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1 A bill for an act 

2 relating to finance; requiring reports and 
3 recommendations to bring the state budget into 
4 compliance with generally accepted governmental 
5 accounting principles; requiring disclosure of the 
6 impact of inflation on state expenditures; amending 
7 Minriesota Statutes 2004, sections 16A.055, subdivision 
8 .. l; 16A.103, .subdivis~ons la, lb; 16A.ll, subdivision 2. 

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA: 

10 Section 1. Minnesota Statutes 2004, section 16A.055, 

11 subdivision 1, is amended to read: 

12 Subdivision 1. [LIST.] fil The commissioner shall: 

_3 

14 

~·15 

16 

(1) 

treasury 

( 2) 

( 3) 

receive and record all money paid into the state 

and safely keep it until lawfully paid out; 

manage the state's financial affairs; 

keep the state's general account books according 

17 generally accepted government accounting principles; 

to 

18 (4) keep expenditure and revenue accounts according to 

19 generally accepted government accounting principles; 

20 (5) develop, provide instructions for, prescribe, and 

21 manage a state. uniform accounting system; 

22 (6) provide to the state the expertise to ensure that all 

23 state funds are accounted for under generally accepted 

24 governmerit accounting principles; and 

5 (7) coordinate the development of, and maintain standards 

26 for,_ internal auditing in state agencies and, ~n cooperation 

27 with the commissioner of administration, rep~rt to· the 
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1 legislature and the governor by January 31 of odd-numbered 

2 years, on progress made. 

(b) As part of the comprehensive annual financial report,' 

4 the commissioner shall list .any laws that require the state's 

5 general fund budget not to be reported in accordance with 

6. generally accepted government accounting principles. 

7 Sec. 2. Minnesota Statutes 2004, section 16A.103, 

·8 subdivision la, is amended to read: 

9 Subd. la. [FORECAST PARAMETERS.] The forecast must assume 

10 the continuation of current laws and reasonable estimates of 

11 projected growth in the national and state economies and 

12 affected populations. Revenue must be estimated for all sources 

1 '3 provided for in current law. Expenditures must be estimated for 

14 all obl imposed law and those projected to occur as a 
.I 

result of~inflation,and variables outside the control of the 

16 legislature. Expend±tttre-est±mates-mttst-not-±ncxttde-an 

17 axxowance-£or-±n£xae±on. 

18 Sec. 3. Minnesota· Statutes 2004, section 16A.103, 

19 subdivision lb, is amended to read: 

20 Subd. lb • .[FORECAST VARIABLE.] In determining the rate of 
· do.C1~,.h~, 

the application ofAinflation, the amount of state 

22 bonding as it affects debt service, the calculation of 

23 investment income, and the other variables to be included in the 

__..4 expenditure part of the forecast, the commissioner must consult 

25 witb the chaiis and lead minority members of the senate State 

26 So~ernmene Finance Committee and the house Ways and Means 

27 Committee, and legislative fiscal staff. This consultation must 

28 occur at least three weeks before the forecast is to be 

29 released. No later than two weeks prior to the release of the 

30 forecast, the commissioner must inform the chairs and lead 

31 minority members of the senate State Government Finance 

32 Committee and the house Ways and Means Committee, and 

33 l~gislative fiscal staff of any changes ·in these variables from 

34 the previous forecast. 

35 Sec. 4. Minnesota.Statutes 2004, section 16A.ll, 

36 subdivision 2, ~s amended to read: 

Section 4 · 2 
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1 Subd. 2. [PART ONE: MESSAGE.] Part one of the budget, the 

2 governor's message, shall include the governor's recommendations 

3 on the financial.policy of the state for the coming biennium, 

4 describing the important features of the budget plan, embracing 

5 a general.budget summary setting forth the aggregate figures of 

6 the budget so as to show the balanced relation betweeri the total 

7 proposed expenditures and the total anticipated income,· with the 

8 basis and factors on which the estimates are made, the amount to 

9 be borrowed, and other means of financing the budget for the 

10 coming biennium, compared with the corresponding figures for at 

11 least the last two completed fiscal years and the curtent year~ 

12 Th.e budget plan must include recommendations on how to br:ing .the 
I 

1 bu'dget into compliance with generally accepted governmental 

l~ accounting principies. The budget plan shall be supported by 

15 explanatory schedules or statements, classifying its 

16 expenditures py agencies and funds, a·nd the income by agencies, 

i7 sources, fund~, and the proposed amount of new borrowing, as 

18 well as proposed new tax· or revenue sources. The budget plan 

19 shall be submitted for all special and dedicated funds, as well 

20 as the gener~l fund, and shall include the estimated amounts of 

21 f~deral aids, for whatever purpose provided, together with 

_2 estimated expenditures from them. 

23 Sec. 5. [EFFECTIVE DATE.] 

24 This act is effective the day following final enactment. 
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S.F. No. 2 - Inflation in State Budgets 

Author: Senator Richard J. Cohen 

Prepared by: Peter S. Wattson, Senate Counsel (651/296-3812)c~L/.1 
Date: January 6, 2005 

S.F. No. 2 restores inflation to state budget expenditure forecasts, which had 
been required until inflation was taken out of forecasts by Laws 2002, ch. 220, art. 13, 
§ § 1-2. It also requires the Commissioner of Finance to identify laws that require the 
state's general fund budget not to be reported in accordance with generally accepted 
governmental accounting principles and requires the Governor to recommend how to 
bring the budget into compliance with generally accepted governmental accounting 
principles. 

Section 1 requires the Commissioner of Finance to identify, as part of the 
state's comprehensive annual financial report, laws that require the state's general fund 
budget not to be reported in accordance with generally accepted governmental 
accounting principles. 

Section 2 requires that each forecast of general fund expenditures include the 
effects of inflation. 

Section 3 includes inflation among the forecast variables on which the 
Commissioner of Finance must consult with legislative leaders before issuing a new 
forecast of state revenues and expenditures. It also updates a reference to the Senate 
Finance Committee. 

Section 4 requires the Governor to recommend, as part of the biennial budget 
message, how to bring the budget into compliance with generally accepted 
governmental accounting principles. 

PSW:ph 
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Senator .•••. moves to amend S.F. No. 2 as follows: 

Page 2, line 31, strike "State Government" 

1 



, 

• 
• 
• • 

Note 20 - Budgetary Basis vs GAAP 

Actual revenues, transfers-in, expenditures, encumbrances, and transfers-out on the budgetary basis do 
not equal those on the GAAP basis in the Governmental Funds Statement of Revenues, Expenditures 
and Changes in Fund Balances for the General Fund. This inequality results primarily from the 
differences in the recognition of accruals, reimbursements, deferred revenue, intrafund and loan 
transactions, and from the budgetary basis of accounting for encumbrances. On the budgetary basis, 
encumbrances are recognized as expenditures in the year encumbered. The modified accrual basis of 
accounting recognizes expenditures when the goods or services are received, regardless of the year 
funds are encumbered. A reconciliation of the fund balances under the two bases of accounting for the 
General Fund is provided in the following table. 

Reconciliation of GAAP Basis Fund Balance 
to Budgetary Fund Balance 

As of June 30, 2004 
(In Thousands) 

General Fund 

GAAP Basis Fund Balance: 

Less:· Reserved Fund Balance 

Undesignated Fund Balance 

Basis of Accounting Differences: 

Revenue Accruals/Adjustments: 

Taxes Receivable 

Tax Refunds Payable 

Human Services Receivable 

Deferred Revenue 

Other Receivables 

Investments at Market· 

Expenditure Accruals/Adjustments: 

Medi.cal Assistance 

Human Services Grants Payable 

Education Aids 

Police and Fire Aid 

Permanent School Fund Reimbursement 

Other Payables 

Fund Structure Differences: 

Terminally Fonded Pension Plans 

Designated for Appropriation Carryover 
and Budgetary Reserve · 

Budgetary Basis: 

Undesignated Fund Balance 

105 

$ 

$ 

$ 

$ 

(327,959) 

120,506 

(448,465) 

(376, 153) 

532,704 

(33,228) 

(7,709) 

(18;304) 

(1,183) 

284,060 

44,302 

1,224,718 

73,269 

(6,568) 

13,394 

8,286 

(597,599) 

691,524 



.. -STATE OF MINNESOTA -"" GOVERNMENTAL FUNDS 
BALANCE SHEET 

~ JUNE 30, 2004 
(IN THOUSANDS) fl' 

NON MAJOR 
GENERAL FEDERAL FUNDS TOTAL 

ASSETS 
Cash and Cash Equivalents ................. ~ ............................... $ 1,465,328 $ 168 $ 2, 199,443 $ 3,664,939 
Investments .......................................................................... 46,830 905,503 952,333 

"' Accounts Receivable ............................................................ 1,521,821 227,143 330,378 2,079,342 
lnterfund Receivables ........................................................... 193,655 4,516 137,725 335,896 

~ Due from Component Units .................................................. 122,347 122,347 
Accrued Investment/Interest Income ................................... 6,742 8,713 15.455 fl' Federal Aid Receivable ........................................................ 610,566 87,530 698,096 
Inventories ............................................................................ 49 15,202 15,251 fl' Loans and Notes Receivable ............................................... 51,997 117 276,123 328,237 
Advances to Other Funds ................. : ................................... 4,700 4,700 fl' Securities Lending Collateral. .............................................. 333,364 292,916 626,280 
Investment in Land .................................................... 15,441 15,441 fl' 

Total Assets ..................................................................... $ 3,624,437 $ 842,559 $ 4,391,321 $ 8,858,317 
~ 

LIABILITIES AND FUND BALANCES fl' Liabilities: 
Accounts Payable ............................................................. $ 2,334, 115 $ 657,643 $ 428,241 $ 3,419,999 _. 
lnterfund Payables ........................................................... 36,204 142,523 143,106 321,833 
Due to Component Units .................................................. 101,083 2,591 38,324 141,998 fl' Deferred Revenue ............................................................ 1,147,630 32,709 172,213 1,352,552 
Securities Lending Collateral.. ......................................... 333,364 292,916 626,280 ~ 

Total Liabilities ............................................................. $ 3,952,396 $ 835,466 $ 1,074,800 $ 5,862,662 
~ 

Fund Balances: f' Reserved Fund Balances: 
Reserved for Encumbrances ....................................... $ 65,242 $ $ 259,365 $ 324,607 ~ Reserved for Local Governments .......................... 441,027 441,027 
Reserved for Trust Principal.. ............. , ................. 918,428 918,428 f' Other Reserved Fund Balances .................................. 55,264 7,093 917,293 979,650 

Total Reserved Fund Balances ......................... $ 120,506 $ 7,093 $ 2,536,113 $ 2,663,712 fl 
Unreserved Fund Balances: " Designated for: 

f' Special Revenue Funds ......................................... $ $ $ 580,118 $ 580,118 

Undesignated, reported in: ~ General Fund ................................................ (448,465) (448,465) 
Capital Project Funds ...................................... (62,340) (62,340) fJ 
Special Revenue Funds .................................. 262,630 262,630 

Total Unreserved Fund Balance .................... $ (448,465) $ $ 780,408 $ 331,943 "' Total Fund Balances ....................................... $ (327,959) $ 7,093 $ 3,316,521 $ 2,995,655 -Total Liabilities and Fund Balances ........... $ 3,624,437 $ 842,559 $ 4,391,321 $ 8,858,317 fl 
The notes-area-n infegrarpa-rt 6fthefinaheial statements: fl 

fa 
QI -
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