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VEMBERS PRESENT

Representati ve M ke Hawker, Chair
Represent ati ve Anna Faircl ough, Vice Chair
Represent ati ve Bob Roses

Representative Paul Seaton

Represent ati ve Peggy W1 son
Representati ve Max G uenberg

VMEMBERS ABSENT

Representati ve Sharon Ci ssha

COW TTEE CALENDAR

PRESENTATI ON BY THE OFFI CE OF MANAGEMENT & BUDGET
PREVI QUS COMM TTEE ACTI ON

No previous action to record.

W TNESS REQ STER

JOHN BOUCHER, Seni or Economni st

O fice of Managenent & Budget (QOVB)

Ofice of the Governor

Juneau, Al aska

PCSI TI ON STATEMENT: Presented an overview of state revenue and
budget projections.

DAVI D TEAL, Legislative Fiscal Analyst

Legi sl ative Finance Division

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Expl ai ned certain revenue terns.

ACTI ON NARRATI VE

CHAIR M KE HAWKER cal | ed the House Special Conmttee on Ways and
Means to order at 3:42:08 PM Present at the call to order were
Representati ves Hawker, Seaton, Fairclough, Roses, G uenberg,
and W son.
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3:43: 08 PM

PRESENTATI ON BY THE OFFI CE OF MANAGEMENT & BUDGET

CHAI R HAWKER announced that the only order of business would be
a presentation by a representative fromthe Ofice of Managenent
& Budget (QVB)

CHAI R HAWKER rem nded the commttee that a prior presentation by
the Legislative Finance Division showed a potential budget gap

in the very foreseeable future of in excess of $1 billion. He
opined that a proactive approach to the fiscal gap is better
than a reactive one. Chair Hawker asked the OVB to present

possi bl e budget and revenue scenarios which cover at |east the
next eight years.

3:49: 50 PM

[ The commttee spent a few nonents being introduced to visiting
youth in the audi ence.]

3:57:40 PM

JOHN BOUCHER, Senior Economist, Ofice of Mnagenent & Budget
(owB), Ofice of the CGovernor, referred to a chart titled, "FY
08 Revenue by Source and Category” which was part of a
Power Poi nt presentation provided to the commttee. This chart
shows that of the nearly $11 billion in state revenue projected
for fiscal year 2008 (FY 08), 64 percent, or $7 billion, is in
restricted sources, which include: $3 billion of federal funds;
$2.9 billion in investnent revenue (nostly permanent fund
inconme, and $1.1 billion in other restricted funds. The | argest
amount of this "other" category is about $448 nmillion in royalty
oil incone, he said. Unrestricted revenues make up about 36
percent, or $3.9 billion, of the state's projected FY 08 budget.

REPRESENTATI VE SEATON noted that sonme permanent fund revenues,
such as those in the earnings reserve account, are not
restricted funds but are available to spend w thout statutory or
constitutional restriction.

MR. BOUCHER agreed that although spending the permanent fund
earnings referred to by Representative Seaton is not statutorily
restricted, nost would agree the State behaves as if there are
spending restrictions placed on those earnings. He agreed with
an observation by Representative WIson that the principal of
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the permanent fund is protected, but the earnings and the
interest are not, although sone of the earnings are used for
inflation-proofing the fund's principal.

MR. BOUCHER testified that when individuals state that 86
percent of the state's revenue cones from oil production, it is
inmportant to know that they are expressing the projected
unrestricted oil revenue for that fiscal year as a percentage of
unrestricted revenue - not revenue as a whole. When you
consider state revenue as a whole, oil accounts for sonmewhere
near 48 percent of all state revenue; this anmount decreases to
35 percent if projected federal revenues are included, he said.

MR. BOUCHER agreed wth Chair Hawker's <clarification that
federal revenues include noney that can only be spent on certain
prograns, such as Medi cai d.

4:04: 24 PM
DAVID TEAL, Legislative Fiscal Analyst, Legislative Finance

Division, Alaska State Legislature, referred to the chart
titled, "FY 08 Revenue by Source and Category" to clarify a

prior point. He noted it mght be easier to understand the
issue of restricted versus unrestricted funds by categorizing
the unrestricted portion as "unrestricted general fund." The

key is that federal revenue is not part of the general fund

because it has restrictions on its use. Federal funds are not
general funds, he rem nded the commttee. Simlarly, investnent
revenue is nostly permanent fund earnings, and the permanent
fund is not part of the general fund. It is not that there is a
restriction on using permanent fund earnings, said M. Teal, it
sinply that these funds do not neet the definition of
unrestricted general funds.

MR. BOUCHER referred to the chart titled, "General Fund Revenue
versus Appropriations" and stated that the predictions on this
chart assune the price of oil wll be around $45 to $50 per
barrel through 2013, and then wll stay between $40-45 per
barrel through 2015. The FY 08 proposed budget is based on a
projected oil price of $51.25 per barrel. Production for FY 08
is forecast to average 782,000 barrels a day, and stay wthin
about 5 percent of that number until 2015, when production is
predicted to fall off to about 737,000 barrels a day, he said.
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4:08: 05 PM

REPRESENTATI VE GRUENBERG asked whether the oil producti on
projections include consideration of the effects of possible
pi peline downtime, accidents, or deterioration of oil production
facilities.

MR. BOUCHER stated that he believes the Departnent of Revenue

(DOR) has mnmde allowances in its fall 2006 "Revenue Sources
Book" to account for any effects increased oil production
facility nmaintenance requirenents wll have on future oi

production and transportation.

MR. BOUCHER pointed out that the chart titled, "ANS Production
Forecast by Category to FY 17" illustrates wuncertainty for
projects that are not actually under developnment at this tine.
The certainty that a new oil developnent wll cone into
producti on goes down for projects that are still being eval uated
by the producer, he rem nded the comm ttee.

MR. BOUCHER then referred to a pie chart titled, "Conponents of
"Qther' Revenue FY 08," which details the conponents of the
revenues shown on the chart titled, "FY 08 Revenue by Source and

Category." This pie chart shows that corporate incone taxes are
predicted to account for alnmost three-fourths of the state's
unrestricted general fund, or $345 mllion, in FY 08.

4:12: 33 PM

CHAI R HAWKER asked which of these conponents of "other"™ incone
could be increased to help nmake up for Iless future oi
production revenue.

MR. BOUCHER replied that sonme of these areas could increase
increnentally, but it would be difficult to get $1 billion nore
in state revenue fromany of these other categories.

4:14: 58 PM

MR. BOUCHER explained the chart titled, "The Revenue 'Qully
Bet ween Today and a Gasline,"” shows a possible revenue scenario
that he prepared using data fromthe DOR s "Interim Fi ndings and
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Determ nation" dated 11/16/2006 and its fall 2006 "Revenue
Sources Book." This scenario, which goes until FY 20, predicts
the effect of a gas pipeline on state revenues using the assuned
price for gas of $5.50 per mllion British Thermal Unit (BTU)
delivered to the Chicago nmarket. If one assunes revenue from a
gas pipeline is at least 10 years out, this predication shows a
"revenue gully"” between today and the conpletion of a gas
pi peline, he explained. This gully is potentially nmanageable
with draws from the Constitutional Budget Reserve Fund (CBR), if
the state is able to maintain a flat state spending scenario
until the gas pipeline begins. However, if the gas pipeline
comes on line later, or if spending is higher than planned,
there may be a gap between revenue and spending, warned M.
Boucher. This gap could be paid with draws from the CBR, he
said, remnding the commttee that sone projections predict the
CBR can | ast until 2020, while other projections predict the CBR
Wi ll run out of noney earlier than that.

4:19:20 PM

CHAI R HAWKER noted that in view of other revenue projections, it
may be difficult to keep state spending flat.

MR. BOUCHER agreed with Representative Seaton's observation that
the Legislative Finance Division's scenario assunmes a higher
operating budget than is assumed by OWVB. This difference in
spendi ng projections explains the different budget |ines shown
on the chart titled, "Two Spending Scenarios - Wth Assuned Gas
Revenue. "

4:20: 55 PM

REPRESENTATI VE W LSON observed that the reality of flat funding
nmeans that certain cost increases are not being net, which
results in actual cuts to services.

MR. BOUCHER agreed that holding to flat spending in the future

woul d nmean a significant change in state spending patterns. He
went on to say that projected permanent fund incone is shown on
the chart titled, "Permanent Fund Statutory Net |ncone versus
CGeneral Fund Petrol eum Revenue 1976-2017." The incone from the
permanent fund may soneday exceed revenue from petrol eum revenue
sour ces. If gromh from the permanent fund proceeds as
predi cted, permanent fund earnings wll give the state sone
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spending options that other states are envious of, said M.
Boucher. He remnded the committee that the |egislature has
pl ayed a large part in funding our various savings accounts.

MR. BOUCHER stated that this admnistration is taking steps to
exam ne state spending, a difficult but potentially valuable
t ask.

4:27:31 PM

REPRESENTATI VE SEATON asked whether the <chart titled "Two
Spending Scenarios - Wth Assuned Gas Revenue,"” includes
per manent fund appropriations and expenditures.

MR. BOUCHER responded that it does not.

ADJ QURNVENT

There being no further business before the commttee, the House
Special Commttee on Ways and Means adjourned at 4:29:54 PM
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