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Budge,ng	Principles:	Lessons	from	CA,	NJ,	VA	



Evalua,ng	3	State	Budgets,	2013-2015	
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Volcker	Alliance’s	Agenda	for	Budget	Reform	

•  Complete	budget	info,	including	how	balance	was	achieved	
and	whether	one-Dme	revenue	sources	were	used,	should	be	
easier	to	find	and	interpret.	

•  Short-term	revenue	forecasts	should	be	transparent	and	
supportable	by	historic	growth	trends.	Past	projecDons	
should	assessed	for	accuracy	to	help	improve	forecasDng.	

•  Recurring	costs	should	be	paid	with	recurring	revenues.	
•  Proceeds	of	borrowing	should	not	be	used	to	cover	operaDng	

expenses.	
•  States	should	move	away	from	cash	budgeDng	and	toward	

modified	accrual	to	show	the	true	present	value	of	future	
obligaDons.	

•  States	should	build	rainy	day	funds,	adjust	them	for	revenue	
volaDlity,	and	replenish	them	aLer	they	are	tapped.		
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Cost-ShiLing	Consequences	

•  The	cost	of	shiQing	costs	to	future	generaIons:	
Ø Pension/OPEB	underfunding	
Ø Infrastructure	gaps	
Ø EducaDon	needs	leL	unmet	
Ø The	need	for	improved,	independent	revenue	forecasDng	
Ø Growing	revenue	volaDlity	
Ø Inadequate	rainy	day	fund	policies	

•  The	cost	of	inacIon:	
Ø Widened	credit	spreads/lack	of	market	access	
Ø Service	insolvency		
Ø Financial	insolvency	(Puerto	Rico,	Harrisburg)	
Ø Chapter	9	bankruptcy	(Detroit,	JeffCo,	California	ciDes)	
Ø Social	and	market	unrest?	
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Truth	&	Integrity	Next	Steps	(1)	

•  Expand	scruDny	to	all	50	U.S.	states	
•  Refine/expand	screening	criteria	
•  Join	with	5-10	universiDes	to	collect	and	analyze	

data	under	supervision	of	the	Volcker	Alliance.	
Good	budgeDng	=	good	teaching	tool	

•  Create	and	publish	recurring	Report	Card	on	state	
budgets	

•  Use	Report	Cards	and	data	to	enlist	advocates	for	
budget	reform	in	statehouses	

•  Create	open	database	of	budget	findings/apps	for	
research/simulaDon	
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Truth	&	Integrity	Next	Steps	(2)	

•  Refinement/expansion	of	screening:	
ü  Long-term	structural	general	fund	gaps	
ü  Inclusion	of	tax	abatements/credit	costs	in	budget	
ü  Uniform	measure	of	infrastructure/educaDon	gaps	
ü Modify	pension	funding	screen	to	reflect	GASB	
ü  Improved	scruDny	of	fund	transfers	
ü  Improved	evaluaDon	of	budgetary	reserve		
ü  Use	of/commitment	to	use	GAAP	for	budgeDng	
ü  Year-to-year	comparability	
ü  CreaDon	of	digital	database	&	dashboard	
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Relevance	for	Alabama	
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Alabama	Echoes	Common	Refrain	
Across	US	as	Budget	Season	Begins	
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Chaganooga	Times,	2/2/16	



Alabama’s	First	Budget:	the	Deficit	of	1819		

Revenues=$22,111	

Expenditures=$32,331	

Source:	Alabama	Dept.	of	Finance,	ExecuDve	Budget	Office	



Alabama	Budget	Environment:		
Economic	Headwinds:		

Philadelphia Fed Coincident 
Indexes -- AL and US 
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Source:	Federal	Reserve	Bank	of	Philadelphia,	via	Bloomberg	



12 Months Ending 09/30/2004 09/30/2005 09/30/2006 09/30/2007 09/30/2008 09/30/2009 09/30/2010 09/30/2011 09/30/2012 09/30/2013 09/30/2014 

Pension Net Periodic Cost                       

Pension Expense (Income) 52.2 68.7 97.0 646.9 876.7 930.4 191.2 183.2 147.3 — — 

                        

Other Postretirement Cost                       

Other Postretirement Benefits Expense (Income) — — — — 311.0 214.4 196.6 199.8 285.2 538.6 449.5 

Interest Cost — — — — — -10.3 -14.3 -19.4 41.9 34.6 42.3 

                        

Pension Funded Status                       

Fair Value of Plan Assets 26,670.0 23,878.7 28,439.7 29,369.3 30,687.0 30,740.8 30,763.1 30,118.3 29,122.2 28,136.9 29,419.6 

Projected Benefit Obligation 28,767.1 26,643.8 33,962.0 35,704.3 38,657.8 40,957.1 41,634.6 42,942.1 43,536.7 42,516.8 44,616.6 

Over(Under) Funded Pension -2,097.2 -2,765.1 -5,522.3 -6,334.9 -7,970.8 -10,216.3 -10,871.5 -12,823.8 -14,414.6 -14,380.0 -15,197.1 

                        

Employer Contribution 492.5 552.4 687.5 1,540.0 1,676.2 1,623.4 1,601.8 1,560.8 1,359.3 1,406.0 1,567.5 

Benefits Paid — — — — — — — -2,483.0 — -2,817.9 -2,975.9 

Accumulated Benefit Obligation 0.0 0.0 — 0.0 0.0 0.0 — — — — — 

Pension Funding Ratio 92.71 89.62 83.74 82.26 79.38 75.06 73.89 70.14 66.89 66.18 65.94 

                        

Other Postretirement Funded Status                       

Fair Value of Plan Assets — — — 400.8 579.8 632.0 767.5 847.9 886.7 1,056.9 1,217.6 

Projected Benefit Obligation — — — 16,069.3 16,209.2 16,227.8 16,078.0 15,747.2 12,451.2 12,173.1 12,459.8 

Over(Under) Funded Post Ret Benefits — — — -15,668.5 -15,629.4 -15,595.8 -15,310.5 -14,899.4 -11,564.6 -11,116.2 -11,242.1 

Alabama	Budget	Environment:	
Unfunded	Pension	&	OPEB	Liabili,es	

Source:	Bloomberg	



Lessons	for	Alabama:	
Budget	Elements	for	the	Future?	

1.  Introductory	explanaDon	
2.  Departmental	explanaDons	
3.  Infrastructure	deferred	cost	
4.  Pension/OPEB	discussion	
(See	California	examples:	
hKp://www.ebudget.ca.gov/2016-17/
BudgetSummary/BSS/BSS.html)	
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AL	2016-17	Budget:	First	Word	is	a	Table	

Source:	Alabama	Dept.	of	Finance,	ExecuDve	Budget	Office	
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CA	2016-17	Budget:	First	Word	Is	a	Narra,ve	

Source:	California	Dept.	of	Finance	



Download	the	
working	paper	at	
hKp://Inyurl.com/
zngr79h	
	

Budget	Transparency	Principles		
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10	Best	Prac,ces	for	Budget	Transparency	
•  Issue	for	all	states:	Inadequate	pracIces	vs.	
inadequate	disclosure		

•  Principles	for	BeKer	Disclosure:	
Ø Clearly	present	one-Dme	revenues/impact	on	budgets	
Ø Provide	mulDyear	projecDons	for	revenues/expenditures	
Ø Disclose	impact	of	delayed	spending,	esp.	pensions/OPEB	
Ø Determine/disclose	deferred	infrastructure	maintenance	
Ø Provide	tax-expenditure	informaDon	
Ø Show	current/historical/trend	info	for	debt	
Ø Disclose	impact	of	state	fiscal	acDon	on	localiDes	
Ø Show	actual	educaDon	funding	vs.	any	benchmarks/goals	
Ø Improve	disclosure	of	tax	revenue	volaDlity	
Ø Include	targets	for	financial	goals,	such	as	reserves	

And	now,	for	some	examples…	
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AL	Wish	List:	More	Forecas,ng	Disclosure	
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Source:	Alabama	Dept.	of	Finance,	ExecuDve	Budget	Office	
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Valuable	Alabama	Disclosure:	Debt	Costs	

Principal	&	Interest,		
2014-42=$5.9	billion	
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Source:	Alabama	Dept.	of	Finance,	ExecuDve	Budget	Office	

 



The	Truth	and	Integrity	Team	

•  The	Volcker	Alliance	Founded	in	2013	by	Paul	A.	Volcker	former	
Federal	Reserve	Board	Chairman	and	co-chairman	with	Richard	
Ravitch	of	the	State	Budget	Crisis	Task	Force.	Project	Director:	
William	Glasgall,	former	Bloomberg	News	Managing	Editor	for	
States	and	MunicipaliDes.	Project	Manager:	Melissa	AusDn.		

•  Municipal	Market	Analy,cs	Inc.	Independent	research	firm	based	
in	Concord,	Massachusegs,	and	successor	to	Municipal	Market	
Advisors,	founded	in	1995.	www.mma-research.com.	

•  Katherine	Barred	&	Richard	Greene	WriDng	consultants	for	the	
report.	Columnists	and	correspondents	for	Governing	Magazine,	
consultants	to	Pew	Charitable	Trusts,	senior	advisers	to	Fels	
InsDtute	at	U.	of	Pennsylvania.		
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Contact	Us!	

William	Glasgall	
Director,	State	&	Local	Programs	
wglasgall@volckeralliance.org	

Twiger	@WGlasgall	
Phone	646-343-0152	
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