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As part of the biennial budget for fiscal years 2018-19, the Connecticut General
Assembly passed two fiscal accountability measures, known as the spending cap and
the volatility cap.! These measures include changes to multiple sections of the
Connecticut General Statutes, which are discussed in this policy brief.

History of the Spending Cap

In the 1991 biennial budget, the General Assembly adopted the state personal income
tax in Connecticut. This budget also included a statutory spending cap, intended to be
a check on the new revenue stream.?In 1992, Connecticut voters approved a
constitutional amendment to further codify these spending constraints on the General
Assembly.3 The constitutional spending cap bars the legislature from increasing general
budget expenditures in an amount that exceeds the increase in personal income
revenue or inflation, whichever is greater, unless the governor declares a state of
emergency and three-fifths of each house of the General Assembly approves the
additional expenditure. The constitutional amendment also required the General
Assembly to define three primary terms: “increase in personal income,” “increase in
inflation,” and "general budget expenditures.” However, between FYs 1993 and 2017,
these terms remained undefined, resulting in budgets having different interpretations of
the spending cap.*

Since 1993, the General Assembly’s Office of Legislative Research has identified at least
74 bills proposed by legislators that would have defined the above terms. However,
none of these bills passed both chambers of the General Assembly with the required
three-fifths majority, and therefore, the terms remained undefined.> In the 2015
December Special Session, the General Assembly created a 24-member Spending Cap
Commission, which was charged with creating spending cap definitions.¢ However, in
January 2017, the Commission suspended its work and reported it could not come o
an agreement on a set of recommendations for defining the necessary terms.” Instead,
the Commission submitted “separate statements” from various groups of legislators
named to the Commission.8 Therefore, the spending cap definitions included in the
biennial budget for FYs 2018-19 (Conn. Acts 17-2 (June Special Session)), passed by a
three-fifths majority of the General Assembly, are the first definitions to be set in statute
by the General Assembly since the constitutional cap was approved by voters more 25
years ago.?

Spending Cap Definitions Contained in Conn. Acts 17-2 (June Special Session)

Increase in personal income. Conn. Acts 17-2 (June Special Session) defines an
increase in personal income as the compound annual growth rate of personal income
in the state over the preceding five calendar years, using data reported by the U.S.
Bureau of Economic Analysis.!0



Increase in inflation. Conn. Acts 17-2 (June Special Session) defines an increase in
inflation as the increase in the Consumer Price Index for all urban consumers, all items,
less food and energy, during the preceding calendar year (CPI-U), using data reported
by the U.S. Bureau of Labor and Statistics.!!

General budget expenditures. Conn. Acts 17-2 (June Special Session) defines general
budget expenditures as expenditures from appropriated funds authorized by a public
or special act of the General Assembly. The adopted definition exempts from the
spending cap the following expenditure types:

e Expenditures for payment of the principal and interest on bonds;

e Notes or other types of indebtedness; and

e Transfers of surplus revenue to the budget reserve fund.

Special exemptions from the spending cap are made in the following circumstances:

e Expenditures for federal mandates or court orders are exempt in the first year the
expenditures are authorized but are included in subsequent years.

e Expenditures for federal programs in which Connecticut currently participates,
for which the state receives federal matching funds, are included under the cap.
However, expenditures for future programs where the state may receive federal
matching funds are exempt for the first year the expenditure is approved.

e For FYs 2018-2022, expenditures to pay the Actuarially Determined Employer
Contribution (ADEC) of any retirement system managed by the Connecticut
State Employees Retirement Commission, current or future, are exempted from
the spending cap. Beginning in FY 2023, these payments are included in general
budget expenditures.

e For FYs 2018-2026, expenditures to pay the ADEC for the Teachers’ Retirement
System are also exempt from the cap. However, in 2027, these payments are
included in general budget expenditures.A

Base year adjustment. Conn. Acts 17-2 (June Special Session) authorizes a base year
adjustment to be made in the following circumstances:

e If any expenditure funded in the previous fiscal year by an appropriation is
funded in the current year by state bonding, a revenue intercept,? or other non-
appropriated state funding source, as long as the purpose of the expenditure is
essentially the same in each year.

Altis important to note ADEC payments for the Teachers’ Retirement System are currently projected to
increase nearly $4 billion between FYs 2027-2032. Based on Conn. Acts 17-2 (June Special Session), these
increased payments will be under the spending cap and could restrict the General Assembly’s ability to
use General Fund expenditures for other purposes.

Aubry, J., & Munnell, A.H. (2015). Final Report on Connecticut's State Employees Retirement System and
Teachers' Retirement System. Chestnut Hill, MA: Center for Refirement Research at Boston College.
Retrieved from http://crr.bc.edu/wp-content/uploads/2015/11/Final-Report-on-CT-SERS-andTRS_November-
2015.pdf.

B A revenue intercept is an accounting maneuver that exempts funds from falling under the consfitutional
spending cap by redirecting them to outside of the state budget.

Phaneuf, K.M. (2015, April 28). Panel will consider plan to boost CT income faxes on the wealthy. The
Connecticut Mirror. Retrieved from https://ctmirror.org/2015/04/28/panel-will-consider-plan-to-boost-ct-
income-taxes-on-the-wealthy/.
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e If any expenditure funded in the previous fiscal year by state bonding, revenue
intercept, or other non-appropriated state funding source, is funded in the
current fiscal year by an appropriation, as long as the purpose of the
expenditure is essentially the same in both years.!2

Statutory Spending Cap. Section 705 of Conn. Acts 17-2 (June Special Session) includes
a new, additional statutory spending cap, which limits the General Assembly from
increasing appropriations beyond a certain percentage of consensus revenue
estimates, and contains the following provisions:

e Onorafter July 1, 2019, the General Assembly is barred from authorizing General
Fund or Special Transportation Fund appropriations for any fiscal year that, in the
aggregate, exceeds a certain percentage of the consensus revenue
projections. This cap begins at 99.5 percent of projected revenues in FY 2020 and
decreases 0.25 percent each year until it reaches 98 percent in FY 2026, where it
will remain for each fiscal year thereafter. The General Assembly may only
exceed this cap in the following cases:©

o If the governor declares an emergency or the existence of extraordinary
circumstances, AND

o Afleast three-fifths of each chamber of the General Assembly votes to
exceed the cap, AND

o The appropriation is only for the fiscal year in progress, OR

o Each house of the General Assembly approves exceeding the cap for the
purposes of an adjusted appropriation and revenue plan.'3

Volatility Cap

Conn. Acts 17-2 (June Special Session) also included language that limits the General
Assembly's ability to spend specific income tax revenue that exceeds a certain
threshold, and diverts these funds into the state’s Budget Reserve Fund, also known as
the “Rainy Day Fund.” This language has been referred to as the “volatility cap.”' In
addition, Conn. Acts 18-81 and 18-178, passed during the 2018 legislative session, made
small adjustments to the volatility cap, which are detailed below.

e Conn. Acts 17-2 § 704 (June Special Session) required:

o Allrevenue in excess of $3.15 billion in estimated and final personal
income tax revenue, in each fiscal year, to be transferred by the state
treasurer to the Budget Reserve Fund.!s

o This requirement was adjusted by Conn. Acts 18-81 § 20, which
implements an annual adjustment to the flat-dollar cap, using the
compound annual growth rate over the preceding five calendar years.'¢

e Conn. Acts 18-49 § 7 includes revenues gained through the new pass-through
entity tax to also be included in the calculation of the volafility cap.!”

€ During the 2018 legislative session, the Connecticut General Assembly reduced the time in which the
spending cap cannot be changed by five years. Currently, the spending cap restrictions are in place until
FY 2023.

Conn. Acts 18-81 § 21.
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Conn. Acts 17-2 § 704 (June Special Session) also requires that:

O

After accounts for the General Fund have been closed for each fiscal
year, and when the comptroller has determined a surplus, the state
treasurer is to fransfer this surplus to the Budget Reserve Fund.
Whenever the Budget Reserve Fund equals 15 percent of the net General
Fund appropriations for the current fiscal year, the state tfreasurer is
empowered to apply any additional surplus to either the unfunded
liabilities of the State Employees Retirement Fund and/or the Teachers'
Retirement Fund, in addition to the ADEC, but the surplus applied may not
exceed five percent of the unfunded liabilities of either system.
If, after fransfers to the State Employees Retirement Fund and/or Teachers’
Retirement Fund, there is an additional surplus, the state treasurer is
empowered to apply these funds in the following ways:
= Toward any existing indebtedness of the State;
= For the purchase of outstanding indebtedness of the State in the
open market;
» To place the funds in an escrow account to be used solely for
scheduled payments on state indebtedness;
= For making additional payments toward the unfunded liabilities of
either the State Employees Retirement Fund and/or Teachers’
Retirement Fund; or
= Pending these uses, funds may be invested in U.S. Treasury securities
or other U.S. government obligations.'®

Conn. Acts 18-81 § 22 diverted $16.1 million of the revenues fransferred to the
Budget Reserve Fund to the retired teachers’ health insurance premium
account.!?

Conn. Acts 17-2 § 704 (June Special Session) states:

O

When the amount in the Budget Reserve Fund equals five percent or
more of the net General Fund appropriations for the current fiscal year,
the General Assembly may fransfer funds in excess of the five percent
threshold from the Budget Reserve Fund for the purpose of paying down
the unfunded liability of the State Employees Retirement Fund and/or
Teachers’ Retirement Fund.

In any fiscal year where the compfroller has determined a deficit
applicable to the immediately preceding fiscal year, funds in the Budget
Reserve Fund will be credited to this deficit.

The General Assembly may transfer funds from the Budget Reserve Fund
to the General Fund if any consensus revenue estimates project a decline
in General Fund revenue of one percent or more in the current biennium
from the appropriation in the previous biennial budget.

The General Assembly may transfer funds from the Budget Reserve Fund
to the General Fund if the April 30t consensus revenue estimates project a
decline in General Fund revenue of one percent or more in either or both
years of the following biennium. This transfer must be applied to the fiscal
year in which the deficit is projected.?

Conn. Acts 18-81 § 20 allows the General Assembly fo amend the $3.15 billion
threshold by a vote of at least three fifths of the members of each chamber, in
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the case of changes to state or federal tax law, or significant adjustments to
economic growth or tax collections.?’
e Conn. Acts 17-2 § 707 (June Special Session) requires that:

o Consensus revenue estimates be supplied to the Finance, Revenue and
Bonding Committee of the General Assembly;

o Consensus revenue estimates include an itemized estimate of withholding
payments and estimated and final payments of the state personal
income tax; and

o Consensus revenue estimates include a line item designated as the
volatility adjustment, which reflects the amount of the estimated transfer
to the Budget Reserve Fund, under the volatility cap provisions discussed
above.?

Discussion of the Voldatility Cap

The November 2018 consensus revenue estimates from Connecticut's Office of Policy
and Management (OPM) and the Office of Fiscal Analysis (OFA) project a surplus of
$648 million — over the volatility cap — in personal income tax, estimates and finals, for
FY 2019.28 Total revenue estimates were calculated less this $648 million, which is shown
as a fransfer to the Budget Reserve Fund, or as the “volatility adjustment.”24The volatility
cap, as defined in the statutes above, requires the state treasurer to fransfer personal
income tax revenues from estimated and final payments, and pass-through entity tax
revenues, over the adjusted $3.15 billion to the Budget Reserve Fund. Notably, the
estimates and finals line item includes capital gains, interest, and dividend income, 25
which means the wording of this subsection could restrict the General Assembly’s ability
to apply any revenue to the General Fund that might result from any future tax
increases on these income types.

Additionally, the statutory language does not specify a date at which the transfer to
the Budget Reserve Fund must be made.?é Prior to the revisions contained in Conn. Acts
17-2 (June Special Session), all fransfers to the Budget Reserve Fund were made after
the comptroller had closed all accounts for the fiscal year, and had certified if there
was a surplus. However, the new wording is unclear as to the schedule at which the
specified personal income estimates and finals revenue must be transferred to the
Budget Reserve Fund. Per subsection (b) of Section 704 of Conn. Acts 17-2 (June
Special Session), if the comptroller certifies a deficit for a given fiscal year, after the
accounts for the fiscal year have closed, the funds in the Budget Reserve Fund will be
applied to the final deficit.?8 This means the General Assembly could choose not to
undertake deficit mitigation strategies in the current fiscal year, close the year in deficit,
wait for the comptroller’s certification, and then allow the state freasurer to make the
required transfer from the Budget Reserve Fund to the General Fund to cover the
deficit. As aresult, the structure of this provision may weaken the impact of the personal
income component of the volatility cap.

Additionally, subsection (d) of Section 704 of Conn. Acts 17-2 (June Special Session)
contains language allowing the General Assembly to apply funds in the Budget Reserve
Fund to the current fiscal year's deficit if any consensus revenue estimates project a
one percent decline in total revenue, below the consensus revenue estimates on which
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the current biennial budget was based.? Ostensibly, this could mean, depending on
the schedule of transfers to the Budget Reserve Fund of personal income revenue, the
General Assembly, based on a different metric, could access these funds to apply
them to current fiscal year deficits, which may also reduce the impact of the personal
income component of the volatility cap.
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