscal Year Dollars Positions Fund
2000-01

2001-02 $360,280 9 GF
2002-03 $1,390,710 9 GF

7. Budget amendment necessary: Yes.
Items 279 and 280, Department of Taxation
[tem 287, Department of the Treasury

8. Fscd implications



If enacted, this bill would apply to the 2002 Budget Bill introduced in January 2002 for the 2002-04
biennium. However, the Virginia Investment Account would be created effective July 1, 2001, with
thefirst deposit to be madein FY 2002.
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Thehill limits the growth in spending in the Governor's proposed budget, but no smilar limitation is
provided for the enacted Appropriation Act. It isunclear asto how exactly that limitation will be
cdculated. For example, the limit does not apply to certain types of expenditures but the excluded
types named in the bill do not follow the standard state classification for expenditures. A casein
point is student tuition and fees. It isnot clear whether student tuition and feesis to be included
under "user fees' in the bill or not.

Another issueisthe timeliness of data The bill requires persond income as reported by the U.S.
Department of Commerce and population as reported by the U.S. Bureau of the Census. The cited
sources report on ahistorica basis, and the information may lag for a significant period of time. The
sources do not make projections for the future, thusit is problematic as to how such historica data
would be used in budget devel opment.

There are many itemsin the budget that have no relationship to ether populetion or inflation. Among
them are medicaid, car tax relief, HB 599 payments, debt service payments, and deposits to the
Revenue Stabilization Fund. Changesin these items are more related to policy adjustments such as
changes in the federal budget and revenue collections. The percentage limitations specified in the bill
thus would have to be applied, on a disproportionate basis, to other items or programs which vary
according to population or inflation.

The bill would reduce the unreserved balance of genera fund revenues available for appropriation.
Any excess of revenues over expenditures subject to the five percent cap in the bill would be
transferred to the Virginia Investment Account. Any amount above the cap would be rebated to
taxpayers.

The hill would reduce generd fund interest Snce it would move balances from the generd fund to the
Virginia Investment Account.

The bill prohibits a reduction in the proportion of "state revenue’ distributed to localities below the
leve in effect on July 1, 1999.

Adminigrative Expenses

Department of the Treasury: The Department would incur additiona operating expenses
associated with processing the refund payments. The issuance of refund checks would be processed
separately from regular tax refunds. Thiswould require the Department of the Treasury to issue an
estimated three million additiona checks each year. Cogts were determined based on the following
assumptions and calculations:

ltem Check Volume Per Item Cost Item Cost
Postage 3,000,000 $0.29000  $870,000




Check Stock 3,000,000 .06547 196,410

Printer Maintenance Cost 3,000,000 .00410 12,300
Personnel Cost 3,000,000 .01000 30,000
TOTAL COST $0.35957  $1,078,710
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Department of Taxation: The Depatment of Taxation would incur adminidtrative cods to
implement a process to rebate excess revenues to taxpayers in anticipation that such rebates would
be issued. To accurately track and verify that the proper amount of excess revenue to be rebated to
Virginiaindividuad income taxpayers, the Department of Taxation anticipates that nine additiond full-
time employees would be needed to answer telephone calls, process the returns, correct errors,
caculate excess refunds, and assgt in computation and verification of the proration of income tax
revenue among taxpayers.

While this bill does have costs associated with systems devel opment, these cannot be ascertained at
thistime. The codt for implementing asingle piece of legidation cannot be caculated precisdy due
to economies of scde. The actud cost to implement all legidation enacted during a given session will
more than likely be less than the sum of the codis attributed to individud bills. Further, the ability to
accurately predict costsis complicated because the department is replacing its current database
system. Asaresult, legidative changes may need to be made to both the current and the future
systemn, depending on the effective date. Therefore, the department is not providing specific systems
cogsfor thishill, but will calculate the totd for dl tax bills once they have been acted upon favorably
in both houses and prior to the conference committee report. Other administrative costs associated
with this bill are estimated to be $360,280 in Fisca Y ear 2002 and $282,000 in Fisca Y ear 2003
and theresfter.

9. Specific agency or politica subdivisons affected:
Department of the Treasury, Department of Taxation, Department of Planning and Budget, Auditor
of Public Accounts.

10. Technicd amendment necessary:
Theterm "revenues' as used on Page 1, line 52, of the hill should be defined. Expenditures as
defined in the bill could include nongenerd fund amounts, such as the Commonwedth Transportation
Fund and various specid funds.

Page 2, line 72, after "(ii)", drike" "

11. Other comments: The bill prohibits the Governor from introducing a budget bill which increases sae
expenditures above the limit specified in § 2..1-191.6, Code of Virginia. However, it does not
prohibit the Generd Assembly from doing so in its actions on the budget bill. The prohibition in the
bill isdso in conflict with § 2.1-398 of the Code which states "the Governor shal submit . . . a
budget, based on his own conclusions and judgment. . . ."



The effect of the bill would be to remove unappropriated genera fund balances as a source of funds
for appropriaion by transferring such balancesto the Virginia Investment Account, with any
balances in excess of the required transfer rebated to taxpayers.

If the bill were enacted into law, it could be overridden by afuture Generd Assembly in the
Appropriation Act, pursuant to 8 4-11.00 of that act.
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