HOUSE OF REPRESENTATIVES STAFF FINAL BILL ANALYSIS

BILL #: HB 5011 PCB APC 22-06 Inflation Fund
SPONSOR(S): Appropriations Committee, Trumbull
TIED BILLS: IDEN./SIM. BILLS:
FINAL HOUSE FLOOR ACTION: 82Y’s 26 N’s GOVERNOR’S ACTION: Vetoed

SUMMARY ANALYSIS

HB 5011 passed the House on March 14, 2022, as amended by the conference committee, and subsequently
passedthe Senate on March 14, 2022.

Article 1ll, s. 19(f) of the State Constitution governs the creation of trust funds and provides that no trust fund of
the state or other public body may be created without a three-fifths vote of the membership of each house of
the Legislature in a separate bill for that purpose only.

Inflation is, essentially, an increase in prices and a corresponding fall in the purchasing value of money. The
United States is currently experiencing a period of heightened inflation. Historically, periods of high inflation are
often related to specific economic factors. From December 2020 to December 2021, consumer prices for all
items rose 7.0 percent, the largest December to December percent change since 1981.

This bill creates the Inflation Fund in the Executive Office of the Governor. The bill provides that
unprecedented inflation driven by federal economic policies necessitates the need for a reserve to ensure
there are sufficient funds available to allow for budget amendments when inflation-driven costs exceed
appropriations in the General Appropriations Act.

The effective date of this bill was July 1, 2022; however, this bill was vetoed by the Governor on June 2, 2022.

This document does notreflecttheintentor official position of the bill sponsor or House of Representatives .
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I. SUBSTANTIVE INFORMATION
A. EFFECT OF CHANGES:
Background

Trust Funds
A trust fund may be created by law only by the Legislature and only if passed by a three-fifths vote of
the membership of each house in a separate bill for that purpose only.* Except for trust funds being re-
created by the Legislature, each trust fund must be created by statutory language that specifies at least
the following:

e The name of the trust fund.

e The agency or branch of state government responsible for administering the trust fund.

e The requirements or purposes that the trust fund is established to meet.

e The sources of moneys to be credited to the trust fund or specific sources of receipts to be

deposited in the trust fund.?

Pursuant to art. lll, s. 19(f)(2) of the Florida Constitution, state trust funds must terminate not more than
four years after the effective date of the act authorizing the initial creation of the trust fund. However,
the Legislature may set a shorter period for which any trust fund is authorized.

Review of Trust Funds

Prior to the regular session of the Legislature immediately preceding the date on which any executive
or judicial branch trust fund is scheduled to be terminated, the agency responsible for the
administration of the trust fund and the Governor, for executive branch trust funds, or the Chief Justice,
for judicial branch trust funds, must recommend to the Legislature whether a trust fund should be
terminated or re-created.® Each recommendation must be based on a review of the purpose and use of
the trust fund and a determination of whether the trust fund will continue to be necessary. A
recommendation to re-create the trust fund may include suggested modifications to the purpose,
sources of receipts, and allowable expenditures for the trust fund.*

If the trust fund is terminated, all cash balances and income of the trust fund are deposited into the
General Revenue Fund.® The agency or Chief Justice pays the outstanding debts of the trust fund, and
the Chief Financial Officer closes out and removes the trust fund from the state financial systems.®

Inflation

Inflation is, essentially, an increase in prices and a corresponding fall in the purchasing value of money.
The United States is currently experiencing a period of heightened inflation. Historically, periods of high
inflation are often related to specific economic factors.” Economists point to a variety of factors when
inflation rises, but often cite the following as factors that cause inflation — increased money supply,
increased consumer spending leading to product scarcity, and supply chain issues, including gasoline
costs due to limited oil production.® The economic boost that came from the federal stimulus may have
helped avoid a recession, but it also contributed to the increase in inflation being seen today.®

L Article 111, s. 19(f)(a) of the Florida Constitution.

2 Section 215.3207, F.S.

3 Section 215.3206(1), F.S.

41d.

5 Section 215.3206(2), F.S.

61d.

7 “Inflation has Arrived. Here’s What You Need to Know,” New York Times, January 10, 2022, available at
https://www.nytimes.convarticle/inflation-definition.html (last visited January 30, 2022).

8 1d.

9 “How full is the U.S. recovery? Inflation’s impact obscures the answer,” New York Times, January 27, 2022, available at
https://www.nytimes.com/2022/01/ 27/business/economy/gdp-report-inflation.html (last visited January 30, 2022); “U.S. Inflation Hit
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From December 2020 to December 2021, consumer prices for all items rose 7.0 percent, the largest
December to December percent change since 1981.%° The chart below shows the year over year
changes for the last forty years:

FRED -~ — Consumer Price Index for All Urban Consumers: All items In U.S. City Average
9
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Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Labor Statistics myf.red/g/LrNR

Prices for meats, poultry, fish, and eggs rose 12.5 percent during 2021, almost triple the 4.6 percent
rise in 2020. Energy prices jumped 29.3 percent, medical care prices rose 2.2 percent, and shelter
prices were up 4.1 percent in 2021 after rising 1.8 percent in 2020.%!

Florida has a consensus estimating conference process that produces economic, demographic,
resource-demand and revenue forecasts specifically designed to assistin the planning and budgeting
process.!? There are a total of ten consensus estimating conferences, including the Economic
Estimating Conference.® The Economic Estimating Conference last met on December 10, 2021, to
update the national economic forecast which includes a forecast of the Consumer Price Index (CPI).
The CPl is a measure of the average change in prices over time in a fixed market basket of goods and
services. At that meeting, the conference made a significant upward revision to its CPI forecast from
3.46% to 5.38% for FY 2021-22.14

Budget Amendments

The General Appropriations Act (GAA) and any other act containing appropriations is considered the
original approved operating budget for operational and fixed capital expenditures.*®> To allow for some
flexibility, Florida law specifies a process to allow for budget amendments to occur after the GAA

7% in December, Fastest Pace Since 1982” Wall Street Journal, January 12, 2022, available at https://www.wsj.convarticles/us-
inflation-consumer-price-index-dece mber-2021-11641940760? mod=series_inflation (last visited January 30, 2022).

10 “Consumer prices popped again in December, casting a shadow over the economy,” New York Times, January 12, 2022, available
at https://www.nytimes.com/2022/01/12/business/economy/cpi-inflation-december-2021.html (last visited January 30, 2022).

11 12-month percentage change, Consumer Price Index, selected categories, U.S. Bureau of Labor Statistics, available at
https://www.bls.gov/charts/consumer-price-index/consumer-price-index-by-category.htm# (last visited January 30, 2022).

12 Sections 216.133, 216.134, 216.135 and 216.136, F.S.

13 Section 216.136(1), F.S.

14 See National Economic Estimating Conference Long-Run Tables, December 10, 2021, at:
http://edr.state.fl.us/Content/conferences/useconomic/LongRunTables.pdf Note that the forecastincludes a number of different
indices related to prices in addition to CPI, all of which had significant upward revisions for FY 2021-22. See pp. 11-12.

15 Section 216.181(1), F.S.
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becomes law. Amendments to the original operating budget can be made upon request through the
Executive Office of the Governor, or through the Chief Justice of the Florida Supreme Court for
amendments from the judicial branch, and the Legislative Budget Commission (LBC).¢

Amendments to an agency’s operating budget must comply with certain guidelines in order to be
approved.r” Generally, budget amendments must be consistent with legislative policy and intent. If an
amendment involves a trust fund, there must be adequate and appropriate revenues available in the
trust fund and the amendment must be consistent with the laws authorizing such trust fund and the
laws relating to the use of the trust fund. A budget amendment must include a written description of the
purpose of the proposed change, an indication of why interim budget action is necessary, and the
intended recipient of any funds for contracted services.!®

Budget amendments are prohibited which:*°
e Restore items vetoed by the Governor;
¢ Initiate or commence a new program or a fixed capital outlay project or eliminate an existing
program;
e Restore budget reductions which were taken after a deficit was determined to have occurred
and actions were taken to reduce approved operating budgets;
¢ Provide funding or increase funding for any issue which was requested by an agency in their
budget request which were not funded by the Legislature or that were funded at a lower level
than requested,;
Provide a net increase in General Revenue Fund appropriations;
Transfer budget between state agencies without specific statutory authorization to do so;
Provide general salary increases which the Legislature has not authorized in the GAA;
Would allow the use of fixed capital outlay appropriations for any other purpose; or
Conflict with any provision of law.

All amendments to original approved operating budgets, regardless of funding source, are subject to
the notice and objection procedures in s. 216.177, F.S.?° Generally, Florida law requires the Executive
Office of the Governor or the Chief Justice of the Florida Supreme Court to provide notice of a
proposed budget amendment to the chair and vice chair of the LBC in writing, at least 14 days prior to
the budget action, unless a shorter period is approved in writing by the chair and vice chair or a
different period is specified in law.?!

Effect of the Bill

The bill creates the Inflation Fund within the Executive Office of the Governor. The bill recognizes that
federal economic policies have resulted in unprecedented inflation. As such, the bill provides that
Florida must take action to ensure there is a sufficient source of funds to provide flexibility for budget
amendments necessary to offset inflation spikes. Budget amendments which are in excess of $1 million
will require approval by the LBC pursuant to section 216.181(11)(b), F.S.

The bill specifies that the Inflation Fund must be terminated on July 1, 2026, unless terminated sooner.
Before its scheduled termination, the bill requires the trust fund to be reviewed.

Il. FISCAL ANALYSIS & ECONOMIC IMPACT STATEMENT

A. FISCAL IMPACT ON STATE GOVERNMENT:

16 Sections 216.181 and 216.292, F.S.

17 See s. 216.181, F.S.

18 Section 216.181(2), F.S.

19 Sections 216.181(2), 216.221(11), and 216.292(1), F.S.
20 Section 216.181(3), F.S.

21 Section 216.177(2)(a), F.S.
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1. Revenues:
None.
2. Expenditures:

Creation and administration of a new trust fund will have insignificant administrative costs on the
Executive Office of the Governor that can be absorbed within existing resources.

B. FISCAL IMPACT ON LOCAL GOVERNMENTS:
1. Revenues:
None.
2. Expenditures:
None.
C. DIRECT ECONOMIC IMPACT ON PRIVATE SECTOR:
None.
D. FISCAL COMMENTS:

None.
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