


STATE OF ALASKA BILLVERSION: HB 384

1590 LEGISLATIVE SESSION PUBLISHDATE:
FISCAL NOTE
REQUEST:
Revision Dale: Agency Affected: O ffice of the Governor

Title: An Act relating to an approp BRU:
limit; and providing for an ....

Sponsor: __P hil lips..find.Collins Components
Requestor:

EXPENDITURES/REVENUES: (Thousands of Doallars)
OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96
PERSONAL SERVICES 0 0 0 0 0
TR*.'TL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0

CAPITAL 0 0 0 0 0

REVENUE - M n 0 n

FUNDING: (Thousands of Dollars)

GENERAL FUND 0 0 n 0 i

FEDERAL FUNDS

OTHER

TOTAL 0 0 0 L0 Q
POSITIONS:

FULL-TIME 0 0 0 0 0
PART-TIME 0 0 0 6 0
TEMPORARY 0 0 0 0 0

ANALYSIS : (Attach aseparate page if necessary)

Preparedby: -Aj- "n M filgeeTTSkector Phone* 465-3568
Division: Division of Budget Review Date: 2/20/90
Approved by Commissioner: Date:

Agency:

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agcncy(ics) page ot



HOUSE COMMITTEE REPORT

(7)
Date Referred: February 16, 1990 FURTHER REFERRALS:
(State A ffairs waived) FINANCE

Date of Committee Action:

The JUDICIARY Committee considered: HB 384
HOUSE BILL NO. 384 HB 384 APPROPRIATION LIMIT
"An Act relating to an appropriation Ilim it; and providing for an

effective date."

RECOMMENDATIONS: [ 1 the same title
be replaced with [ ] a new title

have attached amendment(s)
do pass
do not pass
no recommendation

individual recommendations

additional referral to the Committee
ADOPTS: letter of intent
ATTACHES NEW FISCAL NOTE(s): APPROVES PREVIOUS:
(Dept) (Date/Dept)
[ 1] fiscal impact [ ] fiscal note(s)
[ ] zero fiscal note [ ] zero fiscal note(s)
[ ] zero with analysis”® [ ] zero fn/analysis
Jl
SIGNING DO PASS: SIGNING:

(Check approp. column)

Chairman's signature



February 23, 1990 Adoragtv.Siwra'wi A\h

Chamber of Commerce

Members of the Alaska State House

Dear Representative:

Enclosed is testimony presented on behalf of the Anchorage Chamber
of Commerce at the House Judiciary Committee’s public hearing
teleconference held on February 23, 1990.

We hope you give thought to our remarks as you prepare to vote on
this very criitical issue.

Sincerely,
THE ANCHORAGE CHAMBER OF COMMERCE

iVzMvzr-

Horace C. Hunt, Jr.
President

HCH/Jas

Enclosure

4.W-1 Sim-1. Suite JIMI. \iulioniue. Uu".kn W501-2.V.5  «mw7» 272-2401  FAX (907) 272*4117
Founded I'M5



Anchorage StaioftlueXarlli
Chamber of Commerce
Testimony

Anchorage Chamber of Commerce
Legislative Affairs Committee
Slate Spending Reduction Subcommittee

Before

House Judiciary Committee
Public Hearing Teleconference
February 23, 1990

on

State Spending Reduction Legislation

I am D.J. Moon, Chair of the Anchorage Chamber of Commerce
State Spending Reduction Subcommittee of the Legislative Affairs
Committee. I am accompanied by Chamber Board member Doug
Stark. The Anchorage Chamber represents more than 1200

businesses with an employee base of more than 38,000.

The message | carry today is a simple one and is spelled out in
Anchorage Chamber Resolution 89-11, "...Be it resolved, that the
Anchorage Chamber of Commerce urges the State Legislature to
decrease the operating budget 8% or more each year for the next five

years, including, if necessary, popular entitlement programs.”

What we are asking you to do however, is not as easily done as
passing a resolution. We recognize that each of you in the
Legislature will receive intense pressure from all fronts to cut or

preserve certain portions of the existing State budget.

-1-
437 K Street, Suite 300, Anchorage, Alaska 99501-2365  (907) 272-2401  FAX (907) 272-4117
Founded 1915



Wc empathize with the difficulty of the decisions you will face
because we in the business community must make similar tough

decisions daily if our businesses are to thrive.

There are organizations which have devoted substantial effort
to analysis of the existing budget and have specificrecommendations
for areas of savings for you toreview as you deliberate. We urge

you to recognize the concern for Alaska's future shown in their

efforts.

The Board and membership of the Chamber will be thanking
you personally and publicly for your positive efforts to rein in
spending. You willhave ourresounding support as you do <«; even

though we know we will notlike all of the decisions you .vill be

making.

| offer you the services of the Chamber in providing what
assistance we can to help your constituents understand the gravity of
the problem we all face and the difficulty of your task in solving

theproblem.

We will be copying my remarks to all of your colleagues and
we look forward to working with each of you. Thank you for the

opportunity to share our views with you and to offer our support.



Cold Weather Contractors, Inc.

4797 Business Park Blvd., Building I, Suite 4
Anchorage. Alaska 99503-7143
(907)561-1289 Fax 561-6104

February 20, 1990

Representative Randy Phillips
Alaska State Legislature

P.O. BaxV (V5 3100)

Juneau, Alaska 99811

Dear Rep. Phillips,

I am truly delighted with HB 384. This single piece of legislation, if
enacted, could do nore to positively effect tre future of Alaska then
anything the legislature hes dore since the initiation of the Permarent
Fund.

This bill would send a strong positive message to the people of Alaska,
the business interests currently in Alaska and those anticipating
locating in Alaska. The message to Alaska's population is that we are
serious about managing our future, not becoming a victim of it. To
business we would proclaim thet we are rov willing to provide an
erviroment for business expansion and development, unlike the tax ad
bum message sent by last years' legislative strategy.

As this bill indicates, controlled spending will result in stable
taxation. Alog this line | have never seen a case where nore taxation
hes resulted in an increase of any desired activity.

Keep wp the good work Randy, you certainly have my support

Sincerely,

Randall D, Konalke
V.P. Corporate Development

cc: Rep. Virginia Collins
Rep. Loren Leren
Rep. Jim Zanecki

RDKAw
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an Iex police o\{ficearI ¥VKave many/

o ftimes-sat'in on indictments and have testl-C
Never have 1. witnessed! next 'five

fied before jurors.
such flagrant disregard for proper judicial
behavior, A

The district attorney himself, Mr.
Dwayne McConnell, who seldom tries cases
any longer, wants a conviction so badly he

w ill try this case himself, instead pfleaving L.

it up to assistant D .A.'S....

Rt t~ — Walt Kodiak
* ' A

Halt runaway spending

Rep. Randy Phillips (letter, Feb. 7) out-
lined his proposal to reduce state spending
by $150 million over each of the next five
fiscal years resulting in a sustainable state
budget of about $1.65 billion. His proposal is
contained in HB 384.!" < >

Efforts by Rep. Phillips, and other solons

to achieve a sensible state-spending level are '
importantly, ,

to be commended, and more
supported, t * o

L
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I' .;The Anchorage Chamber of Commerce, in"'-

its Resolution 89-11, has called for, ”..the
state

budget 8 percent or more each year for the
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legislature to decrease the operating /.
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years, including’, "if
popular entitlement programs.”

| support the chamber’s position, and
legislative efforts to that end, and am
copying this letter to my representatives in
Juneau to inform them of my views,

| urge all chamber members, and other
citizens, to express their concern about state
spending and to encourage actions to bring
expenditures to a more realistic level.

— D.J. Moon

necessaryk

Salesman was greatest *mm

How can Sam Dennis (letter, Feb. 1)
possibly complain about the new $400,000
fiber-optic, state-of-the-art-changeable-dis-
play sign on the north end of Anchorage. He
saw it work.

We are often headed toward Girdwood in'
adverse weather conditions and ours never
says anything, not even "Have a nice day."

We think they should sell advertising and
have a format like the sign at the Sears
parking lot. At least*it Is entertaining,
Perhaps enough revenue could be generated

Sffh AT VAR

Students!discoyer Anchorage n

h.'e-the' acid

m * . Vv -o ° o

r Might ruin Earth
iiV I'm concerned about the environment and
j.I think something should be done. We
should stop the problem before it begins to
®et to° kig **ke N.A. I°west level of
acidic rain was pH 5.6 the highest pH was
4.9. Our rain is not as acidic as the Lower
48. People think they won’t hurt the envi-

r ronment, but electric companies who bum
/Tt coal should take more precautions. If we
don’'t do anything we-will-ruin the Earth.
David Fairbanks

d- * Sand'Lake Elementary

~Walk to save energy ; ftx.:*

My partner, Melodie Jackson, and | built
_ rain collector and tested how much acid is
fin the rain that is falling in Anchorage. We
;found out that there is a high acidity level
in Anchorage, and it needs to be shopped. We,
found out thaf*most.DeoDle eet too lazv™ and

..... auc -higher
iJJ.*

by killing the plants and animals. It even
/ ™~ does damage to the walls of buildings and

v,i fhefaces (rfUhe sculptures. We neat,to stop
vir- W iFr-
- ‘ [ ] -— - 17

addity level can n be badforthe'-environmeiifcA-car'- pools,

rain problJem before this

Develop public transportation

We have been taking acid rain samples
with 12 other schools throughout the U.S.
and the U.S.S.R. Among others the worst
causes of acid rain are automobiles,
airplanes and factories. Our average pH is
5.2 which is slightly acidic. Quite a few
people do not know about the acid rail
problem. | suggest the city start cuttini
down on factories that produce acids. Anc
start on a public transportation system lik«
trains and subways. Start more carpools sc
that there are, less cars on the roads.

i — steven Stick
Campbell Elementary

Reduce electricity use

. As a student, | am concerned about our
community and the rest of the country*.
These .levels of pH are toxic .to plants,
animals '‘and eveh wus. If wd do not do
something about-'‘pollution -and acid rain
soon -the.government will shut down
factories and many people will lose jobs.
Thé people of this city can help bring down

'macid rainproblems to aminimum byusing
'bicycles, and other ways of
cutting down electricity.
Xy - — Elizabeth Lininger

)J/ Campbell Elementary
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LETTERS TO THE EDITOR
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e n trashes 7
Dill oQA
House BiU .384"
cTo theEditor: -\ - - frr

Double talking Sam Cotten is

at it again. The man who claimsv-~rcst ofthe state apprised ofcom -vfor therberieflt-ofr'E’
reduced governmentTm ittee hearings on this bill. ~ A'should change the Aame:

he's for

spending has.trashed a bill tharojS~Brinda Miller

. would do just that. Rep. Randy

1 new appearance with new:  Phillips” House-Bill

No. 384
'would reduce S150 million from
state spending every year through
1995 and then freeze it at the
1995 rate every year thereafter.
It would also require a post-audit
to make sure it was spent on
what it was meant to be spent on>
and not shuffled around in thev

- Pork barrels. NT !
RcP* Ph,IlIPssh®uldb(; hadcd
b7 evcry°ne in the state, but,

what does our house majonty
leader Cotten do with this bill?-

He assigns it to no less than 3 dif-
ferent house committees. Why
don’t you just take it out in.the
yard and bury it, Sam? Or bet-
ter yet, just flush it down the
toilet like you have done with the
thousands of opinions you have
heard on reducing state spend-
ing. @ v o0 W

N-Would you.rather-Vkeep on.. SamTgave'tfist one committe

* wasting -'state  money,’; thrown>ireferral each) to two other bOI
away on just about anything the J& hat.allow jraorc spending Ilifl

Miegislature or governor Can”state government spends todaj
dream up? If so, plan to allow ,*Nipw those two'bills should s ju .
the bureaucracy to consume the -right outftE& mmittee with bo*
ﬁewanentFund, and hituswith.~'probleinsjy£™~:NJ{N' MM

?E£~Hopefully, Rep. PhiUipsican”~stand” it’sijustV a4mlUer"ofA
keep those in'his district and thc-~"~mantiS~"Herc’shoW ILfcorks/™

“

the?
*Mhendo'd i @4 8 e\ Tl to~ANon
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Cneap

.To the Editor:

- In Alaskan politics talk is
cheap. How many times have we
heard legislators tell us, “ 1 want
to cut the budget but.
District

Phillips has _ .
tion to cut the budget, last year The Association 6f;Alasi
Senator Halford was thrown out~Schoo! Boards wholeheartedl)!

of the Senate majority for not:£ supports the concept of the pri

; voting” for‘increased.spending ££ posed Education Fund wMcbwBI]
and Sam Cotten, welT™he.talks jp'provide a dependable-t

about cutting the sbudget/$' funding for Alaska"

Remember last yearwhen Sam ~schools in the future.*”

told us the budget was ciri when JAjW ~ecognize that the issue

im feaait it wiees matt —Wabtestiily tithat.~ bee fit-doedbatteedl in num crousTiN
the current supplemental budget arenas, and the concerns for the>
is over $60 million and still grow- “"Permanent Fund monies, and
ing due to things like underfund-~.future inflation proofing have :
ing lasi gear’s budget and paying v/~merit.. However, in our view the \Y

Education )

-1

| hope everyone will call in or ‘former Governor Sheffield's ~benefits of eStabliShing a stable

write in support of Rep. Phillips'
bill. It is the single greatest bill
that’s been introduced in a long,
long timd/And it will tend a
message to Juneau and the fork-
tongued Sam Cotten, that we
really do want state spending
reduced.
Joe Kuzma

HB 384 would

reduce budget

To the Fditor:

After reading Rep. Phillips let-
ter to the editor in the Star on
January 10th, | feel compelled to
write. . ®

| couldn’t agree more with
what Rep, Phillips said about
declining revenues and what his
bill, HB 384 will do. I'm sure
that $150 million reduction a
year for the each of the next 5
years sounds drastic to some. But
stop and consider that we have
added to the budget by close to
IOOVi since the first year of.

mmA ®»m «N 1

impeachment trial legal fees. We -
have certainly told Sara enough
times we want the budget cut and
organizations across the state
who have studied state spending
and given legislators plans for
reducing state spending have told
him how. As Speaker of the

base of) funding for the future
education of the children of the
State of Alaska by far outweighs
the criticism that the Education
fund has been receiving to date..
As a matter of public policy, we ’
have an. obligation to provide
Alaska’s children with the best

possible education. v sv. *
It is in the best interest of all

the people of Alaska that we* I~
prepare our children to face the
challenges of the 21st Centuiy.
Currently, the social, economic,
technological, and demographic
changes that face our children
are unprecedented in the course
of recorded history. If we are to )
take full advantage of the**
tremendous opportunity that we *
have to prepare our children to )
be self sustaining people in the
State of Alaska, we must make ,,
ing tr every move to insure quality' —
it’s time wc had somebody who  education for these youngsters. It '2-7-
did something about reducing has..been widely “accepted inJV £!
state spending instead of talking -Vmariy arenas that the common

? i itics K| [
%QﬂJ}rlt. Yes, in plaskan politics .~Kjlutlon to4addicss.r;;a|n)f3%e4{

House. Sam (if he is a leader)
should be setting the House
agenda and thrt should include
reduced state spending. Sam says
he wants to cut the budget and
as Speaker of the House, he isin
a position to do just that at least
from the House side and prove
to us he just doesn't talk about
reduced spending. We should
watch the House budget if state
spending is not reduced in the
House then shouldn't we elect
somebody to the House besides
Sam? Aren't you tired of hear—
ing the excuses? Don’t you think

Vv
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Testimony Submitted to Reps. Phillips and Collins Supporting HB. 334

Randall H. Reviere, D. Eng.
2628 Redwood St.
Anchorage, Alaska 99508

Long and medium term forecasting is one of the most important and difficult requirements for
prudent management of any large enterprise; troops of highly compensated executives have
this responsibility in the business world, where the turbulence of competition can wipe out the
short-sighted in a very short time. Fortunately, in Alaska, this forecasting is made much
easier by the relative simplicity of the dominant source of cash for the state: Prudhoe Bay.
Furthermore, Prudhoe is a finite resource, and of the roughly 10 billion recoverable barrels that
were present at discovery, roughly 7 billion have been produced. Prudhoe was particularly
remarkable in that it stayed on plateau production as long as it did....but, that's a good news -
bad news situation: the rapid pace of recovery didn't increase the size of the fundamental
resource, so there is less production left for the future. The odds against finding another
Prudhoe in Alaska and being able to develop it in a timely manner if found are stupendously
large. Winning two $10 million lotteries is more likely.

Because oil field production is relatively predictable compared with other endeavors, various
parties will claim they can make accurate forecasts of the production rate 3 or 4 years down the
road. Do not be fooled by their confidence, because it is much more likely that the estimates are
optimistic than pessimistic with respect to Prudhoe. A simple analogy to Prudhoe is a large
soft-drink in an opaque container consumed rapidly with a straw; until the air breaks into the
straw from the bottom, any extrapolations of drinking performance would have the drinker
drinking forever. When the air hits the bottom of the straw, it's just about over. So it is with
Prudhoe, and there is very little that anyone can do about it.

So it is for the glory days of ballooning state budgets. We can all be thankful that the
Permanent fund sopped up a great deal of the excess money the state received. Hopefully it
will remain there, properly managed, helping raise the standard of living in our state. Failure
to plan for the winding down of the state’s grand spending spree will no doubtresultin worse
dislocations than any that have occurred in the past. HB 384 is a wise and prudent step in the
direction ofreigning in the perpetual fiscal incontinence that has squandered so much of the oil
wealth of the past 14 years. My only observation is that it does not go far enough...while it
represents a definite attempt to apply the brakes to a freight train heading full speed toward a
rail-stop, it needs to be made tougher by providing that any excess funds received beyond the
planned scaled down budgets be placed in the permanent fund, off limits to any new project

schemers.

Ultimately non-renewable resource areas go bust, and without renewable act vities to provide a
basis for the economy of the future, Alaska will revert to something resembling it's pre-oil
economy as well, with no oil industry and a tiny state government. The least the state can do
now is plan to move all of the eventually-to-be-unemployed state employees outside, purchase
a number of excess dwellings equivalent to those previously occupied by the servants of the
state, and restore them to the wetlands from which they came.

Thank you for youc-fime and attention.
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Jonathan Jordan
10248 Jamestown Drive
Anchorage, AK 99507

564-4663

| want to express my opinion as a citizen on House Bill 384, the only
House bill that, to my knowledge, will actually result in needed spending
level reductions by the State of Alaska. | am sorry that | was unable to
attend the public hearing on this bill, but previous work commitments
prevented me from attending the Judiciary hearing on Friday, February 23

at 1:15 pm.

It is well known that this state has, bv far, the largest budget
on a per capita basis of all fifty of the United States. At $2.4
billion dollars, Alaska's budget for fiscal 1990 was approximately $4500
for each and every one of its citizens. Recent figures and studies
show that the next highest state spending is about ONE HALF of
this amount and the average per capita of all states is ONE THIRD
of this amount (see ISER Fiscal Policy Papers). The higher cost of living
in Alaska only can account for a very small portion of this difference. The
spending frenzy has been around since the days the oil wealth hit from
Prudhoe Bay. It is also well known that this oil bonanza will not
be around much longer, despite the optimistic predictions of the
Governor's Revenue Department. It is imperative that action be taken NOW
to plan for the future.

If you wait until the day of reckoning, when oil revenue has already
dropped below state expenditure levels, before you act on reducing state
spending, it will be necessary to take draconian action in a one or
(with any luck) two fiscal year period to massively curtail spending.
This will cause untold harm to the Alaska economy, sending it into a
tailspin as bad as the 1986-88 recession in Alaska. As stated in the ISER
Paper #3, nobody would wish this upon their worst enemy, let alone on
their own constituents and citizens. But by implementing a steady, but
consistent level of moderate to small budget cuts, the pain from
reduced state spending will be minimal, particularly if a strong private
sector economy is maintained by not increasing taxation levels. HB 384



accomplishes this goal by requiring small cuts of only $150 million per
year, or approximately 5-6% per year of the current budget.

| implore you, as our elected leaders, to listen to the testimony and the
will of th8 public. The current level of state spending is excessive
and is not maintainable. This has been affirmed in many recent public
opinion surveys and reports. Your own report on the future of the
permanent fund showed that the majority of people statewide
responding to the survey wanted state spending reduced. Since
only one quarter of the respondents were from the Anchorage area, the
majority of respondents outside of Anchorage likely also wanted spending
reduced. While it should not have to come down to a law to reduce the
budget, it appears that this may be the only mechanism of self control.

House Bill 384 is the only bill that | have read that actually reduces
spending by the state. Other bills may have been introduced, but those
bills do not provide for real sustainable spending reductions. However, HB
384 itself is not perfect. | feel that Section (c) should be amended to
require the legislature to ratify the expenditure of monies exceeding the
mandated spending limit, rather than to permit the legislature to avoid
the job by not ratifying the mandated spending cuts. The bill, as
written, provides too much leeway for the Administration to implement
its own spending levels without proper input from the Legislature. The
proposed change would equitably maintain the checks and balances in our
governmental budget process.

This 7ill, amended as proposed, meets the needs and will of the
people of Alaska. Current spending levels are excessive and
cannot be maintained in an era of oil production declines. By

spreading out the necessary spending cuts over a five fiscal
year period, sudden massive economic upheavals in the state
will be avoided. The Administration and Legislature will also
have the time needed to debate the difficult but required cuts in
a reasonable and timely manner.

Thank you very much the opportunity to present you with this testimony.

Jonathan Jordan
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March 16, 1990

To: Representatives Goll and Gruenberg, Co-Chairs
Members, House Judiciary Committee

Re: Constitutional/Statutory Spending Limits

NEA-Alaska opposes any form of constitutional or statutory spending limit Such a change would
be far more than a limit on spending. It would be a limit 0l government and on your ability to
represent your constituency and to act on their behalf and in their interests.

Tough spending decisions arc never easy decisions but they must be made by our elected
representatives based upon the circumstances which arc current. They should not be based upon
a formula driven system without regard for unique circumstances and needs.

A constitutional spending limit will have the effect of distorting subsequent spending decisions.
Alaska 1is unique. Our problems, programs, and needs arc truly different from other states. They
arc always dynamic.

It is predictable that they will be changing this session, next year, and in future years. As
Legislators, you have a continuing need for maximum flexibility in how you chose to deal with
them.

A state spending limit will do nothing more than pass along an increasing financial burden to
local government. It will only serve to increase a disparity and inequity which is already
glaringly evident.

In our opinion, the Alaskans who were involved in last years ™"town meetings" were asking you
and the Administration to have the courage to make the tough and responsible decisions on the
level of programs and services which reflect our current needs and our current and projected
fmancial resources. Such a process docs not require any form of formula driven spending limit.

As Legislators you have the information, the responsibility, and the opportunity to make those
spending decisions which arc in the best interests of all of us. Please do so.

Thank you for your consideration of our position.

Respectfully submitted,

Hob Manners
Executive Director



By BILL POTTER

The Alaska Legislature is pres—
ently considering a oonstitutional
spending limit. I think this is an ill-
conceived idea and hope that fellow
Alaskans will also oppose such a po—
Iitically motivated way to awoid
making the important decisions
elected officials are supposed t©
make.

When the Founding Fathers gath—
ered in Philadelphia to write our
Constitution, the most significant
comprehensive political aocumen:
the world had ever seen or has yet t©
see, there were many present who
did not have much trust in govern—
ments or government institutios.
Yet in spite of this mistrust and even
fear, of government run amok, they
wrote a document that placed the ul—
timate control, the ultimate power,
the power of the purse, in the hands
of the people’s elected representa—
tnes.

Without money, government can-

1 not act; with money government can

act. Those Founding Fathers placed
the power to act, or not o act, inthe
hands of the peoples representa—
tives. And when a like number of an—
other set of Founders met in Fair—
banks to draft the Alaska Constitu—
tion, they recognized the wisdom of
that earlier group which had met in
Philadelphia, and acted likewise.
They put the ultimate power, the
power of the purse, in the hands of
elected representatives. And that is
as itshould be

A oonstitutional spending limit is
more than a limit on soending: itisa
limit on the power oi government ©
act. Itisa limiton the power of gov—
ernment to protect the people: itisa
limit on the power of the government
1o serve the people: it is a iimit on
the power of the government to gov—
em.

I suspect that many people who
support a spending limit are con—
cerned about the financial future of
this state, and 1 think that isa just
and righteous concern, but as bleak
as the financial future of Alaska may
be, itisnot as bleak or as foreboding

Just say No’to a

as ithas been in times pest. Any re—
view of the first eight years of this
state government $ financial history
will show that the financial con—
straints were far more severe than
even tre most dire predictions for
the future. In spite of the lack of fi—
nancial resources during those early
years, the state legislature, the peo—
ple3 representatives, were able t©
balance the needs of government
with the financial resources avail—
able witnhou; a constitutional spend—
i ;

IC%ineve we had many wise peo—
ple in our legislature during those
formative,  financially  pressing
years, but I submit that the current
legislature isequal ly wise and equal —
ly able to balance the needs of gov—
ernment with the finances available,

I further submit that the psople of
Alaska will choose an equally wis?
legislature in the 1990 elections
which will be equally able to balance
the needs that exist with the finances
that will be awailable, and subse—
quent elections will result in equally
wise and able representatives of the
people.

I don"t believe it is good govern—
ment policy or good public policy, for
any legislature or any other Loov to
second-guess the intelligence, judg—
ment. or motives of future legislative
representatives.

To deny future legislatures the op—
portunity to use their judgment to
address the issues before them with
the resources available at that time
smacks of, If not arrogance, a pro—
found lack of confidence in those leg—
islators and/or the people who elect—
ed teir..

I am concerned about the future
of public schools because 1 have de—
voted my life t education in this
state. 1am concerned about the fu—
ture we offer our children, and lam
concerned about the economic and
social status of the elderly, and 1am
concerned about those for whom cir—
cumstances have cast their bt out—
side tne mainstream of our society. 1
have concerns for the future and
what it is that may be done t© re—
strict the ability of our legislature

id siort
irk? o dra.“rs
in. tney reco,
at earlier grc
nladebr. . ;i
iy aut
wer ol tne p
Lieo rdres«
itsnuuio ps
A construe
tra-alr

constitutional spending limit

restrict the ability of government to
act o deal with the issues and needs
that arise within the confines of the
resources available.

Notwithstanding what 1 said
about the wisdom and ability of past,
present, and future legislatures, |
am painfully aware that not all legis—
lators have been, or are likely to be.
willing tomake the judgments neces—
sary to balance needs with the finan—
cial resources available. Ifthere isa
oonstitutional  spending  limit  in
place. 1am concerned about legisla—
tors who will take the low road by
saying "'l wanted t help, but our
hands were tied." "l wanted good
schools, but there was a spending
limit.” "1 support you inyour desire
1o deal with alcohol and drug abuse,
but there is nothing we can do with
the constitutional limits placed on
the legislature.™

In the interests of good public
policy: in the interests of good gov—
ernment. | urge you to resist any
oonstitutional spending limits. 1urge
Alaskans t irsist that elected offi—
cials demonstrate the courage to re—
sist the temptation to tie the hands of
government § avility to act in the
public interest with the resources
awilable.

Bill Potter has taught inJuneau for
25 years and is a member of tha Edu-
cation Commiaaion of tha Statas.
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Gary J. Green
2830 Kempton Hills Drive
Anchorage, AK 99516
(907)345-7063

My name is Gary Green and | have lived in Anchorage for over five years.
Dining this period, | have seen the size and costof State government continue
to grow according to the availability ofrevenue generated by the oil industry.
As an engineer with an MBA degree, | have read with greatinterest, the first
three reports on State Fiscal Policy as recently published by the Institute for
Social and Economic Research atthe University of Alaska, Anchorage. Itis
from this informed background thatl am pleased to have an opportunity to
speakin supportofHouse Bill 384; a bill that, if passed, should force the state to

start along overdue costreduction program.

But ourlegislators tell us thatit is hard to cut the size and costof State
government. | can agree with that. Butthis is not avalid reason for not
taking appropriate action. We all know it is hard to start a new diet. How
many times have we heard "The diet begins tomorrow!" Tomorrow comes
and goes, butthe wellintentioned diet doesn’t get started. Our State
governmentis overweight and needs to trim down. As the Institute of Social
and Economic Research has reported, the external and internal symptoms
have been carefully examined and the diagnosis has been made. Our state
governmentweighs about 3.1 times the national average, after cost ofliving
adjustments. The prescription is simple. Pass H.B. 384 and make the state

government go on a forced fiscal diet to getrid ofits bureaucratic fat.



Otherthan our state bureaucrats, who make about 25% more than the
national average for state employees, is there anyone who truly benefits from

the high calorie diet that our state legislature has been on?

Are the people of Alaska getting 3.1 times the national average level of service
provided to residents ofother states? | don't believe that, and if any ofour state
legislators believe that, then maybe they have been swallowing the
propaganda being disseminated by the state employees union representatives.
When you listen to them, it sounds like they are both overworked and
underpaid. | would agree that too many ofthem are engaged in meaningless
"make work" tasks, butl have metonly a few employees that | felt were

underpaid.

If House Bill 384 is passed with the $150 MM per year costreductions
through the year 1995, we would still have a state budget ofapproximately
$1.65 Billion, which would be still be about 2.1 times the national average.
This sounds like a reasonable goal shortterm goalto me. The public opinion
polls being taken around the state also indicate an overwhelming mandate for
this legislature to cut the size and costofour state government now, in the
magnitude and manner called for by this legislation. Let's put State
government on a forced fiscal diet throughout the decade ofthe 90's. We do
not need more government at an ever greater expense, butrather less
government and more productive people who genuinely contribute to
Alaska's share ofthe Gross National Product. Let's getgoing and pass House
Bill 384. In this election year, | think it is safe to say that |l and several
thousand other voters will not vote for any candidates who fail to supportH.B.
384 or similar alternative legislation. Thankyou for allowing me this

opportunity to provide my testimony.
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Memorandum

TO: Representative Max F. Gruenberg
Co-Chair, House Judiciary Committee

Representative Peter Goll
Co-Chair, House Judiciary Committee

FROM: Representative Randy Phillips
DATE: February 21, 1990
RE: Back-up for House Bill 384?

"An Act relating to an appropriation limit? and
providing for an effective date."

Here is back-up information on HB 384. This bill is designed to
create an automatic mechanism that would reduce the state general fund
budget by $150 million per year in each year from F.Y. 1991 to F.Y.
1995, from approximately $2.4 billion in F.Y. 1991 to $1.65 million in
F.Y. 1995.

I have attached the the following materials for your consideration:

1. "The Alaska Fiscal Gap", Oliver Scott Goldsmith, ISER Fiscal
Policy Papers, No. 1, August 1989, Institute of Social and Economic
Research, University of Alaska Anchorage

2. "Facts and Fables of State Spending"”, Oliver Scott Goldsmith, Lee
Gorsuch and Linda Leask, ISER Fiscal Policy Papers, No. 2, October
1989, Institute of Social and Economic Research, University of Alaska
Anchorage

3. "Alaska's Potential Tax Revenues", Oliver Scott Goldsmith, et al,
ISER Fiscal Policy Papers, No. 3, February 1990, Institute of Social
and Economic Research, University of Alaska Anchorage

4. A copy of the current spending limit statute. AS 37.05.540

5. A copy of the spending limit calculations from legislative
finance, based on current law as of 2-16-90.

6. State of Alaska, et al, v. Fairbanks North Star Borough and
Fairbanks North Star Borough School District, No. S-22122, 2141.
Supreme Court of Alaska, May 6, 1987, 736 Pacific Reporter, 2d Series,
pp 1140-1145



7. Fairbanks North Star Borough and Fairbanks North Star Borough
School District v. State of Alaska, et al, No. S-2254, Supreme Court
of Alaska, May 6, 1988, 753 Pacific Reporter, 2d Series, pp 1158-1161

Items 1, 2 and 3 speak to the need for HB 384. Items 4 and 5 relate
to the current statutory appropriation limit. Items 6 and 7 speak to
the authority for executive impoundment and legislative ratification
of the impoundment. Additionally | have included copies of letters in
support of this bill. If you have any futher questions, please do not
hesitate to call me. Your cooperation is appreciated.



RESULTS  DONOT RETURN -~ PLEASE RETAIN FOR YOUR INFORMATION

RANDY PHILLIPS 19% WhiIeFi)nOSeésior{}

' V. bOX
BltgtleB%ipYr%elztzatlve Report to the People Junea, Alaske. G811
Eagle River. Alaska 99577 REP. RANDY PHILLIPS (907) 4664949
( &4-—4949 Alaska House of Representatives

1990 LEGISLATIVE QUESTIONNAIRE

THANK YOU FOR PARTICIPATING IN MY 1990'LEGISLATIVE QUESTIONNAIRE.
OF THE 10,800 QUESTIONNAIRES MAILED, 1,741 OR 16.1% WERE RETURNED.
THE RESULTS ARE INDICATED BELOW. PERCENTAGES EXPRESSED IN EACH

ANSWER REPRESENT A PERCENT OF THE TOTAL ANSWERING THAT QUESTION

AND NOT A PERCENT OF THE TOTAL RETURNED.
1 ABORTION . _ . _ .
b tI,ast year the United States Supreme Court in Webster v. Reproductive Health Services ruled that state legislatures could restrict
abortions.

A. Should Alaska restrict a woman's access to abortions? YES 3% NO 66% 1733 TOTAL ANSWERS

B. Should the state spend state general fu id dollars to provide abortions for women who are eligible for state public assistance
programs? YES 4% NO 5% 1697 TOTAL ANSWERS

2MARIJUANA . . . . . o
The Alaska Supreme Court, in the 1975Ravin case (which was decided based, in pa .upon the 1972voter-approved constitutional

amendment regarding right to pri,vacyg allowed the (Joossession by an adult of up to4ounces of marijuana in one’s own home. However,
possession of any amount is PrOthIte by current federal law. There are proposals before the legislafure concerning the recriminalization

of marijuana as well as p petition question which will be placed on the 19%0hallot.
Should die possession and/or use of up to 4ounces of marijuana in one’s own home be legal or illegal in Alaska?
LEGAL 3% ILLEGAL 68% 1719 TOTSL ANSWERS

J. EDUCATIONAL ENDOWMENT FUND S . _
Governor Cowper has proposed aconstitutional amendment dial, beginning in 1991 would dedicate at least 40%of the camings of

the Permanent Fund to be placed into an Educational Endowment Fund. Income earned from die Educational Endowment Fund would
be appropriated to fund public elementary and secondary education in, laska.

hiscndowment would havean impacton the Permanent Fund earnings, wijita provides for inflation-proolingaf the Permanent Fupd
and tﬁe amount of Permanent Funw |gends aid to. Paskans,. .§y the%ear t%ea,s,ence o?ﬁrﬂ%’.ﬁ)n-pro %ng woufgi]reduce tﬂe
Permanent Fund value bg %gprommately 25% The projected individdal Permanent Fund Dividend check with and without the Educational

Endowment Fund woul

Year "\ hnut Endowment With Endowment
1% S1.038 S B
200 S1.30 S1.074
2006 S1733 SI1.0/

Should the Educational Endowment Fund iie adopted? YES 2M% NO 73% 1701 TOTAL ANSWERS



4, STATE EMPLOYEES
Negotiations arc currentlry t>cing conducted with various unions representing state employees. The Governor is currently proposing
that no a;ye raises be granted for state employees. Some unions arc asking for a £5%raise this year and as much as a S%raise during the

next two years.
A. Should state employees be granted a pay increase? YES 31% NO 6% 1697 TOTAL ANSWERS

B. Currendy, most state employees work a 37.5 hour work week as negotiated in labor contracts.
Should state employees work a 40-hour work week with no increase in ggg?
YES 66" NO 3% 1654 TOTAL ANSWERS

S. STATE BUDGET
The followin% indicates state general funding levels for various state departments in fiscal year 1990 A fiscal year runs from July 1

to June 30 The chart dclow docs hot include supplemental a%prorpnat_lons I rcappropriations. o
Please indicate whether the department should have MORE funding, LESS funding or the SAME level for FY 1901 as it received

inFY 1990 (Please check one per category)

Department “FY 190 FY 191 _ 1593 TOTAL ANSWERS
(millions of dollars) Mure Less  Sime
Govemor'sOffice S 16 Y% 6% 3%
Administration S148 1 7 22
Law S I/ 2% 20 __ 48—
Revenue S 12 -6 I 54,
Education , 5626 % - ﬂg
Health & Social Services 298 -
Labor _ S10 7 43 20
Commerce/ Economic Dvp. S5% 18 3 4
Mllltam(/Veteran’s Affairs S 7 JJ 22 5A—
Natural Resources S45 %% 297 48
Fish and Game S 46 - 29 49
Public Safety S S 76 29 . 20 5L
Transportation & Public Facilities  S162 16 -0 M-
Environmental Conservation S8 2f A 40
Community & Regional Affairs 5123 “ 3T 50 . o
Botrectlgins sk g 1%93 jT? _ 50
niversity of Alaska ] —
Court Sys)t/em S § ?35 /Zé
Legislature sa 62 K9
SUBTOTAL IN BILLIONS 520 I £%
Deht Service S|P é % 5%
School Debt S108 % %
Student Loans S10 22 A6,
Capital Projects S133 1 5A 29 .
Cil Spill Cleanup S -15 22 R/
OTAL IN BILLIONS S24 6% B w2

State Employees: . . -
FY 90163375 full time; 3321 part time; 1,327 temporary = $666million total payroll

(Included within the S24 hillion operating budget)



6. STATEBUDGET . o S
Alaska receives 85%o0f its revenues from oil production. Qil production is in astage of steady decline which will reduce future state

revenues. What actions do you think the legislature should take to balance the state budget? (Please check ONE).
61 Y%Reduce Spending 1% Raise Taxes 30% Someof Both 1717 TOTAL ANSWERS

If you selected REDUCE SPENDING, select only 20fthe following as ways to reduce spending.
U37 "1CTAL~ANSWERS

52%  Reduce revenue sharing to municipalities 3% Reduce aid to education
AN Reduce number of state employees 3% Reduce Health and Social services

55%  Reduce revenue for capital improvement projects

Ifyou felected RAISE TAXES, select onlv 20fthe following as ways 0 raise taxes: N 55 TOTAL ANGIERS
/—\7040 Increase special severance, property and corporate income taxes on the oil industry
24% Increase other business taxes AT nstitute statewide sales taxes

-~1 Institute statewide propcrtv taxes AN Re-establish personal income tax

Ifyou selected SOME OF BOTH, please select onlv 20f the following to show some of both ways: S5 T A—ANGHERS
26%  Reduce revenue sharing to municipalities ~ 38% Increase special severance, ﬁropertyand

corporate income taxes on tne oil industry
b Reduce aid to education 3% Institute statewide sales taxes
47%  Reduce number of state employees 40% Increase other business taxes
*15% Reduce Health and Social services 13% Institute statewide property taxes
3% Reducte revenue for capital improveme.it  23% Re-establish personal income tax
projects

7. CAPITAL IMPROVEMENTS | o
What ONE capital improvement (i.e.. road, sewer, water, school, park.ctc.) do you feel our district needs? Please be as SPECIFIC as

Epgggl?_ YP&.E@S]%MITYOURSELFTOTHEON'E PROJECTTHAT YOU FEELSHOULD HAVETHEHIGHESTPRIORITY FOR

Project:  MOST MENTIONED GENERALLY WAS "ROADS"
MOST MENTIONED SPECIFICALLY WAS "HILAND BRIDGE PROJECT"

S. GENERAL COMMENTS o
Please make any general comments in this section1

MOST PREVALENT COMMENT WAS A DESIRE TO SEE THE STATE BUDGET REDUCED.



Alaska State Legislature
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Slate Calpltol
Juneau, Alaska 99811

DISTRICT 15 HEARING SCHEDULE
1990

SATURDAY, FEBRUARY 10, 1990

11:00 AM - MULDOON ELEMEN RY SCHOOL LIBRARY
515 CHE RY STR
ANCHORAGE, AK
400 PM - CHUGIAK-EACLE RIVER LIBRARY
11801 BUSINESS BOULEVARD
EAGLE RIVER, AK

11.00 AM - MULDOON ELEMENTARY SCHOOL LIBRARY
515 CHERRY STREET
ANCHORAGE, AK
400 PM - CHUCIAK SENIOR CENTER
MILE 21, OLD GLENN HIGHWAY
CHUGIAK, AK
SATURDAY, APRIL 7, 1990
11.00 AM - MULDOON ELEMENTARY SCHOOL LIBRARY
515 CHERRY STREET
ANCHORAGE, AK
400 PM - CHUGIAK-EAGLE RIVER LIBRARY
11801 BUSINESS BOULEVARD
EAGLE RIVER, AK
FOR FURTHER INFORMATION, CONTACT:
Representative Randy Phillips Representatlve Sam Cotten
465-4949 465-3711
Senator Rick Halford Senator Tim Kelly

465-4958 465-3822
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year
4

the change in- population or purposes of this subsection 6ha|| e
besed on an annuaP estrmate of population by the Departrment of Labo.
The determination of the in Inflation for purposes of this suio-
section shall ke based on the Consumer Price Index for all urban
consumers for Anchorage prepared by the United States Bureaul of Labor
Statrstrcs The amourt of received fy the state that is subject
to the appropriation limit includes the balance in the general
carrred forward from the preceding fiscal year.
(c) If the legislature determines that the mory subject to tha
%oprratron limit " received by the atate in a fiscal year is less
the meximum permitted to e approprrated under (b) of this sec-
tion, Y to 5 percent of the balance of the budget reserve fund nay
" mgoprﬁgdﬁmﬂren%enerm hall al | f
of shall merece and Invest assets o
the reserve fund in tha maner set out for the ad
investment of the assets of the general fund under AS 37.10,070,
Incone from rnvestment o the bucet reserve fund ey be appropriated
t0 the fund each year ty
() kthtMerrgEother provisions of this section, appropria-
tions ey be meck from the budket reserve fund neeced fy the governor
0 rreet a disaster. In this subsection, “disaster" hes the meaning
ge\éen in A5 26.23.230.
2. A 3705159 is repealed.
e 3 A5 37.05.156 aoned fy sec. Lof this Act applies to fiscal
1988 and fiscal years thercsfter.
Sec. 4. This At takes effect July |, 1986

5 (38 513 2

LAWS OF ALASKA
1%

Source Choplsr No.

95 (3B 513 A

AN ACT

A o L ipietgn o resene fund an

BE ITENACTED BY THE LEAS ATURE CF THE STATE OF ALAKA

THE ACT RLOM ONPAE 1, LINE 9

AR B ™



Chepter D

ANAT
Relating to a budget limitation and to reserve
fundsi- and providing for an affective date.

* Section 1. AS 37,05 s aenckd % addli{?\g rew section to read:

Sec. 37.05.156. BOCGET APRCRATION UMT.  (a)
There la established & a separate fnd In the state treasury the
Lot reserve fund.  The buokget reserve fund consists of appropria-
tions @ the fund. Mgy received by the state that IS subject to the
appropriation limit under (o) of this section a that exceeds that
limit, ey be appropriated to the buoget reserve fund

(b)  Excent for appropriations to the pemerent fund or for
Aaska permenert fund dividends, appropriations to the budget reserve
fund, appropriations of revenue bondl proceeds, apgr_oprlatlons required
to pay the principal ad interest o general obligation bonds, a
apprQFnanons of oy received from . nonstate source in trust for a
specific_ purpose, Inclliding revente of a public enterprise or public
corporation of the state that issues revenue bongs,  appropriations
from the treasury mece in a fiscal year nay not exceed appropriations
mick in the preceging fiscal year by more then five percent plus the
change in population ad Inflation since the beginning of the pre-
ceqing fiscal year. For purposes of appIP/mg thta limit an appro-
priation la considered to he mack In thp fincnl year In whion It is
enacted and n re.|pf)ropr|nt|or_1 remim attributed to the Msm Fear In
which the original appropriation is enacted. T determination of

-1- 5 C3B 5!3(Fn)



-REVISED- C
190SESSION STATbTORY APPROPRIATION LIMIT CALCULATION
GENERAL FUND ANT) GENERAL FUND/PROGRAM RECEIPTS
BASED ON A.S. 37(85-10

APPROPRIATIONS ENACTED IN FY89

Operating 20325
Capital 128
Loans 100
G.0. Debt 1204
Other Debt 121
Special Appropriations ,
Ch 1i7 See 206, Oil/Hazard Fund 20
Ch 13 Qil/Hazard Fund 200
Science & Technology Endowment 340
Ch 62 Business Incentive Training 03
Ch 1(1%Arct|c Winter Games Q1
Supplemental (for FY89 and prior years 912
Supplementals (for FY88 and prloryears 39
OTAL APPROPRIATIONS 2,541.3
EXCEPTIONS TO THE APPROPRIATION LIMIT
G.0. Debt Retirement -1204
Rcappropriations _
Ch 117 See 35 Foundation -35
Ch 117 See 1% PCE Grants 18
| Ch 117 See 204 DCAP 04
Science & Technology Endowment &Enacted FY88) -340
TOTAL EXCEPTIONS «1f01
TOTAL APPROPRIATIONS SUBJECT TO LIMIT 23812
Multiply by 5% plus the change in population and inflation 10/4
1990 SESSION APPROPRIATION LIMIT 25103
APPRQPRIATIONS REQUESTED -1950 SESSION (Subject to Spendingﬁlémit)
Operating 20631
Capital 2285
Loans 137
School Debt 1078
OtherDebt 121
Special Appropriations
Oil/Hazardous Fund 270
Supplemental ﬂor FYQ0and prior years)
B 428 615
HB 464 458
HB 453 09
. HB4Y/B4A 86
New Legislation 100
TOTAL REQUESTED APPROPRIATIONS 2,582.0
BALANCE OF SPENDING LIMIT OVER APPROPRIATIONS -117

Assumptions: "An a Broprlanon Is considered to be mae in the fiscal year inwhich it is enacted” Al aE%)(;))nanons
included in the FYS9 hase arc those signed into law during that fiscal year, whether it relates toFY89 or FY90.
Differences between this calculation and thel/21/90 version of the spending limit computations arc a result of the identification
of die actual enactment date of die supplemental approPnatlon for FY88 (signed by die G - mor on 7/4/3),

Debt Hotiromont —T%}o statute refers to general ob |gat|(fn bonds as exc(%glons to the spending limit. In tho more
stn,ft Interpretation of this statement we would not exclude any other 51 o

Railbelt Energy Fund exppndituros are shown as general funds subject to the spending limit

Legislative Finance Division 2/16/90
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FY90 SPENDING LIMT COMPUTATION
MULTIPLICATION FACTOR

SET BY STATUTE

CHANGE IN POPULATION

Source: Greg Williams, Dept, of Labor, Research and Analysis

1988 531,000
1989 534,400
3,400

CHANGE IN INFLATION
Source: Dept, of Labor, Research and Analysis
CPI - Urban Consumers - Anchorage

First half of 1988 108.4
First half of 1989 1109
25

TOTAL

LFD 2/16/90

PERCENTAGE
CHANGE

5.00

0.64

2.30

1.94



C C

1989 SESSION STATUTORY APPROPRIATION LIMIT CALCULATION
GENERAL FUND AND GENERAL FUND/PROGRAM RECEIPTS
BASED ON A.S. 3706540

APPROPRIATIONS ENACTED IN FY88

Operating

_FY89 19731
Capital

FY89 832
] FY88 (signed by Governor 7/23¥/81) 85
0ans

FY89 167

FY88 (signed by Governor 7/23/81) 10
G.0. Debt

FY89 13566
Other Debt 118

Special Appropriations
Science & Technology Endowment (See 1,Ch 5 FSSLA &7

~ repealed & reauthorized at See 189 Ch 173 SLA 83 1000
Cli 10 SLA 88 Jobs Bill - 2
Ch 137 SLA 83 Circumpolar Hcaldi Studies 03
Ch 171, SLA 88 Enforcement of Alcohol Laws 02
Supplemental (for FY88 and prior years) 86
TOTAL APPROPRIATIONS 24992
EXCEPTIONS TO THE APPROPRIATION LIMIT
G.0. Debt Retirement FY89 -1356
TOTALEXCEPTIONS -1356
TOTAL APPROPRIATIONS SUBJECT TO LIMIT 23636
Multiply by 5% plus the change in population and inflation 1049
1989SESSION APPROPRIATION LIMIT 24815
APPROPRIATIONS -1989SESSION (Subject to Spending Limit)
Operating 20268
Capital 1328
Loans 100
OtherDebt 121
Spemal_AEProprlatlons .
Qil/Hazardous Fund (Prior Years) 200
S P"/Hatz?rdfousF%%d d pri igned by Governor 7/8/89 %8
upplemental (for and prior years, signe overnor
SuBBIemental {;or FYS9 and Briorgears) e 912
TOTAL APPROPRIATIONS 2308
BALANCE OF SPENDING LIMIT OVER APPROPRIATIONS 1007

Assjmptions: According to the statute “an appropriation is considered to made in the fiscal year in which it is
enacted." This would require all appropriations included in the FY88 base to be any that were rr* le during
the FY88 legislative session, whether it relates to FY88 or FY89, .

Deht Retirement - Tho statute refers only to genoral obligation bonds as an exception.

Legislative Finance Division 2/16/90
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FY89 SPENDING LIMIT COMPUTATION
MULTIPLICATION FACTOR

SET BY STATUTE

CHANGE IN POPULATION

Source: Greg Williams, Dept, of Labor, Research and Analysis

1987 537,800
1988 531,000
-6,800

CHANGE IN INFLATION
Source: Dept, of Labor, Research and Analysis
CPI - Urban Consumers - Anchorage

First half of 1987 108.3
First half of 1988 108.4
0.1

TOTAL

LFD 2/16/90

PERCENTAGE
CHANGE

5.0000

-0.0126

0.0009

49883



1988 SESSION STa *UTORY APPROPRIATION LIMIT CALCULATION
GENERAL FUND AND GENERAL FUND/PROGRAM RECEIPTS
BASED ON A.S. 37.05.540

APPROPRIATIONS ENACTED IN FY87

QOperating 1,846.9
Capital - signed by Governor 7/23/S7 0.0
Loans 194
G.O.Debt | 148.0
Special Appropriations
Ch 32, Alaska AIDS Program 0.5
Ch 86, Arctic Winter Games 0.6
Supplementals (for FY87 and prior gears) 22.6
TOTAL APPROPRIATION 2,038.0
EXCEPTIONS TO THE APPROPRIATION LIMIT
GO Deht -148.0
TOTAL EXCEPTIONS -145.0
TOTAL APPROPRIATIONS SUBJECT TO LIMIT 1,890.0
Multiply by 59 plus the change in population and inflation 1.0498
1988 SESSION APPROPRIATION LIMIT 1,984.2
APPROPRIATIONS - 1985 SESSION (Subject to Spending Limit)
Operating
. FY89 1973.1
Capital
FY89 88.2
FY88 (signed by Governor 7/23/87) 88.5
Loans
FY89 16.7
FY8S (signed by Governor 7/23/87) 10
OtherDebt 11.8
Special Appropriations
Science & Technology Endowment (Sec 1, Ch 5, FSSLA 87
reEeaIed & reauthorized at Sec 189, Ch 173, SLA 88) 100.0
Ch 10, SLA 88, Jobs Bill _ 75.2
Ch 137, SLA 88, Circumpolar Health Studies 0.3
Ch 171, SLA 88, Enforcement of Alcohol Laws 0.2
Supplementals (for FY88 and rlorgears) 8.6
TOTAL APPROPRIATION 2,363.6

BALANCE OF SPENDING LIMIT OVER APPROPRIATIONS -3719.4

Assumptions; According to the statute "an appropriation is considered to made in the fiscal year in which it is
enacted." This would require all aﬁpropnatmns Included in the FY87 base to be any that were made during
the FY8T legislative session, whether it relates to P737 or FY88.

Debt Retirement - The statute refers only to general obligation bonds as an exception.

Legislative Finance Division 2/16/90



FY88 SPENDING LIMT COMPUTATION
MULTIPLICATION FACTOR

SET BY STATUTE

CHANGE IN POPULATION

PERCENTAGE
CHANGE

5.0000

Source: Greg Williams, Dept, of Labor, Research and Analysis

1986 547,600
1987 537,800
-9,800

CHANGE IN INFLATION
Source: Dept, of Labor, Research and Analysis
CPI - Urban Consumers - Anchorage

First half of 1986 289.0
First half of 1987 289.2
02

TOTAL

LFD 2/16/90

-0.0179

0.0007

49828



STATE OF ALASKA
ENACTMENT OF APPROPRIATIONS

GENERAL FUNDS AND GENERAL FUND PROGRAM RECEIPTS

YEAR OF ENACTMENT

Ch 95, SLA 87
Conference Committee
New Legislation
Program Receipts
Sec 19 & 20 Legal Proceedings
Sec 22, Pers Svcs
School Debt
GO Debt
Loans
Ch 2, SLA 87-Disaster Relief
Ch 32, SLA 87-AIDS Program
Ch 86, SLA 87-Arctic Winter Games
Ch 90, SLA 87-FY87 Supplementals
Ch 93, SLA 87 - Student Loans
Ch , SLA 87 FSS
Capital
Loans o .
Reappropriations-Operating
Reappropriations-Capital
Ch 5, SLA 87 FSS
To budget Reserve Fund
Ch 54, SLA 88
Conference Committee
New Legislation
GO Deht
Other Debt
Ch 2 SLA 88
Foundation
School Debt
Ch 172, SLA 88 - Capital
Loans
Ch 10 SLA 83 -JOBS
Ch 73 SLA 8
Reappropriations « Operating
Reappropriations - Capital
Reapprop-Ch 5, SLA 87-GF*
FY38 Supplementals
Ch 6, SLA 88 - FY88 Supplemental
Ch 20, SLA 88 - FY88 Supplemental
Ch 137, SLA 88-Circumpolar Hlith
Ch 153 SLA 88-Disaster Relief
Ch 171, SLA 88-Alcohol Laws

Date of

Enactment
6/30/87

3/17/87
5/30/87
6/15/87
6/17/87

6/17/87
7/23/87

7/23/87
6/10/88

3"26/88

6/17/88

3/3/88
7/8/88

2/25/88
4/22/88
6/8/88
6/9/83
6/17/88

LFD 2/16/90

FY87

1,632.0
125

FY88

FY89

104
30.2

55.9



YEAR OF ENACTMENT
Ch 116, SLA 89

Conference Committee

New Legislation
School Debt
Shared Taxes

Fisheries Enhancement

GO Debt
Other Debt
Loans

Ch 17 SLA 89
Capital

Reappropriation - Operating
Reappropriation - Capital
Ch 37. SLA 89-FY89 Supplementals
Ch 43 SLA 89-FY89 Supplemental
Ch 103, SLA 89-Arctic Winter Games
Ch 62, SLA 89-Business Incentive

Ch 13 SLA 89-Qi Spill
TOTALS

Date of
Enactment
6/17/89

6/30/89

6/1/89
5/26/89
6/13/89
5/30/89
4/12/89

FY87

2,038.0

FY88 FY89

1,886.8
31
107.8
186
105
1204
121
100

132.8

2.7
474

2,659.4 2,563.3

* Qriginal Appropriation to Budget Reserve Account, Reappropriation changed it to Science
& Technology Endowment and reduced amount to $100.0 million. Also added contingency.

LFD 2/16/90
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security claims.  Frick, acting on behalf of
ARCO, sent u form to the Employment
Security Division indicating the reason or
Akers' discharge as insubordination in will-
ful disregard ‘of the employer's interest.

At trial, Akers claimed that ARCO had,
in had faith, attempted to prevent Akers
from obtammP unemployment compensa-
tion. At the close of Akers’ case, however,
this claim was dismissed because insuffi-
cient evidence had heen presented. ARCO
later moved that the Frick report be re-
moved from the jury's consideration pe-
cause the unemplo; ment compensation
claim had been dismissed and hecause
there had been no e ridence connecting the
content of the report to an% of the individu-
als responsible for the discharge. The trial
court .-gjected this argument and allowed
the jury to consider the report.

-ARCO argues that since none of the indi-
vidual defendants had anything to do with
the filing of tlie Frick report, this evidence
could not be probative of bad faith by
either those individuals or ARCO.

Akers arques that the report is attributa-
ble to ARCO. The report was ARCO's
response to Akers' claim for unemployment
compensation., Akers claims that since the
report is attributable to ARCO, the fact
that the reason for termination stated in
the report was different from the reason
Akers was given is relevant to the claim
that ARCO acted in bad faith, "Obviously,
if an employer gives inconsistent reasons
for the discharge of the emplo¥ee, this
inconsistency casts doubt on whether rea-
sons exist for the discharge an<' which, if
either, is the true reason.”

Although the Frick report may not be
attributable to any of the individuals in-
volved In the termination of Akers, the
report was nonetheless attributable to
ARCO. The fact that this report listed a
reason for termination that w..s different
from the reason Akers was previously giv-
en bﬁ ARCO s relevant to, the issue” of
whether ARCO was acting in good faith.

3. Wk have reviewed the Issue* raised by Alters
on cross-appeal and find they do not warrant

153 PACIFIC REPORTER, 20 SERIES

Thus, the trial caurt did not err in allowing
the jury to consider the Frick report.

CONCLUSION

The award of punitive damages is. RE-
VERSED. In all other respects the judg-
ment of the trial court is AFFIRMED.3

(o Flr-UNM«SYSTIM>

FAIRBANKS NORTH STAR BOROUGH
and Fairbanks North Star Borough
School District, Appellants,

v,

STATE of Alaska, William Sheffield Gov-
crnor of the State of Aiuska, Marshall
Lind, Commissioner of Education,
Eleanor Andrews, Commissioner of Ad-
ministration, Emil Notti, Commissioner
of Community and Regional Affairs,
Loren Lounsbury, Commissioner of
Commerce and Economic Development,
Milton Barker, Acting Commissioner of
Revenue, all in their official capacities,

Appellees.
No. S-22A4
Supreme Court of Alaska.
May 6 1983

Borough and bo_rouqh school district
brou?ht sult challen |n([] he congtitutional-
Ity of Executive Budget Act section pursu-
ant to which governors withheld or reduced
apProprlatlons to state agencies in view of
anticipated revenue shorffalls. . The Superi-
or Court, Fourth Judicial District, Fair-
banks, James R. Blair. J., found the statute
an unconstitutional delegation of legislative

ower._ State a %ealed. The Supreme

ourt, 76 P.2d affirmed and remand-
ed. Oi remand, the,SuPerlor Court con-
cluded that later legislation was a valid

Ihe granting of ¢ new trial In this case.
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FAIRBANKS NORTH STAR BOROUGH v. STATE Alaska H5Q

Cllr *« 75) P.2d 1158 (AU Ikt 1988)

curative act Borough and school district
ap’oealed. The Supréme Court, Burke, J.
held that Ieglslatlon explicitly ratifying and
approving all of the restrictions imposed by
the governor was a valid curaive act, as

the [egislation was narrowly tailored to au-

thorizé those |m(§Joundments specified by
the governor and the legislature hud the
authority to autnorizes the governor to

withhold payment on specific appropria-

tions and the Iegislatlon did not impair any
vested rights of local governmental _nits,

AfPrmed.
1 Constitutional Law <198

Legislation explicitly ratifying and ap-

governor's, impoundnient of some

Pro,vm? (
egislativé appropriations was valid cura-

tive act; legislature had power to enact
statute authorizing governor to withhold
payment on specific appropriations and leg-
islation did not grant qove,rnor sweeping
power over entire™’-udget, without guidance

or limitation, but rathér, was narrowly tai-
lored only to authorize specified impound-

ments.  AS 37.07.080()
2 Constitutional Law «=92

Legblati >explicitly ratif)()iyggand ap-

proving’ restrictions imposed by “gquernor
When governor impounded some legislative
appropriations did not impair any vested
rights of local governmental units and,
thus, legislation vas valid curative act; po-

litical subdivisions were prohibited from as-

serting due process and e%ual protection
claims™against state and determining that
local governments had some inviolate right
to receipt of appropriated funds would ef-
fectively place purse strings in hands. of

judiciary, which would be nd more qualified

10 Bgssess them than was governor. AS
eizi 0800)2); US.CA. ConsLAmends. 5

1 Former Governor Sheffield issued Administra-

tive Order No. 90 in August, 1986. 736 P.2d at

1141, A very similar order. Administrative Or-

der No. 91, was issued by Governor-elect Cow-
per in December. 1986. 1d. *t n. I. For pur-

poses of convenience, we refer to these execu-
tive actions here' i simply as those of "the gover-

nor."

2. We decided Fairbanks | on May 6. 1987.
However, we granted a ten-day ray ofJudgment

Eugene P. Hardy and Mark Andrews,
Asst.”Borough Attys., Gordon W. Duval,
Staff Atty., “Fairbanks, Paul K. Cragan,
Hughes, Thorsness, Gantz, Powell & Bruit-
din, Fairbanks, for appellants.

James Baldwin and Robert M. MaKn.ard,
Asst. Attys. Gen, Grace Berg Schuible,
Atty. Gen., Juneau, for appellees.

Before MATTHEWS, CJ-, and
BURKE, COMPTON and MOORE, JJ,

OPINION

BURKE, Justice.

This case is before us for the second time
on appeal. In state v. Fairbanks North
Star Borough, /3 P.2d 1140 1140Vﬂ.
Alaska 19B7) (Fairbanks 1y, We affirmed
the superior Court's decision holdlrég uncon-
stitutional the governor’s impoundment of
certain, legislative a%%ro riations under the
authorlt%of AS 3. .(ﬁ_){g). We conclud-
ed that that statute permitted the governor
so much discretion as to amount to an
unconstitutional dele(t;,anon of legislative
power to the executive branch. ” 1d. at
1142-14  As a result of our decision, the
%overnor’s Administrative Orders,1 which
ad withheld expenditure authority on
funds earmarked tor, among others, plain-
tiffs Fairbanks North Star” Borough and
Fairbanks North Star Borough School Dis-
trict (collectively "Borough"g, were vacat-
ed, clearing the way for payment of the
appropriated funds. " 1d. at 1144

Before any payment was made, howe/cr
the legislatire enacted ch. 9 SLA 1967
(HB. 13* which exFIJthly ratified and
approved all of the restrictions imposed by
the governor. The trial court, on remand,1

on the basis of the stale's assertion that tuch
time wes needed to allow the legislature to
respond to the situation. H.B. 132 was enacted
May 15. 1987.

3. In Fairbanks 1, we affirmed the superior court
on the merits, but wt remanded with instruc-
tions that the court modify its earlier judgment
to allow for total retroactivity. 736 P.2d at
1140-41. After enactment of H.B. 132, the state
moved this court for rehearing in Fairbanks I.
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concluded that H.B. 132 was a valid cura-
tive act, and modified its earlier Jud%ment
to affirm the W|thhold|_nPs. Now; with the
governor and the legisfature in comPIete
agreement on the Cuts, appellant local
governments approach this court seeking
compelled payment of the originally appro-
priated funds. We affirm the modified
cision of the trial court

A curative statute Is o
a statute passed to cure defects in prior
law, or to validate Iefgal groceedmgs, In-
struments, or acts 0 _Pu lic and private
administrative authorities which, ‘in the
absence of such an act would be void for
want of conformity with existing legal
requirements, but” which would have
been valid if the statute had so provided
at the time of enacting.

2 C. Sands, Sutherland Statutory Construc-
tion § 4111 (4th cd. 1D73; see generally
School District No. 26 Bouse Elementar
of Yuma County v, Strohm, 106 Ariz. ,
40 P2 %C% : McCormack v.
Houston. &4 uI.App.2d 191 P.2d 539
516-77, cert, denied, 33 U.S. 838 BOS.Ct.
18 BLE. 412 (1049, In this cage, the
state legislature passed H.B. 132 with the
express ‘ntention” of validating the gover-
nor's impoundment orders, which had’ been
rendered void by the Fairbanks 1 degision.
sec Ch. 9 § 1(0), SLA 1987 Thus, If the
statute qualifies as a valid curative act, it
should be given Ita intended retroactive
effect, theréby legitimizing the governar's
Bg\r/\%tr)fore Improper exercise of executive
Courts have uniformly uRheld the validi-
ty of curatjve legislation vhere (1) the leg-
ISlature ongmally had the power to autho-
rize the acfs done, and QZ) there IS no un-
constitutional impairment ‘of vested rights
as a result of the act’s passage. see State
ex rcl, Tomasic I. Kansas City, 230 Kan.
44 6% P2 Ie ]ﬁ.); accord
strohm, 40 P.24 at 88 Hoffman v. City
of Red Bluff, 63 Cul.2d 534 47 CalRptr.
50U, % ZD? P.2d W, %ZE%Ubor
ussell, 4bP.2A

Inv. Corp. AR

We denied the motion, but we expreuly noted
that our denial was ‘without prejudice to appel
lanta’ right to move for a modified Judgme.it in
the superior court* on remand.

(Okla. 19%; 2 C. Sands, Sutherland Statu-
fory  Construction § 411142 (4th ed.

| see also Zurfluh \ State,
600 8- (Alasku 1980 (upplying retro-
actively a curative statute relating to crimi-
nal sentencing). HB. 1R easily satisfies
both requirements.

(AL First, it can_hardly be ar?ued that
the legislature is without po <>rfo enact a
statute authorizing the governor to with-
hold payment on"specific appropriations.
See, eg., State ex rcl. Holmes v. State
%‘rd of F]i%lrjce, @ N.M. 43) X7 P2A
|, State ex rel. Boyle v.
Ernst. Wash. 214 18 P.2d 58
1938 sec also Fairbanks 1, 736 P.2d at
A4 ("tlhis court does not hold that the
legislature could not draft a statute which
would pemv't the executive to exercise lim-
ited authority to control expenditures as
[the governor has] done ). H.B, 132 does
not %rant the %overnor, sweeping power
Quer the entire budget with n08%| ance or
limitation" as _did AS 3707
Fajrbanks I, 70 P.2d at 114243 Rather,
it is narrowly tailored to authorize only
those impoundments specified in Adminis-
trative Orders 90and 91 see ch. 9 § 2
SLA 1987 The Borou?h’s argument that
H.B. 132"is unconstitufional for the same
reasons. AS 3707."80(0X2) was unconstitu-
tional" is therefore unconvincing.

(2] Second, H.B. 13does not unconsti-
tutionally impair anv vested rlghts. The
Borough'r claimed vio'alions of due pro-
cess and ecual protection fail for a number
of reasons, not the least of which is our
recent holding in Kenai Peninsula Bor-
ough V. State, Department of Community
and Regional Affairs, Al P2 14 1819
(Alaska 1983, wherein we concluded that
R0|!tlca| subdivisions_ of the stale arc pro-

ibited from_ asserting due process and
equal protection claims against their crea-
tor, In sum, we see 1o har to enforcement

1012 of HB. 1R as a valid curative act.4

4. \We reject at mcritleu the Borough't numer-
out other clelmi of error.

Our deck
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QOur decision In Fairbanks 1 COMpOrts
with our anaIKsm here. In Fairpanks /
we affirmed the trial court’s,fln_dlng| that
the governor acted unconstitutionally in
withholding ‘he Borough's funds because
he purported to act under the authority of
a statute so broadly worded as to amount

to an_abrogation of the legislature’s re-

b

sponsibility ‘over appropriations. /36 P.2d
art) 11421& PP.”P .
ognized its responsibility, and has taken it
upon itself to consider and approve each of

the heretofore unconstitutional |mﬂound-

ments.  To now hold, as the Borough sug-
ests, that our earlier decision gave the
orgugh some inviolate right to receipt of
the funds, would e to effectively place the
purse strings in the hands of thé judiciary,

The legislature has since rec-

a branch no’more qualified to possess them
than was the executive.

We conclude that H.B. 132is a valid and
constitutional exercise of the legislative
Power, which effectively cured any consti
utional infirmities in the governor’s earlier
actions. Accordin I¥ the judgment of the
superior court is AFFIRMED

RABINOWITZ, J., not participating.
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STATE of Alaska, William Sheffield, Gov-
crnor of the Stale of Alaska, Marshall
Lind, Commissioner of Education,
Eleanor Andrews, Commissioner of Ad-
ministration, Emil Notti, Commissioner
of Community & Regional Affairs, Lor-
en Lounshury, Commissioner of Com-
merce & Economic Development, Mil-
ton Bnrker, Acting Commissioner_ of
Revenue, nil in their official capacities,
Appelinnts, Cross-Appellees.

v

FAIRBANKS NORTH STAR BOROUGH
and Fairbanks North Star Borough
School District. Appellees, Cross-Appel-

lants.
Nos. S-2122 2141
Supreme Court of Alaska.
May 6 1987

Borough and borgugh school district
brought suit challengln% constitutionality
of Executive Budget Act section pursuant
to which governors withheld or reduced
apFroprlatlons to state agencies in view of
anticipated revenue shorftalls, The Superi-
or Court, Fourth Judicial District, James
Blair, J., found statute unconstitutional del-
egation of legislative authority, and State
appealed. The Supreme Court, affirmed on
Oflnlon of Superior Court, and held that;
(l) statute was unconstitutional delegation
of legislative power, und (2) decision would
be given retroactive effect.

Affirmed and remanded.

1. Constitutional Law €=>62(13) .
Executive ,Budqet Act section allowin
?overnor to withhold or reduc_e_apProprla-
lons to state agency when anticipated rev-
enues ap’oear inadequate to, meet appropria-
tion levels was an unconstitutional delega-

tion of legislative power; statute autfio-

136 PACIFIC REPORTER. 2 SERIES

rized exercise of sweeping power over en-
tire bu%%et With no guidance or limitation,
AS 370708002

2 Courts €1001) _
~ Decision _stnkmg lovn as unconstitu-
tional Executive Bu ﬁet Act section allow-
ing governor to withhold or reduce appro-
priations to state agency when anticipated
revenues appeared inadequate to meet ap-
ropriation” levels would be glven retroac-

ﬁve effect AS 37.07.080()(

Robert M. Maynard, Asst Atty. Gen.,
Grace Berg Schaible, Attx Gen.,, Juneau,
for appellants/cross-appellees.

Mark Andrews, Asst Borough Atty.,
Gordon W. Duval, Staff Atty.. Pall H. Cia-
Pan, Borough Atty., Fairbanks, for appel-
ees/cross-appellants.

Before BURKE, MATTHEWS,
COMPTON and MOORE, JJ.

OPINION

PER CURIAM.

112 The judgment is affirmed on the
opinion. of the superior court, atfached as
appendix, except as noted hereafter. The
traditional rule that judicial decisions
should apply retroactively governs this
case as the resolution of the iSsue present-
ed was foreshadowed by prior opinions of
the state attorney gei “ral, there has been
no irremediable reliance on the statute in
twestlon, and inequity would result if only
the appellees were to receive the benefit of
this rullng. See Commercial Fisheries
Entry Commission v. Byayuk, B4 P2

114 117 (Alaska 1984)

Accordingly, we remand this case to the
superior couit with instructions to modify
its judgment to allow for total retroactivi-

=
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a
AFFIRMED on the nunits, REMANDED
as to effect.

RABINOWITZ, CJ., not participating.

APPENDIX

FAIRBANKS NORTH STAR BOROUGH,
and  FAIRBANKS NORTH _STAR
ElORCt)_lfJfGH SCHOOL  DISTRICT,
aintis,

VS,

STATE OF ALASKA, WILLIAM SHEF-
FIELD, Governor of the State of Alas-
ka, MARSHALL LIND, Commission .r
of Education, ELEANOR ANDREWS,
Commissioner _of  Administration,
EMIL NOTTI, Commissioner of Com-
munity & Regional Affairs, LOREN
LOUNSBURY; Commissioner of Com-
merce & Economic Development, MIL-
TON BARKER, Acting Commissioner
of Revenue, all in their official capaci-
ties, Defendants.

Case No. 4FA-86-2528 Ci.

IN THE SUPERIOR COURT FOR THE
STATE OF ALASKA FOURTH
JUDICIAL DISTRICT

OPINION

This case comes before the court on the
State’s motion for summary judﬁment and
the Borough’s cross-motion. ~ The motions
require the court to resolve questions of
constitutional and statutory interpretation.
The facts are undisputed.

In December of 1985 Governor Sheffield
submitted his é)roposed budget for fiscal
year 1987 (FY87) to the legislature. His
%roposallwas based on the Department of

evenue's December revenue  forecast,
which predicted that $27189 million in un-
rFeYsér%cted funds would be available for

I. On December 8, 1986. Governor Cow{>cr is-
sued Administrative Order No. 91 for the same
purpose and under the same authority cited in
Administrative Order No. 90. Governor Cowpcr
made d ten percent actual cut in expenditures
for school debt retirement.

NORTH STAR BOROUGH Alaska H41
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iuJ 1) .

March 12 1983 the Department is-
sued a new forecast, which projected a
droP in revenue of $64L3 million. The
decline was due to s,harpl¥ reduced ol
prices. Revenues derived from oil com-

rise_approximately eighty-five percent of
Phe Start)g's income.y I

The_budget Jpgz&sed by the legislature in
early June of 1Bowrs approximately

million less than that submitted by the
Governor in December. The Governor then
exercised his veto power to further reduce
appropriations to within $40 million of the
June revenue projection. The budget was
approved -vith item vetoes on June 9, 1%

On July 16 1983 the Department of
Revenue ssued the June forgcast, which
Pro;ected a further decline of $9572 mil-
lon, for a total projected deficit of $397.2
million. At about the same time, the final
accounting for FY86 was completed.
Funds which remained unspent under the
l%apPro riations—the unrestricted sur-
Plus-to alled $173 million.  That amount
apsed hack into the general fund,

T0. coRe with the substantial projected
deficit, the Governor decided to act without
recalling the legislature for a special ses-
sion. He announced that he would restrict
the obligation of revenues set aside b
a]%opnatlon for FY87. On August

he issued Administrative Ofder No.
90 which stated that he had determined it
to be in the State's best inferest to, with-
hold expenditure authority for certain ap-
propriations.1 His. purpase was to avoid
deficit spending which is prohibited b_}l Arti-
cle IX, sec. 8°of the Alaska Constitution.

Under Administrative Order No. 90 ex-
penditure authority for different classes of
appropriations was restricted by different
percenta([;es. Some appropriations  were
unrestricted.  Appropriations which were
intended to provide funds for municipalities
were restricted ten percent; the ten per-
cent restriction on those anproprl,anons 5
at issue in *hs case.l Expenditures of

2. Those appropriations included amounts set
aside for municipal grants, school bond debt
reimbursement, State shared revenue, munici-
pal assistance, day cate assistance, public school
Inundation account, tuition for military schools,
education of youth in detention, grants for com-
munity tchools and tiansportation.

S
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appropriations for State agencies were lim-
ited by fifteen percent and thosg for capital
Pro;ects smg-ﬁve percent.  The restric-
ions totalled approximately $80 million.

The Governor based his authority to is-
sue Administrative Order Qon Article_Ill,

secs. 1& 24 of the Alaska Constitution3

and AS 37.07,080() and gg).l The central
uestion in this case. is whether AS 3707-
0@ is constitutional.

AS 3707, 2), a provision of the Ex-
ecutive Bud(g);gétx%c\), pr%wdes that:

gg) The governor may direct the with-

Olding or reduction of approprla,tlonst ﬁo

e

g state agenc;{ at any time durlng t
eter-

fiscal ){ear only if the governor

mines that

estimated receipts and surpluses

wifl be insufficient to provide for appro-

priations.

“Appropriation,” for the purposes of the
Executive Budget Act, is defined to mean
"2 maximum amount available for expend-
ture b{ a State agency for a stated u3r7005e
set outin an appropriation act." AS 3r07-

The Borough has ,ar%_ued that AS 3707-
g)§_2) Is_Unconstititional for two rea-
sons:” first, because it dele%ates power over
appropriations, a power which can only be
exercised by the legislature in accord with
the procedures mandated by Article Il cf
the Alaska Constitution; second, hecause
the statute lacks standards to quide the
exercise of administrative discrétion. In
either case, the Borough argues that the
statute violates the principle of separation
of powers.

~ The doctrine of seﬁaration of powers is
implicit in the Alaska Constitution.  As

S. Art. 11, sec. | provides that:
The executive power of the Slate is vested in
the governor.
An. 1l sec. 24 provides that:
Each principal department shall be under the
supervision of the governor.

4, AS 17.07.080(0 and (g) provide as fallows:
(0 The office shall report quarterly to the
governor and the legislature on the operations

of each state agency, relating actual acconv
plishments to those planned and modifying, if

136 PACIFIC REPORTER, 24 SERIES

Justice Brandeis said, the doctrine was

adopted
not to promote efficiency but to preclude
the exercise of arbltr,ar¥_ppwer. The
purpose was not to avoid Triction, but, by
means of the inevitable friction incident
to the distribution of the government
POWers amonP three departments, to

save the people from autocracy.
Myers v. United States, 212 US. 52 Z}é)
4 S0l 21 & 71 LEd. 1) 202
gl . _The question then is whether AS
31.07.0800) permits the arbitrary exer-
cise of power.

On its face, AS 37.07.080(0)(2) purports
to endow the Governor with discretion to
reduce ap?roprlatmnsﬁln effect, to amend
the hudget—when anticipated revenues ap-
pear madeguate to mee aPpropnatlon lev-
els. The State contends that the legisla-
ture intended only to delegate discretion
over expenditures In such a Situation.  This
interpretation would comport with prior de-
cisions which have held that the legislature
may delegate d:scretion to the exeCutive to
1spend or not spend approFrlated funds.
'he existence of such discretion is a ques-
tion of legislative intent, as manifested b
the language and legislative hlsto%%)fpt

statute. Elis v. City of Valdez,
(Alaska 1964)

This court is under a duty to canstrue a
statute to avoid constitutional infirmity
where possible. However, jt cannot ¢o so
far as to redraft defective legislation.

10111

State v. Campbell,

(Alaska 19/, The limiting construction
suggested by the State carinot save this
statte.  AS" 3707080 fails because it au-
thorizes the exercise of sweeplr]g power
over the entire budget with no guidance or

accessary, the operations plan of any agency
for the balance of the fiscal year.

(g) The governor may direct the withhold-
ing or reduction of appropriations to a stale
agency at any lime during the fiscal year only
if the governo  determines that

(1) the planned expcndiluics can no longer
be made due to factors outside the control cf
the state which make the expenditure factual-
ly impossible; or

(2) estimated receipts and surpluses will be
insufficient to provide for appropriations.

i
2
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limitation. The statute is thus an unconsti-
tutional delegation of legislative power.

The Alaska court has never applied the
delegatmn doctrine to a statute of compara-
ble breadth. This is not a case where the
legislature has delegated broad authority
t0"an agence( with expertise to requlate a
narrowly defined field. sec liochl v, Sabre
Jet Room, Inc., J9 P.2d 585 S&B(Alaska
130, Nor is this a case where the Act's

urpose and standards are explicit and de-
alled. see Walker v. Alaska State Mort-
gage. Association, 416 P2d 247 §A|E_lSka
]%. Indeed, the legislature has aeclined
to provide even the g_eneral limitations and
policy statements which were sufficient to
guidé administrative discretion involved in
making loans to promote economic develop-
Ment. De Armond v. Alaska State Devel-
opment Corporation, 3/0 P.2d. 717, 123
(Xla,ska . Surely a dele?atlon of au-
|thorlty over the entiré budgef deserves no
ess.

The deIe?atlon doctrine was developed in
the federal courts; therefore, it may be
useful to assess this statute under the
standard articulated in a recent federal
Case, Synar v. United States, F.SUPp.
137 MEDDCI%) In Synar, he
court found that a_ limited delegation of
POWer over appropriations was nof an un-
constitutional delegation of legislative {low-
er. In that court’s view, the constitutional-
ity of a delegation is determined on the
basis of the stope of the ?ower delegated
and the specificity of the standards_to gov-
ern its exercise. “"When the scope increas-
es w immense proportions ... the stan-
dards must be correspondingly more. pre-
cise.” 1d. at 1380 The essential |n?u|,ry IS
whether the sP,ecn‘led quidance “sufficiént-
ly marks the field within which the admin-
iStrator is to act so that it may be kpown
whether he has kept within it i’ compliance
with the legislative will." 1d. at 1387 quot-

ing Yakus I. United States, 1 US. 414
?1%44)645“ &%) 665 & LEd. 8% &

5. Before the Governor can take any action un-
d«r AS 37.05.159, the statute creating a reserve
for emergency operating expenses, he must
make an express finding that there is an "Imml-
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he statute at issug n synar_permitted
administrators to affect spending levels
over a specified ran%e of federal programs
and only to a limited degree. 10. at"13%
The Act provided explicitdirection as to the
Bro,cedures to _be followed and established
asic assumptions, definitions and criteria
to guide the administrators. 1d. at 1387~
8" The court held that anPress, had pro-
vided an adequate "intelligible principle to
quide and confine administrative decision
making." 1d. at 130

The detailed direction described in synar
stands in sharp contrast to the statute at
Issue here. The legislature has articulated
no, principles, inteMlgible or otherwise, to

uide the executive. Under AS 3707-

\0)2), the governor decides when
projected revenues are inadequate to meet
appropriations.5 Once he makes that deter-
mination, he may or may not assume au-
thority under the statute.’ If he decides to
act, Ne has total discretion as to which
%%proprlatlons to cut and to what extent.

e statute does not expressly require him
to limit his cuts to the extent of the short-
fall nor does it provide for adjustment of
the cuts to the actual revenues received.

~Most importantly, the executive is pro-
vided with no pohcy_gwdance as to how the
cuts should be distributed. -The State con-
ceded at oral arqument that the statute
would permit the Governor to cut the entire
budget for a particular department or
project Indeed, nothing in"the statute
would prevent him from effectively vetoing
a project where his veto had, Prewously
been overridden. . An appropriation could
be eliminated entirely, cut in half or left
untouched. In short, the effect of an exer-
cise of authority under AS 37.07080)2) is
no, more predictable than the identity and
priorities of our next governor.

This memorandum is not infended to im-
pugn the motives or good faith of Gover-
nors Sheffield and Cowper. Both have in-
ter%reted the grant of authority under AS
3. 7.080(q (2 narrowly and hdve acted in
accord with “that nurrow interpretation.

nent danger” lhal ihc Stale will be unable to
meet its operating budget expenses. AS 37.05.-
159(b)(1). AS 37.07.080(g)(2) does not explicitly
require a similar finding.
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However, the issue in this case is not what
has been done under the statute: rather it
IS what can he done. As one court has

said,

[W]e find n,othln([; in [the statute] what-
soéver to indicate that the legislature
was granting the authority to he exer-
cised ‘only i the circumstances and un-
der the conditjons which respondent saKs
it has imposed on ifself. /s we read the
section, the grant is absolute and totally
devoid of réstraints, direction or rules,
Accordingly, the fact that respongent
acted only “under certain self-imposed re-
straints ¢an in no ,wag serve o supply
what has been omitted.

State ex rcl. Holmes v. State Board of
Finance, M 43) ) 24 % %2
(191). The limited exercise of authorit
undertaken in Administrative Orders
and 9L cannot save a statute which
amounts to legislative abdication.

Nevertheless, the actions taken by the
overnors are relevant to the final issue in
e case:_the effect of this decision holding
that AS 37,.07.0&)(?)(2) IS an unconstitution-
al delegation of Tegislative power. The
State contends thatthi. ruling should be

given only prospective effect.

The. Supreme Court has identified four
conditions indicating the propriety of non-
retroactive treatment in civil cases: 1 the
holding is one of first impression ... and
was not foreshadowed. in earlier decisions;
2 there has been justifiable reliance on an
alternative inferpretation of the law; 3 the
purpose and intended effect of the holding
Is best accomplished by prospective applica-
tion; 4 undue hardship would result from
retroactive application. Plumlicy v, Hale,
P4 P2d 497, 503 (Alaska (citations
omitted).

In this case, the factors listed above fa-
vor partial prospective application of the
holding in this case, The decision is one of
first impression which was not clearly fore
shadowed in prior Alaska cases applying
the delegation doctrine, ~The g\overnors
acted redsonably in justifiable reliance on
the statute when they issued the Adminis-
trative Orders; it is probable that the legis-
lature and the public have relied on those

116 PACIFIC REPORTER, 2 SERIES

Orders as well, In addition, retroactive
application would not further the purpose
of this rulmq. This court does not hold
that the legislature could not draft a stat-
ute which would permit the executive to
exercise limited authority to control ex-
Pendltures as Governors Cowper and Shef-
leld have done. Rather this court holds
that the legislature unconstitutionally del-
egated Ie%glatlve authority when it enact-
ed AS 3707080()(2) without providing any
meaningful guidance.

In the final analysis, the determination of
the effect of this decision must be guided
primarily by equitable considerations:
What is necessary, what is fair, and what is
workable. 1d. at S04 n. 28gutat|on omit-
ted). The court is aware that the governor,
the' legislature and the public are now at-
tempting to cope with the effects of dimin-
ished revenues. Stability is an important
factor in making that adjustment. Total
invalidation of Administrative Orders 9
and 9L now would only inject additional
uncertainty into an already difficult calcu-
lation. The court notes that others in posi-
tions similar to plaintiffs have elected not
to join this suit. As a practical matter
then, it would be unduly burdensome, in-
deed unnecessary, to require the legisla-
ture to reconsidér the entire $40 million
deficit that the Administrative Orders
served to remedy. The court therefore
holds that this decision applies only pro-
spectively except as to the plaintiffs in the
case at bar, Whether plaintiffs ultimately
obtain funding depends, of course, on legis-
lative action or inaction.

SUMMARY
1 AS 3707.080()(2) is unconstitutional.

2 Insofar as them are applicable to
plaintiffs Fairbanks North Star Borough
and Fairbanks North Star Borough School
District, Administrative Orders Nos. 9and
L are set aside.

3 In light of the foregoing, it is unnec-
essary for the court to reach the other
issues raised in plaintiffs’ complaint.
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DATED at Fairbanks, Alaské this 6th  he or shegﬁgs contributed to rarning poten-

duy of April 1987 _
/5/ James R. Blair
JAMES R, BLAIRR
Superior Court Judge

JZ\
X

June NELSON, Appellant,

V,
Clairborne G. NELSON, Appellge.
No. $-1244

Supreme Court of Alaska.
May 15 198/

. The Superior Court, Third Judicial Dis-
trict, Anchorage, Victor D. Carlson, J., en-
tered judgment of divorce and, after prop-
erty was_divided between parties, wife ap-
Realed. The Supreme Court, Matthews, J.,

eld that equal division of marital assets
upon divorce was not an abuse of discre-
tion, notwithstanding two years at outset
of marriage during which wife worked and
husband went to school, where both parties
benefitted from increased earnlnfq capacity
%alned by husband during those fwo years

usband’s degree was not a specialized
postgraduate de?ree, and husband sup-
portéd his educational efforts by working
Bart—nme and through receipt of, benefits
ecause of his past ‘military’ service,

Affirmed.

1 Divorce 6;252:{%) , ,
A professional degree is not marital
property subject to division upon divorce.

2 Divorce «2523(1)

A spouse who_has worked and made
other sacrifices while other spouse has ob-
tained a potentially lucrative professional
de?ree is not without a remedy and, though
not entitled to a division of that degree as
property upon divorce, may obtain a favor-
able award of property by establishing that

tial of other spouse.

3 Divorce G237 o

Financial needs of divorcing spouses
should generally be secured bK an appropri-
ate Broperty division rather than by alimo-
ny, but when there is not substantial prop-
erty to divide supporting, spouse, may be
enfitled to alimony if itis hoth just and
necessary.

4 Divorce @522{]? .

. Equal division of marital assets upon
divorce was_not an abuse of discretion
notwithstanding two fXear,s at outset of
marriage during which wife worked and
hushand went to school, where both parties
benefitted from increased earnln? capacity
gamed by husband durl_nP those fwo years,
egree was not a specialized ?ost raduate
degree, and husband supported his edu-
cafional efforts b}/ working part-time and
through receipt of benefits” because of his
past military service.

5 Divorce G533

_ Date of separation rather than date of
divorce was appropriate time at which to
valug marital property for division where
parties had not comingled their financial
affairs since separation.

Harold Green and Kelly C. Fisher, Law
Office of Harold Green, Anchorage, for
appellant

Ernest Z. Rehbock, Rehbock & Rehback,
Anchorage, for appellee.

Before RABINOWITZ, CJ., and
IaLCJ)FCQ)KE, MATTHEWS, COMPTON and

OPINION

MATTHEWS, Justice.

In this divorce case the trial court valued
the marital J)ropert Subject to division at
$1953A43 ana divided it equally. On appeal,
two points are raised: (1) whether the
court erred in failing to recognize the “hu-
man capital asset of'the marriage," a hach-
elor's degree, and divide it by property
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THE ALASKA FISCAL GAP

by Oliver Scott Goldsmith

Alaska faces a problem that will be very tough
to solve put is easy to explain: state government
IS spending more than it collects. The problem
will' get much worse as time %oes on. |f state
general fund spending stays at the current level of

2.25 Dillion ﬁn 1989 dollars), we face a fiscal
gap—the difference between current spending
and projected revenues—that could soon'grow to
$1 billion annually. _ ,

This budget crisis looms because oil Productlon
which supplies 85 Percent of the state’s general
fund revenues, will soon begin dropping as the
huge Prudhoe Bay oil field 1s depleted,  Likely
new petroleum production, higher oil prices,
and other economic activity in the Coming decade
won't be able to generate nearly enough tax and
royalty income to replace the loss of Prudhoe Bay
production. , _ _

Figure 1 shows projected oil production and
siate petroleum revenues over the next 20 years,
based on the Alaska Department of Revenue's
estimates from producing fields and our own es-
timates of new field production and per barrel
revenue. Production Is at its peak and will soon
begin a long decline. Even assumm%]prqductlon
from new fields such as West Sak—the t|m|_nP of
which is uncertain—production in 2000 will"be
only half of what it is today. Petroleum revenues

have already fallen tojust half of what they were
in the early’ 1980s, because oil prices are” much
lower now. If the real price of oil remains in the
range where it has been for the last few years,
goe%oleum revenues will drop by half again by

This figure does not include potential produc-
tion and revenues from oil fields that may exist in
the Arctic National Wildlife Refu?e (ANWR),
Such revenues would of course help reduce the
budget shortfall in the next century. But under an

reasonable assumptions (see the box on page 43/
they would fall far short of revenues we've en-

joyéd from Prudhoe Bay, and could not reverse

the downward trend. Also, future production
from A" TR s extremely speculative right now.
Congress would first have to open the refuge to
exploration and oil companies would have to dis-
cover commercial quantltles of oil; after such
discoveries it would take years to bring new fields
into production.

THE FISCAL GAP

How shrinking production and revenues trans-
late into trouble tor Alaska is ap?arent in Figure
2. It shows the potential size of the future gap

. This s the first in a series of ISER Fiscal Polic Paﬁ,er_s that will examine aspects ofstate government spending, We

intend these papers to focus the attention of state 0

face, and on the necessltY

Information and analysis
The author, OliverScott Goldsmith, is

icials and of Alaskans in general on the serious huaget crisis we
for dealing with it soon. We hope this and later papers will provide policymakers with
hey will negd when making the difficult decisions ahead. _

rofessor 0f economics with ISER. He has fourteen years of experience

examining state spending. Lee Gorsuch, IgER director, Is responsible for the design and presentation of this series.

Linda Lcask edited the paper.

The ISER Fiscal Policy Papers Series is financed by a grant from ARCO Alaska.



between general fund revenues and spending. If
annual spendl_nF were held at its current level of
about $" 25 billion (in 1989 doIIars}, the gap be-
tween %}o ing and revenues could be Several
hundred million dollars a year in the early 1990s
and more than $1 billion annually after the turn
of the century. If future revenues turn out to be
larger than we anﬂup_ate, the fiscal gap could be
reduced for a short time but the overall picture
would be the same. (See the box on page 4 fora
description of how our results would ¢ ange
under different assumptions about future
developments and other factors,)

Such a %ap of course can't persist. We'll have to
balance the budget by cutting spending, raising
taxes, using savings, or some combination of the
three. These changes will affect not only those
who currently enjoy state services, work for state
?overnment, or pay taxes. Everyone who benefits
rom local ?overnmen,t services like schools and
street maintenance will also be affected. Budget
cuts will also affect_ recipients of government
transfers —including Permanent Fund
dividends-and businesses that depend on the
Purchasmg power provided by a large public sec-

o,
Balancing the budget will affect all Alaskans,
because the economy and people of Alaska are
dangerously dependent on state government
spending financed by oil revenues.”™ Even now,
after several years of recession and a precipitous
drop in revenues, state government spending still

accounts directly and indirectly for

more than one in four Alaskajohs.

Below we look at four possible

ways to deal with the fiscal gap pe-

tween now and the year 2010 Brief-

Ig, our four cases are: Ll_) Stumble

rom Year to Year; this case as-

sumes that the state tries to main-

tain current spending for as long as

possible by using " all available

[eserves exceEt the principal of the

Permanent Fund and then cuts

spending to match reduced

revenues. (2) Deplete the Per-

manent Fund: this case examines

what would happen if the state

maintained the current bud?et level

by spending the principal ofthe Per-

manent Fund. (13) Freeze the

_ Budget; this case 100ks at how the

fiscal gap would be affected if the state did not

adjust the budget for inflation—in effect cuttln%

the budget by the annual rate of |nflat|on._E)4) Cu

Spendirig and Raise Taxes; this case describes the

combined effects of reducing state spending

reimposing the personal income fax, and
eliminating the Permanent Fund dividend,

There are other possible combinations, but

these four scenarios include the main options

available to the state. We do not discuss, nor have

we attempted to analyze, the enormous political

difficulties inherent n exercising any of these

options. Some would "'quire changes in law or

even amendments to the Alaska constitution. All

would generate intense public debate, and most

*Fioiocted at tho current level of state general fund oipondi*
turoa Revenues include oil aottlomont estimate



REAL VS. INFLATED DOLLARS IN FISCAL ANALYSIS

For simplicity and clarity all revenues and expenditures arc presented in 1989 dollars. Using this technique eliminates the need to estimate
the rate of inflation —the value of which has only a marginal effect on the rest of our analysis—and avoids the confusion that inflation can
introduce when we try to compare the purchasing power of dollars received al different times. For example, SI of revenue collected in 2000
would have the purchasing power of just 61 cents, if inflation were 5 percent annually over the next decade. Our use of 1989 dollars throughout
the analysis allows direct comparisons of current and future purchasing power.

The use of real dollars also corrects a misinterpretation that can arise in revenue projections that use nominal dollars. In such projections,
the inflation-ptoofing portion of Permanent Fund earnings can appear to be a source of recurring revenues. In fact, inflation-proofing is just
the portion of earnings needed to offset the devaluation of the fund principal by inflation. Because we use real dollars in our analysis,
inflation-proofingdocs not appearasa scparate revenue source, and we avoid any potential misinterpretation. This assumption does not preclude
the policy option of appropriating inflation-proofing to fund government spending

would, face extremely strong opposition from
specific groups or from Alaskans in general. This
BaPer does not endorse an)( particular strategy to
alance the budget. Rather, it describes in
eneral the tradeotfs—who bears the pain—and

e ramifications of the various choices.

Doing an analysis like this reti]uwes making cer-
tain economic assumptions. Those assumptions
are summarized in the box on page 4 and in the
individual case descriptions. We can'the sure that
these assumptions will prove correct, but chang-
ing those assumptions in any reasonable way
would not substantially alter odr findings.
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In this case we look at what would happen if the
state government budgeted from Year to year,
trying to, maintain the current level of spending
($2.25 hillion in 1989 dollars) for as long as pos-
sible. using available fund halances but making no
changes in current fiscal policies. The dividend

Pro ram would not be changed, the principal of
he Permanent Fund would e retained, and no
new tax measures would be enacted, ,
Revenues from the settlement of disputes with
the oil companies over past royalty and tax pay-
meiuS, as well as with the federal ?overnment
over ownership of leases in the Beaufort Sea, are
an important element of our revenue estimates
for the 1990s. The amount and timing of any
settlement mongy the state might receive is ex-
tremely uncertain, but we assume for this and the
other Cases that the settlements occur_re?ularly
over the next decade in an amount equivalent to
$1.7 billion today. (See also the box on page 4 for
an example of how changing this settlement total
would change the anal)(srsg In reality the state
may not beso fortunate as to receive a steady
stream of income from thissource, and the budget
shortfall would pressure the state to accept quick
negotiated settlements in these disputes.
nder these conditions, the Railbelt Energy
Fund, the Earnings Reserve Account of the Pér-
manent Fund, and other fund balances could
balance the budget for a short time. A fiscal gap
of $400 million would open in 1992 and grow to
an annual deficit of SI billion by 2000. "In this
scenario, state government and the economy
would adjust to reduced state spending as dis-
cussed below and shown in the graphs on page 7.

Permanent Fund: The Permanent Fund would
remain just about the same size &mflatmn-
Bro_ofed) that it is today, Contrary to_popular
elief, future earnings ofthe Permanent Fund will
not be able to replace petroleum revenues in the
support ofstate government. Annual additions to
the fund from petroleum revenues—which the
state constitution currently re(%uwes odirectly to
the prlncg)alofthe Permanent Fund-plus earn-
ingswoul Iargelybe consumed by the Permanent
Fund dividend program, with little or nothing left



ECONOMIC ASSUMPTIONS USED IN ANALYSIS
If we changed (lie economic assumptions used in this analysis, the rate at which the fiscal gap grows would be different but the options for
dealing with the gup would be the same. To focus on those options we held the economic assumptions constant thioughout the fourcascs.Thc
most important assumptions arc listed below. (Full details on the assumptions arc available front the author.)

Oil. PRODUCTION: Alaska Department of Revenue estimate, Spring 1989, plus West Sak production scenario developed by author
(oil companies recently announced postponement of West Sak exploration)

OIL PRICE: Gulf Coast delivered price for Alaska North Slope (ANS) crude averages S15a barrel (in 1989 dollars)

RETURN ON PERMANENT FUND: 3 percent annually, net of inflation

EMPLOYMENT GROWTI | RATE: 1.75 percent annually, independent of government spending

SETTLEMENT REVENUES FROM PETROLEUM DISPUTES: $1.7 billion (in 1989 dollars), received over 10years

TAX REGIME; Reflects the Economic Limit Factor (El F) as revised by the Alaska Legislature in June 1989

INFLATION RATE: 5 percent annually

RECURRING REVENUES (Non-petroleum revenues): 1percent growih annually, net of inflation

for fund growth. The total amount available to ,oay
dividends and the payments to individual Alas-
kans would stay fairly constant because popula-
tion growth would _ro_ugh(liv match growth in the
total available for dividends. Dividends as a com-
Bonent of government spending would increase
ecause of decreased spending in all other func-
tional areas.

Revenues: With no new recurrln_P revenues,
general fund revenues would steadily decline to
about $1.2 billion in 20U0. Permanent Fund ad-
ditions and earnmﬁs would remain relatively con-
stant because of the stable size of the fund.

Expenditures:  Declining petroleum r venues
would force significant budget cutbacks begin-
ning in earnest In 1992. The general fund would
need to be cut IX percent that'year to balance the

budget. Smaller annual cuts would be the rule
over the next two decades. Expenditures in 2000
would be $1.2 billion—equal to revenues col-
lected that year. These cuts in state spending
would mean underfunding many and eliminating
some qovernment Programs; reducing transfers
to local governments (Creating pressure on local
governmients to increase taxes and try to shift
government_functions hack to the_ state); and

red,ucm% financial support for individuals.
ProBecte Popu,latlon growth would add to the
roblem ot deciding how the cuts should occur,

ncertainty about the t|m|n8 and magnitude of
cuts from year to year would create continuing
confusion "and negative attitudes both within
government and the private sector.

Alaska Employment; During the next decade
26,000 public and private jobs would be lost as

WHAT IF WE CIIANGED THE ASSUMPTIONS?
uestion likely o be asked is; | low much |onger could wc maintain current spending if revenues turned out to

A
be g?eater than we have assumed? If we used up the entire Permanent Fund

(as discussed in Case 22 wc could

maintain current spending up until 2003 Alternate assumptionswould add to the number of years that the current

spending level could be maintained as follows:

Si increase in the price of oil
Gas Vwelme in the 19905
ANWR p

Petroleum settlements of

Another |ikely ciuesnon is: What would he the cost ofa,onc-rc%r del
hat the state can sustain annual spending of a /5 ,
lével ot 265 billion (including the aPp

ence between current and sustainab

Case 4indicates

current lax regime, compared wilh the current pendin
million paid in” Permanent Fund d|V|dends?. I he diffe

rodu?tion Sho”'@%hﬁgﬁo

| year
1year
1year
2\ears

In closing the Fiscal gap? Our analysis i .
45b(|)|fiorq In mgoﬁar%xti)?nsaet% lg%
e spendinﬁl—$12

out

billion - approximates the loss in stale Fiscal assets associated with each year of delay in closing the gap.



state general fund spending was cut virtually in
half. (For simplicity we assume public sectorjobs
would be eliminatéd in proportion to the budget
cuts, WaPe rate reductions could partially offset
this job foss. We also assume that local govern-
ments do not raise taxes in response to less state
fiscal support.) The drag on the economy created
by a job loss of this maPmtude would” make it
difficult if not impossible for the economy to
grow, even assuming the private sector could
generate new jobs at about the same rate
projected for the national economy—1.75 per-
cent annually. Total employment in Alaska in
2000 would be only slij htly above what it is today.

Economic Well-Being:  Annual percentage
changes inemployment'would hover near zero for
most of the next 10 years, with a dramatic drop
when government spending was first reduced in
1992. Per capita general fund %overnmentspend-
ing would fall about 5 percent annually through
most of the next 20 years.

FISCAL

CHOICE 2. FISCAL GAP FILLED BY:
Billion WBO »
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Another strate%y for dealing with the budget
crisis—the most drastic and one which would re-
quire an amendment of the Alaska constitution —
would be to use the entire $10 billion in the
Permanent Fund to fo_lug the fiscal gap and keep
spending at $2.25 biflion (in 1989 ollarsz for as
long as possible. Wc do not endorse this strategy,
but'include it to cover the range of options avail-

5

able to the state. Under this scenario, the portion
of Permanent Fund eamings now used to protect
the principal of the fund from inflation would be
spent, as well as the principal of the fund itself.
The first draw—$400 million from inflation-
Proofmg—would be required in 1992, Within
WO years, however, we would beﬂln taking from
the ,orlnmpal of the fund, and t
would grow ragldly—topplng SI billion for the
first time in 2000. "The fund principal would be
drawn down faster as time went on not only be-
cause of the growing fiscal gap but also because
the shrinking Permanent Fund would generate
less earnmqs each year. Under this scenario, the
effects would be as discussed helow and shown in
the graphs on page 8.

Permanent Fund: More than $6 billion from the
Permanent Fund would be needed to fill the
budget %ap between 1992 and 2000. The last year
of withdrawals would be 2003, when the Per-
manent Fund would be depleted. The Permanent
Fund dividend would be an additional casualty,
declining each year as the fund shrank and disap-
pearing when the fund disappeared.

e withdrawals

Revenues; Revenues flowing into the %eneral
fund would be the same as in Case 1, but the use
of Permanent Fund earmn_?s and principal would
disguise the shortfall until 2003, when' the Per-
manent Fund would be gone. By 2005, revenues
would be about $1 hillion —60 percent less than
the level expected in 1990. The additions and
earnings of the Permanent Fund would fall as the
fund itself shrank.

Expenditures: The Permanent Fund would prop
'L'JFD expenditures until 2003. Then a massive

orced transformation” of the public sector and
the entire Alaska ecpnom%/ would occur because
of the sudden drop in state (iener_al fund spend-
ing-from $2.25 hillion to $1 billion in just two
)(ears. All public services at the state and local
evels would suffer dramatic cutbacks.

Alaska Employment: Extreme dislocation and a
serious economic recession would start in 2003,
About 30,000 jobs—both public and private —
supported b{general fund spending would disap-
pear over a two-year Penod. (To putsuch a drog
In perspective, job loss during the 1985-198

recession was ahout 25,000.) ~ Even assuming



private mdustr%would continue to generate jobs
at the rate of 1.75 percent annually, by 2010 Alas-
ka would still not have replaced all the jobs lost
during the recession.

Economic WeII-Belnc};]: Alaska employment
would increase through 2002 because of growth
in the private economy and constant general fund
overnment spending. In the following twoyears,
2 percent of total State jobs would disappear.
Desgnte constant government sPendlng through
2002, per capita state general fund ,spendmﬁ
would decline because private economic growt
would be drawmg people to Alaska. Per capita
state qeneral fund spending would be cut nearly
in h%f when the "f
curred.

FISCAL CHOICE 3: FREEZE THE BUDGET

CHOICE 3. FISCAL GAP FILLED BY:
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The forced transformation of the public sector
and the severe recession described in Case 2
could be mitigated under a scenario in which the
budget was held constant in nominal dollars—
that s, net adjusted for inflation. Such a sh |tcg¥
would reduce the purchasing power of the budge
each year by the rate of inflation.
_Theaverage annual rate of inflation in the com-
ing years is expected to be in the neighborhood of
5 pércent. If the budget were not adjusted for that
inflation, the real dollar value (the effective pur-
chasing power) of the budget would fall by 5
percent each year. If the state government imple-

orced transformation" oc- 9

mented a constant budget policy starting in 1991,
the budget could be reduced to an arbﬂrarg target
level 0f'$1.5 b||_||on.f<|n 1989 dollars) by 1998.

A gradual policy like this would require a large
amount of political discipline, but it would have
several attractive featiires--even thou?h it would
not entirely solve the state’s long-ferm fiscal
Problem. Public programs could be phased out on
he basis of plans developed to minii lize the ef-
fects of the budget reductions. The_economz
would not suffer the kind of massive shoc
described under Case 2, when state spending
would be reduced by half in just two gears. The
effects of using inflation to cut the budget are
discussed helow and shown in the graphs on page

Permanent Fund: This strategy at first glance
appears to preserve the Permanent Fund, since
the balance would hold relatively constant for
several years after budget cuts ended. It would
require use of portions of the annual approgrla-
tions for inflation-proof.ug during the 1390s,
After2000 contmumﬁ declines in revenues would
force significant withdrawals from principal, B

2010 thé fund principal would be only about $3.

billion, as compared with $10 billion today. As
the Permanent Fund shrank, the amount paid out
as dividends would also fall off,

Revenues. General fund revenues would be the
same as in Cases land 2. The spending reduc-
tions would not be sufficient to produce ageneral
fund surplus; such a surplus could in itself be a
new source of earnings. Additions and earnmgs of
the Permanent Fund'would taper offafter 2000 as
the principal of the fund was spent.

Expenditures: State expenditures would fall off
%adually but steadily each year until 1998 and

en hold stead>{ at $1.5 billion through the next
decade —but on x because we would be using the
principal of the Permanent Fund to supplement
other revenues. After 2010 the Permanent Fund
would be used up and a smaller “forced transfor-
mation" of the public sector and the economy
would occur. Under this scenario, dramatic cuts
instate spendln?—asmuch as 10percent - would
be forced by 2015 (not shown on'the graph).

(Text continued on page 11)



Fiscal Choice 1: Stumble from Yearto Year

CASE ASSUMPTIONS

* SPENDING: General Fund spending based on availability
of revenues up to $ 2.25 billion (1989%)

* TAXES: No now taxes
® DIVIDEND: Retain Permanent Fund dividend

* PERMANENT FUND: Leave Permanont Fund principal
Intact, continue contributions and Inflation proofing,
spond earnings reserve account

OIL PRICE (constant across cases): Average ANS Gulf
Coast oil price $15 (19893)

SETTLEMENTS (constant across cases): $1.7 billion of
oil settlomonts collectod and spent over 10 years

STATE GOVERNMENT REVENUES
(Permanent Fund Included)

Billion 1989 S

1990 1999 2000 2005 2010
GENERAL FUND REVENUES
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E3 sermevents

ALASKA EMPLOYMENT
Thouvttf Joo*

ol A
-ojln_’{l; no w
eura M

t«:. 2000 wWo®
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STATE GOVERNMENT EXPENDITURES
(Dividend Included)

139 Billion 1989 t

1999 2000 3006 2010
GENERAL FUND CATEGORIES
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Fiscal Choice 2: Deplete the Permanent Fund

CASE ASSUMPTIONS

SPENDING: General Fund spending based on availability
of revenues up to $ 2.25 billion (1989%)

TAXES: No new taxos
DIVIDEND: Retain Permanent Fund divider.?

PERMANENT FUND: Use Permanent Fund principal to
maintain spending as long as possible

OIL PRICE (constant across cases): Average ANS Gulf
Coast oail price $15 (1989%)

SETTLEMENTS (constant across cases): $1.7 hillion of
oil settlements collected and spent over 10 years

STATE GOVERNMENT REVENUES
(Permanent Fund Included)

Billion 1989 $

GENERAL FUND REVENUES

ES3 REOURRING O 4L
£G3 SETTLEMVENTS

ALASKA EMPLOYMENT
ThOuMAd J0b*

w3+ tnd 3*1+7/ CmetoyMftl Onws

PERMANENT FUND BALANCE
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Fiscal Choice 3: Freeze the Budget

CASE ASSUMPTIONS PERMANENT FUND BALANCE

Billon 1000 S
SPENDING: General Fund spending constant in nominal '
dollars from 1991 to 1998. (The budget declines to A
a target of $1.5 billion In 1989%)
TAXES: No new taxes
DIVIDEND: Retain Permanent Fund dividend

PERMANENT FUND: Use Permanent Fund principal to
mal'taln spending at targeted level as long as
possible

OIL PRICE (constant across cases): Average ANS Gull
Coast oail price $15 (1989%)

SETTLEMENTS (constant across cases): $1.7 hillion or
oil settlements collected and spent over 10 years

OMD WM o0 103 K

STATE GOVERNMENT REVENUES STATE GOVERNMENT EXPENDITURES
(Pormanent Fund Included) (Dividend Included)
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Fiscal Choice 4: Cut Spending and Raise Taxes

PERMANENT FUND BALANCE

CAGE ASSUMPTIONS

anon 1989 *
 SPENDING; Genaral Fund apanding la rsducad 2.6% 14 %@&é’m
annuallx (1989*) from 1091 lo 2000. (il'he budget b
decline* to a largat of *17 billion In 1989*) ell
o TAXES Paraonal Income U« ralmpoaed In 1991 10
» DMDBEND: Parmanant Fund dividend eliminated In 1995 @
o PERMANENT RUND: Leave Permanent Fund principal
Intact, continue contribution*, apend earning* reaerve a
account. Appropriate real earing* to General Fund.
Uae Inflation proofing to fill revenue gap. «
* OIL PRICE (conatant acroa* caeca): Average ANS Culf o
Coaat ail price *16 (1989*)
« SETTLEMENTS (conatant acroa* caaei): *17 hillion of -Om) ¢ JOoO  M0< »00

all aettlementa collected and apent over 10 year*
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(Text continuedfrom page 6)

Alaska Employment: The number of public and
private jobs supPo_rt_ed by state spendm(t; would
suffer gradual attrition throughout most of the
1990s, dropping by about 20,000 over ihe decade,
Private industry would be hard pressed to replace
those jobs that had been supported by state
spendm(t;_. Total Alaska employment_ would stag-
nate until 1995 and only then begin a gradual
increase. However, after2010, when state spend-
ing dropped offverK abruptly, ashock wave would
again travel throughout the economy, eliminating
public and private sector jobs and”precipitating
another recession.

Economic Well-Being: There would be little
y(ear-to-year change in Alaska employment until
he late” 1990s. In"the following decdde, modest
growth in the private sector combined with stable
public employment would result in small annual
Increases inemployment. Per capita general fund
state spending would decline every year for the
next two decades, but the drops would be smaller
after the 1990s. APaln, both per capita state
sBendmg and employment would suffer after
2010, when state spending dropped sharply.

FISCAL CHO PENDING AND

*«0; PERMANENT FUND:
EARNINGS RC3ERVE
AND USE OF DIVIDEND

SPENDING CUTS
10B

0

The cumulative budget reductions described in
the first three cases, combined with the elimina-

tion of the Permanent Fund in the second and
third, may he more than Alaskans are willing to
endure. An alternative to those kinds of reduc-
tions would be for the state government to use
new sources of revenues. The most likely sources
are a personal income tax and the earnlng_s of the
Permanent_Fund that now finance the dividend
Ero%ram._ Those two together could contribute
650 million annually —$250 million from the in-
come tax and $400 million from the dividend
proPram —to the general fund. In this scenario,
we [ook at what would happen under one possible
combination of these two new revenues. We as-
sume the income tax is reimposed in 1991 and that
beginning in 1995 the revenues now used to fund
the Permanent Fund dividend program are in-
stead used to supplement general fund revenues,
The state would still need to cut_ the budget
because at the current level ofspendlng the fiscal
gap would soon exceed the $650 million
generated by these new revenug sources. Further-
more, cutting the budget at the same time new
revenues were added would distribute the pain
between the taxpayers and the beneficiaries of
public spending. _ _
Qur analysis suggests that the state is spending
$1.2 billion” more annually than it can support in
the long run, without an income taxé$80  million
in genéral fund spending and $400 million in
dividends). If we chose to reimpose the income
tax and use the earnings of the Permanent Fund
to support public sgendmp, sustainable revenues
would increase $650 million annually and $550
million _in non-sustainable spending would
remain. Thus the general fund budget would need
to be cut to $1.7 bilion—ahout a 25 percent
reduction !n combination with the revenue
generating measures, such a budget cut would
eliminate the fiscal gap not only in‘the 1990s but
into the following decades as well —and the Per-
manent Fund would remain intact.
DePendlng on when the state receives settle-
ments in tax and other disputes, this scenario
might require budget cuts in years of mcreasm%
revenues. The stafe would intentionally collec
more than it spent-thus setting aside” a small
balance ofsettlement reserves tosmooth the tran-
sition to a smaller budget Although that might
be a ratjonal decision xshen we consider the
projected revenue decline in the later years, the
plan_would be tough to justify in the Short run
particularly in the’ presence of fluctuating oll



prices. The effects of this, fourth scenario are
discussed below and shown in the graphs on page

10.

Permanent Fund; The principal of the Per-
manent Fund would grow slowly through the nc::t
two decades, with the addition of revenues from
Petro_leum and withdrawals only of real earnings
or _idgovernment. The fund Would have a con-
tinuing capautP{ to generate real eamnings of $400
million annually that could be used to support
Rubllc spending.  Individual Alaskans would,
owever, lose their annual dividends in 1995,

Revenues; Even with the addition of new
revenues from the income tax, total general fund
revenues would still fall under this scenario, be-
cause the new taxes would not completely o'.set
lost petroleum revenues. But the drop would not
be as dramatic as in the other cases—revenues
independent of the Permanent Fund would be
$1.5 billion in 2000 and fall to $1.25 hillion in
2005. As noted above, the Permanent Fund
would produce about $400 million in real earn-
ings annually, some of which would be reinvested
in‘early years.

Expenditures; Annual budget reductions would
continue for 10 years, cuttm? expenditures by 25
percent over the decade. (It the annual rate of
Inflation averaged 5 loercent, then the budget in
nominal dollars would be mcreasm? at 2.5 per-
cent in this case.) These cuts would of course
reduce the level of government services, but the
reductions would bé much more gradual than in
the other cases we've looked at. ‘After 2000 ex-
penditures could be maintained at the target level
Indefinitely.

Alaska Employment: About 12
private jobs supported by general f
would d|sa88ear as state spending declined.
Anothcr3,000]

000 public and
| fund spendin

_ obs would be eﬁmmated when the
income tux was reimposed and 5,000 more when
the dividend pro%ram ended. Although the rate
ofjob loss from these government acfions over a
10-year period would be gradual, anate industry
would have to create new jobs at a rate greater
than 1.75 percent annually to produce significant
total employment growth before 1996.

Economic Well-Being: The economy would con-

12

tract when the income tax was reiinposed, and
a?am when the Permanent Fund dividend was
eliminated. Reimposition of the income tax
would draw purchasing power out of the private
economy. Elimination” of the Permanent Fund
dividend would_ shift purchasing power from an
activity with a high multiplier to'one with a lower
multiplier—because t_he_moner would be spent
not by thousands of individuals but by govern-
ment.” Per capita general fund spending would
decline in the 1990s, but the loss would be less
than in the other cases. In contrast, per capita
discretionary income of Alaskans (not shown on
the graph) would fall in this case due to the reim-
osition of the income tax and the elimination of

Phddd

e daiviaena.

TRADEOFFS AMONG STRATEGIES

We have described four ways—all of them pain-
ful-of dealing with the fiscal gap. In each case
the level of public services—hoth aggregate and
per capita—would fall. In each case the private
economy would also suffer, since reduced public
spending and transfers and increased taxes would
mean less bqug power. There isno strategy that
would close thefiscal qap without creating Pam,
because the gaP can only be filled by taking from
somewhere in the economy. o

In each case the pain would be distributed
among citizens—present and future —in a dif-
ferent way. Those different distributions are the
distinguishing features of each strategiy. We
recogmze, of course, that the effects of balancing
the Dudget will vary among individual Alaskans
and in different aréas of the state. For example,
areas where state spending makes up a larger
share of economic act|V|tY_would, be harder hitby
budget cuts. Similarly, elmlnatlnq or reducing
Permanent Fund dividends would affect the
{Jocketb_ooks, of low-income Alaskans more than
hose with higher incomes, while reimposing the
Personal_ income tax would ) (
hose with higher incomes. DesRne these in-
dividual and regional differences, there are broad
kinds of tradeoffs ail Alaskans will need to con-
sider; some of these are discussed below,

Present vs. Future Public Spending: Ifwe spend
less of our petroleum wealth now, more will
remain for future needs—our own or those of

have more impact on



later generations. Should wc discount the needs
of the future, because such needs are not easily
identifiable or because we think the wealth of
future generations is currently underestimated?
Or should we weight the needs of the future
heavily because new public needs arc continually
being identified, the population is growmg, and
we may be overestimating future revenues?

Flgure 3 shows state spending levels over the
next 20 years under our four choices, All the
choices show much lower sPendlng by 2010 —but
how much we spend along the way varies sharply
among the choices. Choice Land Choice 2 offer
the biggest contrast in spendln? over the next
decade; under Choice 1we would continue cur-
rent fiscal policy, using all available reserves ex-
cept the Permanent Fund, while in Choice 2 we
would prop up spending by ,dramm? the Per-
manent Fund, Although spending would obvious-
Igl be much higher under Choice 2 over the next

ecade, by 2010 spending under both cases would
fall to about the same level —but the Permanent
Fund would be gone under Choice 2. Choice 3
also would Erop up state spending by using the
Permanent Fund, but at a slower raté. Spending
under Choice 4 would be highest in 2010—butwc
would maintain that spending level without draw-
mg_on the Permanent Fund principal. _

|g1ure 4 shows how each of our four choices
would affect the Permanent Fund, our primary
repository of oil wealth. The fund and its earning
power would not last long if we opted to use the
Prmmpal to proB up state spending. In Choice 2,
he fund would be used up in 2003} in Choice 3 it
would_dwindle after the 1990s and be gone hy
2015. The fund would increase somewhat under
both Choices 1and 4. But under Choice 1the fund
would be left intact while state spending shrank
and the state government and the econom
floundered front year to year. Under Choice 4,
state spendln? would be stabilized and the
economy would not be jolted by continuing
SPen_d_lng cuts over 20 years-but” it would he
stabilized at the cost ofa new Bersonal income tax
and the elimination of Permanent Fund
dividends. . _

The most straightforward benefit to the average
Alaskan from the Permanent Fund has been the
annua' dividends paid_ out of fund earn ngs, Fig-
ure 5 shows how dividend Payment_s would be
affected under each of our four choices. Under
Choice L real dividend payments (in 1989 dol-

lars) to each Alaskan would remain fairly constant
over the next 20 )(ears, since_population ?rowt_h
would roughly match growth in the amount avail-
able for dividends. Under Choice 2, the dividends
would shrink over the next decade as the principal
of the fund was being drawn down and its earnings
reduced:; the last dividends would be paid in 2004,
The attrition of dividends would be somewhat
slower under Choice 3, but the result would be the
same: shrinking and then disappearing dividends
by 2015. Under Choice 4, the dividend program
would end in 1995 and the money that formerly
went into that program would be shifted over to
the general fund. = = _

To conclude our discussion of spending, we
should note that in the past decade thestate
government has spent part of its oil wealth in ways
intended to stimulate future economic growth
rather than simply to maintain current programs,
Many of these véntures have so far had limited
succeéss, and it's outside the scope of this paper to
assess their value to the state as investments. But
to the extent that the state can use its oil wealth
to promote economic growth, that kind of spend-
ing should be viewed as investment and distinct
from spending that simply creates jobs and in-
come in the present.

Present vs. Future Economic Activity: The Alas-
ka recession that followed the "petrodollar boom"
of the early 1980s demonstrated that a large por-
tion of the economic activity stimulated by state
spending of oil revenues could be sustained only
as long as the flow of oil dollars continued. W¢
can continue to spend oil revenues when we
receive them, and immediately receive the
benefits of the jobs and income produced by that
spending. Alternatively, we can postpone spend-
ing some of the revenues and receive the
economic benefits at some future time. The
choice should depend on when those jobs and
income will contribute most to the econom%/_ and
on what we want to save for future generations.
Until we make such a choice, the marketplace—
essentially the OPFC cartel and the petroleum
Broductlon cycle-will continue to dictate the

ooms and busts of our economy. ,

Figures 6 and 7 show how thé number ofg)obs
supi),orted by state spendmﬁ-mcludmg oth
public and private jobs-and the total number of

jobs in Alaska would vary under our four choices.

Under Choice 1, the number ofjobs supported by



public spending would decling steadily for the
next 20 years. Under Choice 2, spending of the
Permanént Fund would keep such jobs at about
their current level until the fund was exhausted in
2003 —then manf jobs would oe eliminated
quickly, and by 2010 there would be about half as
many jobs supported by pubhc_spendmp as there
are foday. Under Choice 3, which involves more
gradual use of the Permanent Fur.d, the number
of jobs created directly and indirectl b%/ state
Sﬁendmg would drop somewhat by 2010 —but not
shown on the graph 1savery sharp drop that would
occur after 2010, when the Permanent Fund was
depleted. As with the other cases, the number of
jobs su ﬁo_rted b){)state spending would also drop
under Choice 4, but the decline would be some-
what smaller and the number of such jobs would
stabilize after 2000, o

How total gobs in the state —including hoth
those supported by public spending and those by
private industry—would fare undér each of our
choices depends largely on the timing of public
spendlng and on whether the Permanént Fund is
depleted, We assume in all cases that private
industry in Alaska is able to %enerate new|obs at
an average annual rate of 1.75 percent. Under
Choice L it would take about 10years for private
growth to offset the job loss from reduced public
spending. Use of the Permanent Fund would
keep the numbper ofjobs growing under Choice
2—until the fund was used up; then a severe
recession would occur, By 2010 Alaska employ-
ment would be lowest under Choice 2. Under
Choice 3, totaljobs would grow slowly but.steadil
through 2010 —but again, not shown on this grap
is a sharp decline In jobs that would happen
around 2015, EmPonment under Choice 4 would
be slightly lower than under Choice 3, because in
that case spending of the Permanent Fund would
not be supporting jobs. However, unlike Ch lice
3, Choice 4 would not involve arecession in 2015.

Public vs. Private Consumption; Ilow much we
are able to consume as a state ultimately depends
on the productive capacity of our “basic_ in-
dustries—petroleum, seafood, tourism, mmmg,
forest products and federal government spena-
ing. rHie split between public and private con-
sumption does_not affect this capacity unless
government raises taxes so high that private
economic incentives are adverseIY_ affected. | low-
over. the distribution of the benetits does depend

14

on that split. Wc have argued that the current
rate of consumption can't De sustained (because
public spending exceeds sustainable public
revenuess) but we have not suggested what the
proper balance is between public and private con-
sumption. Is public consumption in Alaska too
large hecause of historical accident and because
the only constraint on public spending seems to
have béen the availability of revenues? Or should
we increase public consumption relative to
private_consumption to meet the continuing
growth in those needs best served through public
action? Do we need a large public Sector to
balance the dominant economic influence of a
single commodity? Or does high public consump-
tion hamper divérsification in'the private sector?

Gradual vs. Abrupt Transition: A %radual tran-
sition to a sustainable level of public spending
would allow hoth the public and private sectors to
adjust in ways that would minimize the pain from
the loss of public services, income, and employ-
ment. At the same time, a gradual transition
would be ver;r difficult to manage politically and
would have a'asting negative psychological effect
on the state and population. " A" quick transition
would not leave much time for adjustments and
would cause some inefficiencies as public a%en-
cies, husinesses, and individuals reorganized in
the wake of budget cuts. On the other hand, the
|detgmental psychological effects would be short-
ived.

Figure 8 shows the different rates of s_pending
cuts under the four cases. The most drastic woul
be Choice 2, where state spending would drop b
more than halfshortly after 2000. Choice 1woul
see shago cuts in the earl}/ 1990s and then a con-
tinual downward drift Tor the next 20 years.
Choice 3 would result in a fairly stiff droi) In the
early 1990s followed by relatively stable state
spending through 2010—but then another sharp
cut in the next decade. Under Choice 4 we'd see
small but s,tead;{ decreases throughout the 1990s
but a leveling off after that,

Publicvs. Private Economic Activity: Delivering
public services requires hiring public
employees —teachers, construction workers, of-
fice workers—angd indirectly %enerates private
employment. Delivering private Poods and ser-
vices requires hiring private emﬁ oyees—clerks,
construction workers, office workers. Is the mix



Comparisons Across Fiscal Choices
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of public and private jobs in the economy an
important consideration, independent of the mix
ofqoods and services provided? o

t would be if the economic mul,t|B||er-the
capacity of one job to create other jobs—were
significantly different for public and private jobs.
However, there doesn't seem to be a significant
difference between the multiplier effects of
public and private jobs, since most of the multi-
Pller effect in the Alaska economy comes from
he successive re-spending of income earned as
V\aageks and salaries, independent ofwho writes the
checks.

CONCLUSION: ACALL FOR ACTION

These cases show some of the consequences of
four different choices for closing the fiscal gap
facing Alaska. Aswe noted at the outset, we have
not assessed fhe political difficulties of putting
budget, changes into effect—but of course we
recognize that enormous difficulties will accom-
pany any such plan. Further, we don't know
whether the assumPnons we've used in this
analysis will turn out to be accurate. But whether
the pric of oil is higher or lower than we've
assumed, or other circumstances are somewhat
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different than we project, Alaska faces a serious
fiscal problem. Despite the uncertainties always
inherent in planning for the future, this analysis
suggests positive action is warranted-and ‘the
sooner it Is taken the better. _

Differences among, the four choices
demonstrate that we can influence outcomes and
change tradeoffs through ﬂubhc choices. For ex-
ample, we can choose whether the Permanent
Fund will be a lasting asset, throwing off income
for future generations of Alaskans, or whether we
will spend’ it to get ourselves through the next
decade without sacrifice. We can decide on the
mix of currentversus future spending, total public
versys private spending, and when to take the
inevitable hit on the économy. With advance
warning, we have an opportunity to plan spending
reductions in an orderly fashion. N

It is clear that what aCtions to take are political
rather than economic decisions. Nonetheless,
each decision will have significant economic con-
sequences. Policymakers need information about
the implications of different choices to make in-
formed political decisions. Future issues of this
series will seek to enlarge the scope of public
hnft())rtmanon to help inthis important public

ebate.
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Facts and Fables of State Spending

Alaska's state government was suddenly and
surprisingly rich in the early 1980s. We quickly
learned to Spend rich. And the best part about our
overnight wealth was that it came at virtually no
cost to us as individuals.

Not only did oil revenues from Prudhoe Bay
developmént pay the bill for almost all state
operations over’ the past decade, there were
enough revenues left over to pick up some of the
costs of local governments, repeal state personal
income taxes, Create a huge state savings account,
and pay all Naskans annual cash dividends.

Nowi we're facing the reallt¥ of much smaller
petroleum revenues in the next decade—see the
adjacent box. Many Alaskans think cutting the
state budqet will be fairly easy: we'll JSUSI "cUt the
fat" that bloated the budget in the 1980s.
But as we'll make clear in this analws, cutting
the budget will by no means be easy. What some
Alaskans regard as spending for “fat” others see as
spending for essential services or entitlements.
Many things contributed to the high spendmg of
the past decade, and whatever is cut from ‘the
oudget will hurt some Alaskans.

0 make bud%et decisions, Alaskans need to
know how the state actually spent its money in the
1980s. Many of the facts about high state spending
have become obscured by fables about where the
money went. This paper reveals the facts and
discloses the fables about state spendln,ﬂ in the
1980s and assesses how those facts will make
budget cutting tough.

One important point that tends to get lost in all
the talk about b spendm% is that ‘even before
Alaska was oil rich, our state government spent
two to three times the average 0f other states. So
the increased state spending fueled by oil
revenues over the past decae started from abase
t?att was already substantially above that of other
states,

Also bear in mind that Alaska’s population

PROJECTED STATE FISCAL GAP*
(Difference Between Revenues
and Current Spending)

-ClinnENT SPENDING LEVEL

Adjusted for inflation, siaic government revenues from existing
sources will drop 50 percent between now and 2000, leasing a
difference of 51 billion between current spending and existing
revcnucs. That substantial gapcanonlybecloscdbyspendingcuts,
tax increases, use of reserves, or some combination of the three.

This is the second in aseries of ISER Fiscal Polic¥,P_apers examining aspects orstate %overnm,ent sBending. We

intend these papers to focys (he attention of st. ¢ of
Wwe fﬁt]:e, and on the necessity for deﬁldn win. 1. soon.
The authors arc Oliver Scott Go

icials and of Alas
n
smith, Lee Gorsuch, and Linda Leask. Teresa Mull prepared the graphics,

ans in general on the serious budgetcrisis

and Alexandra Mill and M.L. Madden helg?,d analyéz% the data.

The ISER Fiscal Policy Papers scries IS finance

yagrant from ARCO Alaska.



Scope of Analysis

Much of our analysis is just of state s,pendin?
the state often_provides or pays for services tha localg
state aid, The fortunes of Alaska’s local governments

|

One final note that may be helpful in Setting the stagi

what government ou%ht to spend. eneral y

states sIJJend more than poor?r stafes. In th

OWn previous s endlnq levels and patterns a g wit
U

comparisons shquld be The basis for determining

5%&% RUt Alaska’s ]98035pendi,nﬁ In some Pners ective and to h?lnpe

at they want to accomplisii with the

doubled between 1967 and 1987, and inflation
nearly tripled prices. Those factors together
mean state spending would have to be siX times
larger todayjust to keep pace with Qopulatlon, and
prices. Buf state sgendmg In 1987 was 16 times
greater thanin 196/—amuch larger increase than
can be accounted for by the ‘combination of
poprulatlon rowth and inflation. _

he gap between Alaska state spendlnp and
the average for other states widened dramafically
in the 1980s. Because Alaska had more money t0
spend it; (1) expanded existing programs; (2
delivered services in more expensive ways; (3
added many new kinds of spending: and (4) in-
creased wa%(]es of public employees.

Those changes in state Spending created
economic and palitical forces that will complicate
every step toward balancm? the state budget.
Among the many factors state officials will have
to contend with are the importance of state
money to individuals, municipalities, school dis-
tricts, and the entire Alaska economy:; the power
of interest groups;_the popularity arid economic
importance 0f the Permanent Fund dividend pro-
gram and other special benefits; and the unwill-
Ingness of Alaskans to pay more taxes.

Our analysis isin three Barts: (1) The Prudhoe
Bay Ride—the source of big state spending; (2)
Myths and Realities —perspectives on state
spendm%; and F_B) Between A Rock and A Hard
Pl%tc_e— he difficulties associated with budget
cutting.

The Prudhoe Bay Ride

The Slate of Alaska had a tremendous stroke
ofgood fortune in 1968, when oil companies dis-
covered the 10-billion barrel Prudhoe Bay field
on state-owned lands on the North Slope.
Development of that single oil field-the largest
ever discovered in North America—became

ore modest level 0

but wc also look at local sPendln when appropriate. In Alaska
overnments provide

rc very strongly tied to those of the state.

e for our spending ana|y3|s:,ﬁ|,tcrc is no apsolute measure of
?overnmen sspend what citizens ..re willing to pay in taxes. Wcalthi

S paper w cgggpare Alaskasspendmlg over the past decade with its
ture Alaska spendin

or themselves In other states, without

levels. Rather, we Use thiese comparisons
state officials and Alaskans eral think

onal av ,ragges. We aren't |mBI mI%;ethat those two
(ans n gon
sources that will be available in'the future.

responsible for several of the state's economic
booms, culminating with the b(ljgngest in the 1980s.

F|?ure 1 shows *f'e Prudhoe Bay ride —
Petro eum revenuesi_*state has collected, large-
y from_the Prudhoe Bay field-over the past.25
years. The figures are’in 1988 dollars—which
eliminates the effects of inflation and allows us to
compare the buying power of revenues each year
during that period. _ _

The state leased, the Prudhoe Bay field to oil
companies in a series of sales in the 1960s. The
final sale, in 1969 ﬁﬂscal 1970), brought the state
its first_big petroleum revenues: $900 million
$2.4 billion"in 1988 dollars). After that sale,

laska’s P_etroleur_n revenues returned to modest
levels until the mid-1970s, when construction of
the trans-Alaska pli)elme to carry Prudhoe Bay ol
was nearly com?le e. Taxes on Prughoe Bay ol
reserves and petroleum-related facilities sharply
hoosted state revenues in 1976,

~In 1977 oil started flowm? through the
pipeline, and the state began col ectm?_ taxes on
and royalties from North Slope production. Soon
theredfter the world, price of oil tripled. This
tremendous increase in oil Rnces made the State
of Alaska wealthy overnight. In just two fiscal
years state revenues tr,|§)_|e ,and by fiscal 1982 the
state collected $4.1 billion (or about A4 billion
in 1988 dollars) in petroleum revenres.

After 1982 oil prices begzan to slide. Nonethe-
less, through 1985 state petroleum revenues still
exceeded $3 billion a?/ear. Then came the 1986
oil price crash. In fiscal 1987 petroleum revenues
were slashed tojust a third of what they had been
in 1985. Qil prices and, correspondingly, state
petroleum revenues, recovered somewhat after
1986. Still, for the past few years the state’sannual
0il revenues have been only about 40 percent of
what they were in the peak year of fiscal 1982,

Driving Alaska's fiscal problem is the fact that
expected revenues from existing sources will con-



Figure 1. Alaska Petroleum Revenues
Selected Fiscal Years 1965-1990
(In 1988 Dollars)

tinue to slide, as production from Prudhoe Bay
declines. By 2000, real petroleum revenues are
Porggeycted to be just about half of what they are

Myths and Realities

What did the state do with its petroleum
revenues in the 1980s? Below we expose the
myths and discuss the realities surroundlngF_blgz
state spending by analk/zmg it in two ways. Firs
we describe overall state ‘spending from fiscal
years 1981 through 1988 (figures for fiscal year
1989 are not yet available) and identify where the
money went and which, organizations or in-
dividuals benefitted from it. We then examine the
much-discussed higher Alaska, per capita spend-
ing, showing where and Why it differs so much
from the national average. In the course of our
dIStChUSSIOn we debunk some commonly held
myths.

Total State Spending, Fiscal Years 1981-1988

Figure 2 shows that awho,oping $34 billion (or
around $36 billion in 1988 dollars) passed throu%h
the state general fund from fiscal years 1981
through 1988-an average of about $ bhillion a

ear.
) That $34 billion includes not only operatmg
and capital spending but also some Savings an
investments. The money went for many purposes
inside and outside the traditional purview of
8overnment. The list below reveals that not only
id government programs benefit from the
revenue bonanza but so did schools,
municipalities, Publlc corporations, non-profit
?roups, and —not least of all—individuals. In fact,
wo-thirds of the total $34 billion went for pur-
poses other than state agency spending. In order
of amounts received, thé recipients of the state’s
largess were:

L stale Agencies, State ag_en_cies themselves
spent about a third of the $34 billion for their own
operating and capital expenses.

2. Aid, to, Schools: Alaska's urban and rural
school districts qot 14 percent—nearly $5 bil-
lion—of the total. That includes operath and
capital aid and reimbursement for school” con-
struction debt.

3. Deposits in Permanent Fund: Not all of the
$34 billion was spent. The legislature deposited
%2.7 billion of general fund money and another

1.3 billion frofm the Undistributed Income Ac-
count into the Permanent Fund. These deposits
of more than $4 billion accounted for 12 percent
of total spending and were. in addition to $2.8
billion that went directly into the Permanent
Fund as required by the Alaska constitution.

A Aid to Municipalities: _Alaska’s local govern-
ments were on the receiving end of about $3.4
billion in state operating an cagltal aid —about
10 percent cf the $34 ‘billion,  State grants tor
caéntal projects were by far the biggest part of that
aid,

Transfers to Publjc Corporations: The state’s

B,
public corporations —which are quasi-state agen-
cies that do everythm% from subsidize home
mortgage interest rates to build dams-received



Figure 2. Total State Spending$8
FY1981-1988
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" Excluding Permanent Fund Dlvidonds.

more than $2 billion, or 6 percent, of the $34
billion. These transfers to public corporations
represent an_ investment, increasing the assets of
the corporations. It is beyond the scope of this
analysis to determine the current value of those
investments. While there have been some sig-
nificant investment losses, the corporations con-
tinue to hold substantial state-financed assets.

6. Distributions to Individuals: Individual Alas-
kans collected nearly $2 billion—or 6 Rercent—o
the total in cash or services through programs
other than the Permanent Fund dividend pro-
gram. Included among these distribution
Erograms are the state's welfare programs, the
ongevity Bonus program, and others.

[, Permanent Fund Dividend Program: This
pro%ram alone paid Alaskans nearly as much as
all the other state distribution pro%rams com-
bined in the 1980s—$1.7 billion” befween fiscal
years 1983 and 1988. Distributed dividends
amounted to 5 percent of the total $34 billion in

expenditures.

8. University ofAlaska: The statewide univer-

sity system received $1.4 billion in operating and
capital funds from 1981 through 1988. That is
about 4 percent of total state spending during
that period.

9. Transfers to Loan Funds: Funds that loaned
money to students, farmers, fishermen, and
others received $1.2 hillion, or 4 percent, of state
general fund money between 1961 and 1988, This

f - money did not represent straightft rward spend-

Ing, because the state expects recipients to re-pa?/
the loans. However, the amount that may ul-
timately be available to the state for other’pur-
poses i$ uncertain.

10. Debt Service: Deht service on just state
general obligation honds —excluding massive
onded debt held by the state's Pubhc corpora-
tions—cost Alaska about $1.2 billion, or about 3
percent, of total spending in the 1980s.

11. One-Tune Expenses: One-time special ex-
penses cost the state about 3 percent of the $34



Measuring Slate Spending

Reports of government spendlrrlT%; often don't match. That happens because there arc many ways to measure

government spénding. Among the nost common measures arc, . . , .
tApﬁJropriattions: n appropriation Is an amount government officials have approved for spending, but haven't

actually spent. - . .

Expyengitures: An expenditure is an amount dispensed from a government account. Expenditures arc mostly

?mounttﬁ actually spent, but they can also Include amounts that are simply transterred from one government accourit

0 another.

Outlays: AN outlag is an amount that actuaI_IX leaves all government accounts.

Here's an example to illustrate ditferences in these thre€ measures. A state appropriation for ocal %overnment
fxssmtance becomes a state expenditure When the ands arc transferred to local governments. Those Transfers to
,o%al oa/ernment become government outlays only when the local governments actually spend the money for
intended.purposgs. . . . .

The tn%m@ o? spending is an important difference amo,ng these three measures, Most operatlngnexpendltures
and outlays do occyr in thé same fiscal year they arc authorized by apPropnatlo,ns. However, the lagetween some
appropriations and expenditures can often exceedazear ﬁ)artlcular for caPnal proljects,, an th?] elag between
? end,lturesandouHascanalsobelogr(:]e. Forexamp,I,P,ieearIg the state appropriated such large amounts
0 caPnaI_ rogectst at It was Impossiole to expend It all in the year in which it was appropriated. Another king of
?Omrﬁ) ication |5 that an am?unt the state recor sasan,(f,xpendnure may not show up as an outlay. In the earlg]%%r
or nstance, the slate legislature appropriated S27njllion to the Permanent Fund, and that transfer was récorde
as g state expenditure. Cut it has never become an outlay because the money isstill in the Permanent Fund. Another
difference In the measures is that appropriations don't always result in expenditures—because there may be a
shortfall of revenues or a change of pollcg. _ _

. What We Use: In this §_ap I we Use hoth government expenditures and outlays, because using two measures

gives Us a more complete |ctvre ofAIz?ska ﬁlate and local gfove nment aPendmé;. : ,
. We use ISER’s own calculations of total state general un exRen tures during the 19805 to provide a full
picture of where about $34 billion went from fiscal years 19BL through 1988 Not all of that mone[y became
outlays-some went for special appropriations to the ‘Permanent Fund, some went to public corporations, and
some went to loan funds. More detailed information on these expendﬂur,Ts Is available'in the ISER publication
Alaska Review ofSocial and Economic Conditions, "Where Have All the Billions Gone?" (February and the

update, Research summary NO, gFebruar . '
The second source wc use 1s the U.S. Départment of Commerce's record of state and local outlags reported

annually In Governmental Finances. That source allows us to compare outlays of Alaska’s stale and local govern*
ments with thoie ofother states. V|,rtuFI|[y all comPansons otsRen mg amonwg states use this source. Because some
aspects of Alaska spen mg arc difficult to compare with national ave a([;es, e have made some adjustments in the
figures to make the comparisons more accurate. The major adjustment wc made was to exclude from outlays the
Vérylarge interest payments on bonded debt ofpublic corporations- for Alaska, this is primarily debt ofthe Alaska
Housm? Finance Cofporation. In the federal reports, these interest payments are not identified as being paid from
funds ofthe corparations. Including these interest Payments - which do not come out of general revenués - distorts
spending comparisons both with previous Alaska levels and with national averages.

billion. The biggest of these expenses were a $295  spending and Employment Changes, 1967-1987

million payment the state owed Alaska Native ,
corporations, and $160 million refunded to in- . Now that we've seen how much of total spend-

dividual Alaskans when the personal income tax iﬂ? went to various recipients in the 1980s, we
was repealed. refute some spending m_¥_ths by looking at chang-
ing levels and compositions of state” and local

12, Miscellaneous Grants and Programs: Nospending and employment over the past 20years.
E_roﬂt corporations and others providing various  Figure 3 is @ com,olex graphic that shows
inds of services collected around $600° million,  everal things about Alaska spendm? per cagna
or 2 percent, of tota| spending from 1981 through relative to the average of other states in 1967,
1988 (Such organizations received additional 1977, nd 1987. 'Hie fl%Ufe tells us: (1) how much

sl ot g sl i ] 0 N U U B !

contributed to those differences; and (3) how the



composition of the extra Alaska spending
changed over time.

Because Figure 3 iscomplex, we use Table 1to
help clarify the information it presents. Table 1
S|mpl?]/ repeats the U.S.-Alaska spending ratios
and the ¢ anglng composition of Alaska's extra
spending from 1967 through 1987-sothe reader
can more readily see the changes.

The bars foreach %/ear in |8ure 3 show total
Alaska per capita sfate spending—so, for ex-
ample, in 1967 Alaska’s state govérnment spent
$742 per resident. The bottom portion of the bar
shows the average spendin gercapna among all
states - again, in 1967, the U.S. average per capita
spending among state governments was $265.

To find the difference between Alaska and
U.S, avera%e state spending, we could Lust divide
$742 by $265 —which would indicate that Alaska
state spending was 2.8 times the national average
that year This is the unadjusted ratio of Alaska o
U.S."average spending per capita. But because we
know that Costs in Alaska are higher, we need to
subtract that portion of Alaska spending that goes
%JS'[_tO pay higher costs, so we can compare Teal

uyrmg power,; ,
he part of the barjust above the U.S. average,
labeled COLA Lcost-of-hvmg adjustment), is the
portion of Alaska state spending we estimate is
necessary to buy in Alaska the same bundle of
%oods and seryices state governments in the
ower 48 provide. If Alaska only provided the
same thm(l;s other state governments provide, that
\t/vouldkbe he only cost adjustment we would have
0 make.

Wc know, however, tha* A'aska's state govern-

ment provides t™ -5 <  states don’t-and

those extras (labeled "Extra Spendlnﬁ" on the
bars) also cost more to huy here than they would
In other states, So we make a second cost adjust-
ment—which is that portion of the Alaska-U.S.
differential that the state spendsjust because the
extra fqoods and services It provides cost more
here than they would in other states. That second
(l;ﬁstbadjustment (COLA) is shown at the top of

e bar.

This adjusted measure  how much govern-
ment Alaska provides offers the better com-
parison, hecause it leaves out the differences that
are solely due to Alaska's higher prices. With the
two cost-of-living adjustments, we can see that
Alaska state spendmg in 1967 was '8 times the
national average —($742-$ 117-§ 141)/$265 = 18

Although a single year can't perfectly reflect
the spending pattern ot a decade, we picked 1967
and 1977 t0 contrast with 1987 because those
earlier years show spen_dm% before Prudhoe Bay
was discovered and during the pipeline construc-
tion boom. While spending was somewhat lower
in 1987 than it had been earlier in the decade, we
believe it still provides a Cgood representation of
spendmg in the 1980s. (Comparable figures for
1988 and 1989 are not yet available.)

_In addition to Figure 3 and Table 1, we use
Figures4 through 9 to tell astory: the story ofwhat
%ppened to state and local spending over the last

years.

Text continued on page 8.

, Taé)_le 1
Per Capita Alaska State Spending Compared to U.S. Average

Unadjusted Adjusted
Fiscal Spending Spending
Year Ratio Ratio Capital Payroll
1907 28 18 49% 36%
1977 31 21 34 36
1987 40 31 12 23

Composition of Extra Spending

Permanent

local Fund

Other* Transfers Interest Dividend
14% 0b% 1% 0%
19 6 4 0
26 23 1 16

*Other current expenses include spending for programs unique to Alaska and extra spending for programs common to other states.
'In FY67 Alaska spent 30% lest on trnnsfers to local governments than the average ol other states



Figure 3. Composition of Alaska State Spending Per Capita
(Nominal Dollars)
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The Alaska Cost-of-Living Adjustment (COLA)

. All'our numbers are in 1983dollars, except those in Eli%ures 2and 3 That adjustment eliminates the effects of
inflation so we can assess real changes in spending over lime.

Also, In Figures 4 5,6, and 9 we've added an Alaska cost- r—hwm{; adjustment (COLA) to the U.S. averagfe
numbers. That"adjustment takes into account Alaska’s hqher living.costs and shows what the U.S. averages would
lie at Alaska prices. Wc also gsed this COLA in Figure 3to determiine how much of per capita Alaska spending is
required justto $o,m ensate for Alaska’s higher prices. _ o _

adéustment,takes Into account both the hlgher cost of Jiving in Anchorage relative to the U.S.
average, and the higfier cost of_hvmg In other Alaska regions refative to Anchorage, The 188COLA is 24 percent
and Ishased on a Iopercent differential between Anchiorage and U.S. aver e prices multjﬁlled tL)Jyan 8percent
direrential between Anchorage and other Alaska prices. S0, a commo |_t%/t at costs $L001h the U.S. as a whole
will cost $L15 i Anchorage and $L24 in the typical Alaska community. We calculated the Anchoragc-U.S.
differential with U.S. Byreadl of Labor Statistics information. Our calculation ofthe differential between Anchorage

Our cost-or-livin

and the rest of the stale s ased on the regional cost-of-livinginexes reported in f\cAUska Geographic Differentjal

proportions or state and loca

Study $ repaer for the Alasﬁa Department ofAdmlnlstratlomm 19860y The McDowell Group), weighted by the
| : government employment In eac regmn. _ _

0 cost-of-living ad[Just,ment is perfect, This one applies most pp,ro[P,rlateIZ to personal consumption and less
50 to the costs of construction. We know the relative cost of construction in Al

ska'is higher than the relative cost

of lahor—and h|%her construction costs in turn increase the overall costs of government. But since labor costs arc

such an importa
budget,

Teel continuedfrom page 6.

Some of the commonly held spending myths
are:

Level ol State Spending

Myth: Alaska state spending only soared above
average spending among othér states during the
past decade. _ o

Reality: Alaska’s spending has_historically
been far above the national average. T'rue, the ([;ap
did widen dramatically in the" 1980s —but it
started from arelatively high base.

With no adjustment for living costs, state
spe_ndmﬁ per capita in 1967 was 2.8 times the
national” average. Adjusted for Alaska's hlgher
costs, that 1967 ratio was 1.8, &ngre 3). By 1977
the unadjusted ratio of Alaska spending to the
average of other states had increased to 3.1, and
the cost-of-living adjusted ratio was 2.1.

)( 1987, unadjusted Alaska spending per
capita hadgumped to 4 times the nafional
average; that ratio dropped to 3,1 times the na-
tional” average with a cost-of-living adgustment.
Overall, takmg living costs into acCount, the gap
between Alaska and U.S. avera?e state S endlng
increased moderately between 1967 and 1977an

t component of government costs, this COLA is an appropriate measure of a large part of the

then jumped from 2.1 to 3.1 times the national
average between 1977 and 1987, _
F|gure 4 shows that real Alaska per capita
spending—minus the effects of inflation - tripled
between 1967 and 1987, with the fastest growth in

Figure 4. State Spending Per Capita
Alaska and U.S. Average
(In 1988 Dollars)
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the last decade. Alaska's spending growth far out-
Paced the rate among other states-even though
he U.S. average increased a substantial 80 pér-
cent in that same period. The U.S. averages in this
figure and in several later figures aré cost-of-
living adjusted: see the text box'for an explanation

of what that means and why we use that adjust-

ment.
The four graphs in Figure 5 show how selected
components of state spending per capita changed

over those 20 years. The sharpest increase in
spending per capita was in transfers to local

overnnients, which grew nearly sevenfold from

967 to 1987. Spending for othercurrent expenses
(see note to Table 1)was also up.dramatically--
nearly fivefold, Payroll spending per c_aﬁna
doubled. Capital spen_dm% per resident, which in
1967 was highest relative o the national average,
remained near the same level in 1987,

Figure 5. Changes In Selected Components of State Spending Per Capita
(In 1988 Dollars)

Other Current Spending Per Capita
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Higher Living Costs

Myth: Alaska’s higher living costs largely ex-
plain'why the state spénds three'times the average
of other states. -

Reality: As Figure 3 shows, the additional
amount Alaska spent to buy the same level of
government as in the U.S. as a whole made uR
only a small part of total Alaska spending eac

ear.
4 Living costs here have hlStOfIC_a”\f been higher
than thé nat'nnal average, particularly in rural
areas. TodaK Alaska costs remain higher —but the
difference has shrunk over the past 20 years as
Alaska markets ﬁ_reyv b|g1qe[ and transRortatlon
became more efficient. This change has been
reflected in an inflation rate lower than the na-
tional average for most of this time. Yet, despite
these relative declines, Alaska spending per
capita continued to grow rather than decline.

Unique and Expensive Programs

Myth: Alaska’s state ?overnment provides the
same’services as other sfates.

. Reality: Alaska provides many programs un-
like thosé in any other state: it spends.more for
functions common to all the states: and it delivers
Services in more expensive ways. Together, those
factors accounted for close to 40" percent of
Alaska’s extra spending per capita in 1987. (The
sum of "Other Current Expenditures” and the
Permanent Fund dividend categories in Figure

Most of Alaska’s unique programs were
created or expanded in the past decade. The most
obvious of these is the Permanent Fund dividend
Bro%ram,_wh[ch IS 50 latge we list it in a category

y itself in Flgure3a_n_ Table L lixduding the
Permanent Fund dividend program— ich
alone accounted for 16 percent of extra spend-
mP-spemal Alaska programs, methods of
defivery, and the "Alaska Factor" described below'
accounted for most of the "Other Current Expen-
ditures” shown in FLgure 3, which made up 25
percent of the extra Alaska spending in 1987,

In 1977, "Other Current Expenditures” ac-
counted for about 19 percent of the extra Alaska
spending, and in 1967 14 percent.'Hie Permanent

und dividend program didn’texist in those years.

The Alaska Factor

Myth: Alaska's higher spending is mainly the
resul ofs?e_mal Alaska conditions not capfured
in a cost-of-living adjustment. o

_Reality: The conditions that have historically
driven ug government costs here - Alaska's huPe
s_|ze,W|de|% scattered communities, small popula
tion, and harsh climate—still contribute to hl%h
service_delivery and construction costs in the
1980s. But we Would expect these factors to play
a smaller role in state spending than they used o
because capital spending as a proportion of total
state spending has declined sharply while trans-
fers to individuals have increased substantially.

"Hie cost of the "Alaska Factor" is included in
"Other Current Expenditures" in Figure 3.

Transfers to Local Governments

. Myth: Alaska’s local governments became
financially more independént in the 1980s as their
tax bases grew. _
Reality: . Tax bases of urban governments in
Alaska did increase sharply in the'first half of the
1980s, hut at the same time they cut tax rates,
expanded services, and became more dependent
on'state aid. Transfers to local governments ac-
counted for 23 percent of Alaska’sextra sqendlng
in 1987, as compared with 6 percent in 1977, In
1967 transfers to local governments were helow
Ehe national average, and do not appear in Figure

_ Figure 6 shows that real per capita local spend-
ing (Minus the effects of inflation) quadrupled
between 1967 and 1987. That big increase in
spending was, attributable to two major factors:
fast growth in local tax bases, particularly in
Anchiorage and other urban areas, which boosted
local property tax revenues even as tax rates were
being reduced; and sharp increases in state aid.
F|g_ure 6 also shows that in 1967 real per capita
spending by Alaska local governments was 30
percent below the national average and by 1977
just 10 percent above. BY 1987, however, per
capitas endm% by Alaska local rqovernments Was
nearly double the avera%e of other local govern-
ments The pie to the Teft of the 1987 bars in
Figure 6 shows what the extra spending (above
the national average) *as for: halfwas for capital

D



projects; 25 percent was for payroll costs; 13 per-
centwas for Interest on honded debt; and the final
11 percent was for a variety of other current ex-
enses.
.p An_increasingly ex?_enswe function for local
jurisdictions in recent times has been elementary
and secondarY_ education. Prior to the 1970s, the
costs of public education for Alaska's Native
population were borne pr|mar|||¥ by the federal
overnment. Locally controlled Regional Educa-
lon Attendance Areas (REAAS) were created to
operate the dozens of new schools built
throughout rural Alaska in the 1970s and 1980s,
and the former Bureau of Indian Affairs (BIA)
schools that were transferred to the state. The
state pays all the costs of those rural districts, and
more than two-thirds of the costs of urban ones,
The state also reimburses school districts for 80
Bercent of the principal and interest costs on
onds sold to finance school construction. Finally,
also addln% to the increased cost of schooling in
Alaska in the 1980s was the fact that school-age
children made up an increasing proportion of the
population.

Moro Workors and Higher Pay

Myth: Alaska spending is high mainly because

Figure 6. Local Spending Per Capita
Alaaka and U.S. Average
(In 1988 Dollars)
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the government has too many workers who are
paid tog much. _

Reality: Alaska's payroll costs-determined
by the number of workers and their pay-ac-
counted for 25 percent of Alaska'sextra s endmﬁ
in 1987, which was less than the 36 percent payro
costs contributed in 1967 and 1977, That means
fast ?rowth in overall state spending outpaced
growth in payroll spending.

_Even though the proportion that payroll con-
tributed to h|?her costs declined, the per capita
spending for sfate payroll increased sharply from
f967 toq_987. ((quure 5.) Real per capita spending
(minus the effects of mflatlory for payroll costs
more than doubled between 1967 and 1987. (The
benefits portion of personnel costs appear in the
"Other Current Expenditures" category in Figure

3)

Myth; State employment isa lot higher than it
used to be. _

Reality: Yes and no. As Figure 7 shows, there
were abdut 50 percent more” state workers per
resident in 1987 than there were in 1967—382
workers per 10,000 residents as compared with
250 per 10,000 residents. Soyes, Alaska did add a
lot of stats workers over the Past 20 years.

But notice that in 1987 the ratio of Alaska
workers to the U.S. average was about the same
as it had been in 1967. In both years, Alaska had
about 2.6 times the national avera(t;e of state
workers per 10,000 population. State emgloy-
ment intensity peaked in the early 1980s at the
height of the state spendm% boom, hut declined
about 14 percent between 1982 and 1987.

In part Alaska has always had more workers
per capita because that is the nature of sparsely
populated states; delivering services requires a
certain number of government workers, whether
the population is relatively Iarﬁer or smaller.
Also, the state qovernment here Ras traditionally
provided a nuniber of services that in other states
are provided by local governments. However,
state employment per reSident did not decline as
local gﬁ)vernment eleloym,ent increased, as we
might have expected. Nor did economies of scale
assocjated with the state’s large population
growth over the past 20 years become apparent.

Myth: Local qovernment employment soared
a|908rbg with local government spending in the
S,



Figure 7. State Government Jobs*
Per 10,000 Population
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_ Reality: Local ?overnment employment did
increase 70 percent between 1967 and”1987 (Fig-
ure 8.) But during the same period local spenqu
uadrupled. (Figure 6.) So it's clear that much o
bigger local SR_endmg went into capital

ings that did not require as

(ZD U8 Average

the
projects-and other t (
many new workers. Also, aswe mentioned above
the Tural school districts known us Regional
Education Attendance Areas (REAAS) were es-
tablished in the 1970s. Some of the new local
employment in rural areas isschool employment,
ofice that in 1967 Alaska local employment
was 25 percent below the average for otherStates:
Alaska had 217 local waorkers for every 10,000
residents, as compared with the national average
of 287. By 1987, Alaska local employment—
despite vigorous qrowth—was still just 4 percent
above the national average: Alaska local jurisdic-
tions had 368 workers per 10, gogulatmn, as
compared with the average of 353 for local
?overnr_nents elsewhere. Local employment in-
ensity in Alaska was higherin the eary 1980s, but
decliried about 3 percent between 1982 and 1987,
Pan of the reason why Alaska local employ-
ment in the 19805 isso close to the national norm,
while state employment is so much higher, is that
even today many areas of rural Alaska have only
minimum_ local ‘government structures, and the
state and federal'governments provide numerous
local services.

Myth: State government wages are just high
enough to coverAlaska's higherliving costs.

Reality: State government wages more than
compensate for higher living costs. |?ure 9shows
that in 1987, even after adjusting for Alaska's
higher costs, state workers on average earned 25
percent more than state workers elsewhere.

In the 1960s bx_contrast, when Alaska I!vm%
costs were much |Eher relative to the nationa
average, higher Alaska government wages did just
aboutcover hlgher living costs. By 1977; real Alas-
ka government wages had moved to about 8 per-
cent above the national average. _

Part of the reason why Alaska state wages in
1987 were above the national average is that there
were substantial wage increases over the past 20
¥ears. But those inCreases came mainly at two
imes: durin thep|ﬁel|neboom ofthe mid-1970s,
and durln[g e peak of the state spending boom
in the early 1980s. o

The severe Alaska recession in the late 1980s
has held down government wages. But Alaska
state workers are still doing better relative to state
workers elsewhere because the recession also
held down prices here. So in the past few years
inflation in Alaska has been lower than the na-
tional rate, and buying power in Alaska has not

Figure 8 Local Government Jobs*
Per 10000 Population
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Figure 9. State Government Wage*
(In 1988 Dollars)
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been eroded as much. Alaska’s relatively high
wages are of course not confined to ?overnment
and are_in large part the legacy of numerous
economic hooms.

Permanent Fund Dividend Program

~Most Alaskans know that their annual
dividends come from the earnings of the Per-
manent Fund. o _ _
What they may not realize is that in calculatmq
the difference between Alaska and nationd
average spending, the federal government counts
the dividend payments as part of state spending,
In 1987 those pdyments accounted for 16 percent
of Alaska's extra sgendlng. The program did not
exist in 1977 or 1967. Whether we want to admit
it or not, Permanent Fund dividends are a new
and major source of state spending.

Capital Spending

Myth: Alaska can develop its infrastructure
without adding to the costs of government.

1.?

Reality: Capital spending, like other kinds of
spending, adds to Alaska's higher costs of govern-
ment. It'Increases cash outlays and indebtedness
and usually adds other costs for operating and
maintaining the new facilities and improvements.

In 1967, overall state spending was much lower
than it is today, and at that time capital spending
accounted for“half of Alaska's extra spending Per
capita. By 1977 this capital spending accounted
for abouf a third of the extra. But in 1987, a year
when the state capital budget was smaller com-
Pared with the other spending components, capi-
al spending added just 12 percent to Alaska's
higher per Capita costs. What does not show up
here, but which we know did happen in the 1980s,
Is_that capital spenqu by local governments -
with state grants—replaced some state capital
spending. " . o

A leSs obvious cost of capital spenqu IS
operating and maintaining the new facilities after
they're constructed. Since Alaska does not build
the"cost of operating and mamtamm? new 2nd
improved capital stock into the cost of construc-
tion, it is not surprising that those operation and
maintenance costs also push up the state budget.
Those higher operation and maintenance costs
(unless they are deferredLshow uP as part of the
growing "Other Current Expenditures” category
In Figure 3 and Table 1,

Myth: Alaska paid as it went for capital
projects, and therefore did not incur much new
debt in the 1980s. _

Reality: That would apPe_ar to be true, if we
look only at the fact that interest on general
obligation bonds contributed just 1 percent to
Alaska's extra spendm?_per capita in 1987, as
compared with 4 percent in 1977 and almost noth-
ing in 1967. (Figure 3.) We know.that the state
Pa|d outright for hundreds of capital projects in
he early 1980s. N

. However, Alaska's municipalities and school
districts incurred a?reat deal of new bonded debt
in the 1980s. The state government pays most of
the costs of school debt. Figure 6 shows the extra
debt burden of Alaska local governments; some
of that debt is paid b¥,state transfers.

And at the same time, the state’s public cor-
Epratlons-parthularly the Alaska Housin

Inance Corporation—were taklnﬁ_on billions o
dollars in bonded debt, on which_ they pa
hundreds of millions of dollars a year in inferest.



Those interest payments aren't reflected in Fig-
ure 3, because they come out of corporation funds
rather than general fund revenues. Nonetheless,
the good credit of the Alaska treasury stands be-
hind those loans.

Free Government

Myth: Alaskans carry a heavy tax burden for
the services we Eet.

Reality: Alaskans pay low state and local taxes
relative t0 other Americans. Alaska has no state
Personal income or sales taxes, and local proper-
y tax rates —although they have risen in the past
feerars—are stil| often fower than they were in
the 1970s. Also, Alaskans receive cash payments
from the state under the Permanent” Fund
dividend and Longevity Bonus programs. In many
cases, payments Alaskans receive outweigh the
state and’local taxes they pay.

Finally, the state widened eligibility for a num-
ber of programs in the 1980s—So that regardless
of need or’income, Alaskans could borrow money
at helow-market rates, get subsidjzed home
mortgage loans, and (?uallf foranumber of other
special benefits. The fact that individual Alaskans
paid little for ?overnment and received hand-
some benefits from it certainly encouraged big
spending growth in the 1980s.

Between a Rock and a Hard Place

~ The discussion above reveals that there was no
single. culprit resgonsmle for Alaska’s higher
spending in the 1980s. And it's apparent thaf the
new and different ways the state spent its money
in the past decade have hecome very important, to
local governments, school districts, and in-
dividual Alaskans, among others. Even if all Alas-
kans agreed on the necssity for reducmg? state
spendln_? (which not all do) wc would still con-
front difficulties and.complexities in deciding
how to cut state spending or add taxes to close the
projected state fiscal gap. Proponents of budget
cuts must consider the following:

jobs. And

these constituencies. has very direct and often
substantial economic interests in_seeing par-
ticular kinds of state spending continued. These
constituencies organize and devote time, effort,
and money to protecting their interests. Collec-
tively, these special interest groups tend to over-
power any ill-defined or Unorganized public
Interest in fiscal restraint, including legislative
commitment to that restraint.

2. Economic Dependence: More than one in
fourjobs in Alaska can be traced to state and local
government spending. Major cuts in state spend-
Ing will inevitably. reduce income and eliminate

] depending on how the cuts are made,
some regions of the state will feel the effects more
than others. Last winter ISER analyzed for the
governor'sOffice of Management and Budget the
Potentlal |mpacts on the economy of a $350 mil-
lon across-the-board cut in the state's budget.
That report documented the vwdesPread effects
of such a cut, and it had a chilling effect on legis-
lative resolve to cut the budget.

3. Economic Climate: Alaska’s severe reces-
sion in the late 1980s took a heavy toll on the
economy. We lost jobs and population. Banks
failed. Businesses and individuals went bankrupt
in unprecedented numbers, Property values
Plummeted and thousands of homes went into
oreclosure. Local governments realized heavy
tax losses as property values fell. Having seen
such losses in the past few years, Alaskans Under-
standably are not receptive to either reduced aid
aid services or increased taxes—both of which
w'll reduce income and employment.

4. Financial Dependencies: Municipalities
came to rely on much higher state aid in the 1980s,
The state has alread begun to reduce some of
that aid; between 1986 and 1988, for instance, the
state cut municipal o?era_tmg ald nearly 30 per-
cent. And even as state aid began to deciine, the
1985-88 recession slashed propertr values and
reduced local tax bases. So urban local govern-
ments that expanded services and cut prope[tK
taxes in the 1980s now find themselves wit
smaller tax bases, less state money, and voters

L Special Interests: It ma_¥ be no exaggeratiowho have refused to approve just about all

to say that every state expenditure has its con-
stituency and many have lobbyists and PACs
(political action committees) as well. Each of

proposed new' taxes. Rural municipalities—most
of which have very small or non-existent tax



bases—are in an even more precarious position
as state aid drops. o

Similarly, urban school districts also came to
depend on” more state money in the 1980s. The
state’s school foundation program, which pays
most of the costs of urban schools, %rew rapidly.
Also, the state pays 100 percent of the caﬁnal
costs of REAAS and reimburses the other school
districts for 80 Rercent of the principal and inter-
est payments they make on bonded debt. State
reimbursement ‘of school construction debt
mushroomed from $38 million in 1982 to $109
million in 1988. That debt reimbursement is a
E)_ohcy that the state legislature can chan?e any
ime It chooses. But to do so would transfer the
Iegzal obligation to repaY that debt to local proper-
ty taxpayers—who would certainly be unreceptivc
to such a move.

D. Unwﬂlmgzness to Pay: Alaskans in the 1980s
became used 1o paying low state and local taxes.
The state personal income tax, which provided 24
percent ot state revenues in 1977, was repealed in
1980, and property taxes were cut in many
municipalities jn the early 1980s. In the face of
falling ‘state aid and_reduced tax bases, local
lqovernments;_ha_ve raised property taxes in the
ate 1980s, Still, in 1987 Anchorage residents paid
the lowest state and local taxes among big city
residents around the country, But coming out of
a severe recession and having become” accus-
tomed to low taxes, voters have Said no to virtually
all moves to raise taxes.

6. Inqreasmq_Demands: Even though Alaska’s
Populanon declined during the recession, ISER
orecasts moderate population growth —one to
two percent a year—in Alaska during the 1990s,
A growing population will put ‘increasing
demands on a shrinking budget. Furthermore, the
segments of the population expected to grow the
fastest—school-age kids, the elderly, and resi-
dents of small, rural places—are afso the most
expensive to serve. So, while overall population
growth will be moderate, groups that are expen-
Sive to serve will be qrowm% ast, creating pres-
sure to increase rather than decrease state
spending.
~ There will also be new demands for state ser-
vices unrelated to population growth. Some will
be mandated by the federal ?overnment, asis the
case under the federal welfare reform require-

ments. Others will result from developments we
can't predict. |

Even political pressure to reduce the federal
deficit could shift federal Program respon-
sibilities on to state and loca q_overnments. In
fact, such transfers of re380n3|b| ity have been a
fact of life over the past 20 years.

1. Expensive Service Delivery; The state in the
Past decade created some service delivery sys-
ems that give local residents more control, but
which arealso. more expensive. For example,
hefore the 1970s, rural Native students who
wanted to attend anh school had to leave their
villages for regional boarding schools. But over
the past decadg, the state established a whole new
system of rural school districts—the Regional
ducation Attendance Areas (IREAAs). hose
districtsare directed by locally-elected boards but
are paid for entirely with staté money—and are of
course a lot more_ expensive_that the old rural
school system. Similarly, creation ofa host oflocal
or regional offices and advisory boards for various
state programs all contribute fo an expensive sys-
tem of delivering state services in rural areas.
However, efforts to re-centralize these services Is
likely to encounter strong resistance from the

affected regions.

8. Sacred Cows: The Permanent Fund
dividend, program, established in 1982, has be-
come in its brief history an important force in the
Alaska economy and, in the minds of many Alas-
kans, an entitlement program, ISER reported in
1989 that Permanent Fund dividends accounted
for 7 percent of personal income in rural Interior
areas and created more than 2 percent of all jobs
In the Alaska economy. Aside from the economic
force of several hundred million dolla_rs_gom into
the Alaska economkl each year, the dividend pro-
gram has become to many Alaskans an entitle-
ment program akin to various_ traditional
programs that arc —unlike the dividend pro-
%ram-based, on need or personal contributions.

he Longevity Bonus program, which makes
monthly payments to Alaskans over 65, irrespec-
tive of findncial need, is another popular and
entrenched state program. Legislative efforts to
tamper with either the Permanent Fund dividend
or the Longevity Bonus program have been met
with anger and |nd|gn,at_|on. ther free or low-cost
benefitS include subsidized loans; capital projects



not financed by ?eneral obligation bonds but by
direct state grants; and subsidized electric rates
for rural residents.

_In 1987 the dividend program and other spe-
cial programs were responsible for something in
the neighborhood of 40 Percent of the extra
spending per capita that Alaska does relative to
the U.S. average. Reducing, much less eliminat-
ing, these sacred cow programs is likely to be
regarded as political suicide.

9. Contingent Liabilities; Even while the
state was Paym? outright for hundreds of capital
projects, the state’s public_corporations (most
notablﬁ the Alaska Housing Finance Cor_?pratlon
but others as well) were taking on billions of
dollars in honded debt. That debt is currently paid
for through funds of the corporations. But should
the_ corporations ever be unable to meet their
obllqatmns, the creditworthiness of the state
would be affected. EI|m|_nat|nlg the financial
reserves of these corporations fo raise current
revenyes could jeopardize their solvency.

Mum_mBal_ and school debt also represent contin-
gent liabilities.

10.  Wa
including boti%J government workers and many in
private industry—have grown used to wages that
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are higher than the national average, even after
an ad{ustment for Alaska's higher living costs.
Despite the downward pressure that the recent
recession put on wages, in 1987 Alaska govern-
ment wages remained 25 percent ahove the na-
tional average, after a cost-of-living adjustment,
Even though higher payroll costs are reSponsible
for about a quarter of Alaska extra per caﬁlta
spending relative to the U.S. average, Alaska's
Fubhc employees are well-organized and are not
ikely to willingly accept wage reductions to help
reduce state spending.

11,
ready made what could be called the "easiest"
budget cuts-largely cuts in capital _spendm%._ It
has also cut back on"aid to municipalities—which
it had increased so much in the halcyon days of
the early 1980s. The kinds of cuts the state must
now consider are ones that will have amore direct
effect on services or benefits.

To challenge the notion that Alaska need not
cut state spending but simply raise revenues, the
next paper in this series analyzes the history of
state revenues and the capacity of the economy to
support additional taxes for state and local
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Alaska's Poterijjal Tax Revenues

Spend more and tax lesswes the philosophy of
Alaska’sstate and local governmentsin the 1980s.
They spent two to three times more per capita
than governments in other states, but taxed in-
dividuals and businesses only about half as much,
Theywere able to do that because high petroleum
revenues paid for most of state government and a
lot of local government.

But in the 1990s we can expect to see them
spending less and taxing Alaskans more. e es-
timate 'that
Alaska’s state and
local governments-
could collect about
$500 million more
from the existing
tax base, if they
taxed individuals-
and businesses at
national average
rates.

The Alaska
Legislature isn’t
likely to raise taxes
thisyear, but inter-
est in taxes is
bound to grow in
the 1990s, as e«
declining produc-
tion from the giant
Prudhoe Bay field
drans down state
revenues.' By 2000
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filling petroleum revenues will leave a $1 billion
gap.in the state budget. (Figure 1.) Alaska’slocal
governments will alsofeel the effects gif the fiscal
gap, because they rely heavily on the same source
of money— dwindling state petroleum revenues.
-Economic developments that are at™est un-
certain right now could, were they to occur, yield
very substantial revenues by 2005. If the ges
pipeline from the North Slope were built, and if
oil'were discovered and produced in the'Arctic

tial of New Stats »nd Local Revenues
ATONariownscalCap ,
* (In {union* of KAV Dllar)t -

SPENDING LEVEL

JHEVENUER From

2000 2005 2010

This is the third in a series of ISER Fiscal PolicyTapcrs examining aspects of state government revenues and_
spending. W intend these papers to focus the'iuention ofslate officials and of Alaskans in general on the serious

budget crisis we face, and on the necessity for dealing with it sbor. ?’
Tho authors axe Oliver Scon Goldsm’h, Matthew Bennan, Lee Gorsuch. and Linda Lcask. Alexandra Hill and
M. L. Madden helped analyze the data. Thrcsa Hull prepared the graphics.
The ISER Fiscal Policy Papers scries is financed by a grant from ARCO Alaska.



National Wildlife Refu_ge, togeu.*,.
developments could contribute in the neighbor-
hood of $350 million ayear (in 1988 dollars).

In 2000, if individuals and businesses'were
taxed at national average rates (rather than at
current rates), those additional taxes would fill
about half the projected fiscal gap. BY 2005, if
uncertain big developments were to occur,
revenues from those developments and taxes at
national average rates together could fill about 70
percent of the projected gap. (Figure 1)

This paper analyzes potential revenues for
Alaska governments, and is a com Blement to the
spendlnq_analysw in Fiscal Policy Paper # 2, We
hope policymakers will consider these analyses
together as they decide how to balance spending
cuts and revenue increases in the 1990s. Some
Alaskans believe the state %overnment should
balance its budgetjust through spending cuts. But
cutting $1 billion would reguce the state budget
by 40 percent, It seems unlikely Alaskans wold
tolerate the drasuc drop in services that would
follow if the state cut its budget nearly in half.

To estimate potential revenues, we need a
standard against which to measure 'Alaska tax
effqrts. We"use national average tax rates: W€ €X-
amine how much tax Alaska's state and local
governments currently collect, and estimate how
much different tax collections would be if tax
rates were at national averages. We're not €s-
timating the maximum amount government could
squeeze out of taxpayers. Nor are we suggesting
that national averages are the appropriate tax
rates for Alaska. Policymakers here will have to
make decisions about tax rates in the light of
specific Alaska circumstances. &_The box on page
14 further describes how we estimate Alaska tax
levels and U.S. averages.)

In our analysiswe look separately at taxes paid
by individuals and businesses and by resourc®
industries. Individuals and businesses in Alaska
carry perhaps ihe lightest state and local tax bur-
den”in the nation. Comparing taxes paid by
resource industries in Alaska with national
averages for resource industries iscomplicated hy
the difficulty of measuring the appropriate tax
base. But we roughly estimate that Alaska’s two
biggest resource industries —petroleum and com-
mercial fishing—pay just about the same rates in
Alaska as they do nationwide. For petroleum t o
national average is about 12 percent of its value
added (the petroleum industry contribution to the

ing in inc

in%u_stry’sv_alue added. Alaska's UUIUUQ

ber industries, however, appear to be taxed con-
siderably below national averages. 'ey.

These are rough estimates, intended to give
readers an idea of the relative level of taxes on
resource industries. How to measure the taxes
paid by and the tax capathY of resource industries
In Alaska has been and will continue to be bitterly
de6ated. We're not suggesting that our method
shows the appropriaté level” of taxation. Qur
analysis provides a method, of comﬁarmg
resource industries that is consistent with com-
parisons of individuals and pusinesses. It is not
meant to serve as a substitute for a detailed
analysis of the specific circumstances of each
resource industry in the state. "o e

Small changes in our estimates of the percent
of value added each, industry Pays in taxes would
make little overall difference to Alaska revenues,
except for changes in the petroleum estimate. But
as time qoes on, changes in the petroleum es-
timate will make less difference to revenues, That
IS true because the Alaska petroleum tax hase is
shrinking and therefore reducing petroleum
revenues. ¢

_ Regiardless of differences of opinion about the
size of the resource tax base, one point remains
clear: individuals and pusinesses in Alaska pay a
lot less state and local tax than they do in other
places, and governments here are going to look at
Individual and business taxes to help balance the
budget in the 1990s.

Before we move into our analysis we'd like to
emphasize one more point. Alaska is not only a

- What Fiscal Gap ?

M?uy Alaskans doa’t believe the state face* a fiscal
“rLu, Thcyaoie that current state revenueprojections
put annual revenues at or above S23 billion (the current
level of spending) for the next five years. But those
projections assume revenues will remain at that level
because inflation will push up the price of oiL Tb be
consistent, forecasters must also assume that inflation
would likewise push up the cost of government. Using
the state's assumptions about inflation in oil prices, we
calculate that by 1995 the government would need
almost $2.9 billion to maintain today* purchasing
power. While no one has a cr; seal ball to predict future
oil prices, even relatively optimistic forecasts suggest
the state will confront major revenue shoi tagc™ within
a fewyears.



tax collector but also a resource owner. When
Alaska became a state, the federal government
recognized that it had a small tax base as com-
pared with more industrialized states, so it
granted Alaska ownership of 104 million acres
and the resources on those lands. Partof Alaska’'s
resource revenue therefore comes from taxes,
and part-in the case of petroleum, avery sub-
stantial part-comes from royalties and other
payments it collects as a resource owner. It’'sim-
portant to keep that distinction in mind whenwe
talk about U.S. and Alaska tax rates. Whether
Alaska collects a fair return on its ownership of
resources is aseparate issue from how its tax rates
compare with thase of other states.

The next section of this paper briefly describes
state and local revenues since Alaska became a
state, and the following section compares existing
Alaska state and local tax levels with national
averages. Then comes our analysis of potential
new revenues. Finally, we look at some of the
economic, political, and social issues that will
make raising taxes difficult.

History of Revenues

Fgures 2 and 3 show historical per capitastate
and local revenues, in 1988 dollars. Putting all the

figures in constant dollars per capita revcsu>
real changes over time in levels and sources of
revenues, independent of changes in prices and
population.

The two figures illustrate the groming impor-
tance of petroleum revenues to Alaska's state and
local governments, and the volatility of those
revenues.

Before the discovery and development of
North Slope oil, federal tranfers made up doseto
half of the state’srelatively modest revenues, and
taxes and other charges paid by individuals and
businesses made up most of the rest. In the past
15years, petroleum revenues multiplied state in-
come, but also made it subject to sudden shifts up
and down. Petroleum revenues have been declin-
ing since the early 1980s, but by the end of the
decade real per capita state revenues were still
about seventimes larger than they had beenwhen
Alaska became astate.

Local government revenues also grew
dramatically over the past 15 years, with the big-
gest source of growth being state aid—whichwes
fueled by petroleum revenues. Taxes on oil
property also became a big source of income for
the North Slope Borough and Valdez and a

Figure 2. Alaska State Revenue* Per Capita
(Iniasa Dollars)

_ Permanent Fund Income

_ Per anegt Fund
*Dedicated Revenues

General Fund
M Petroleum Revenues

- General Fund Interest

miFederal Transfers
" Non-Petroleum Ruvenues

1961 63 65 67 89 71 73 75 77 79 81 63 85 87 1989

« Non potrolaum revenuaa Includ* lax** and othar charQoa paid by AJaska Individual*, busin*»»«*. and r**ourc* Induit/l<* oih*r man

petdaum
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smaller but still significant source for the Fair-
bandcs North Star Borough and the Kenai Penin-
sula Borough. Local revenues began dropping
with declining state aid in the late 1980s. (The
most recent figures available for local revenues
are from 1987; figures from the two most recent
yearswould likely show further drops.) Still, as of
1987 real per capita local revenues were about
four times larger than they had been in the mid-
1960s. But because non-petroleum taxes fell as
petroleum revenues rose, municipal budgets are
veryvulnerable because they now rely somuchon
non-sustainable revenues.

Tax Burdens: Alaskans and Other

r ;o “Americans

m |n this section we ook at how state and local
taxes Alaskans paid”compare with what other
Americans paid in 1967,1977, and 1987. We pick-
.d.those three years because they represent very
different economic periods in Alaska: the early
years of statehood, before North Slope oil dis-
coveries; the economic boom time accompanying,
construction of the trans-Alaska oil p|}7)e||ne; an
th* 3 oftieh petroleum revenue?.  Vr

n
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these kinds of comparisons do give us a measure
of relative tax burdens. We look first at compara-
tive state taxes, then at comparative local taxes,
and finally at combined Alaska state and local tax
effort as compared with U.S. avera?es. Remern-
ber that we are talking only about state and local
taxes. The other major taxes are of course federal
taxes. Because the federal income tax s progres-
sive—that is, it taxes higher incomes at higher
rates-and Alaskans generally have high nominal
incomes, Alaskans pay about 10 percent more
federal income taxes than the national average,
(However, that difference used to be much larger,

structure was much more

SHte*Govammem Comparison,
. Figure 4 compares taxes, federal transfers, and
resource revenues collected by Alaska's state
government and state governments nationwide
on average in 1967,1977, and 1987, The.pumb'ers
are in 1988 dollars percapita-a comparison that
adjusts for tynh price, changes over time and
R/lopulatlon differences. The U.S. figures are also
ated by an Alaska cost-of-living adjustment;
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The Alaska Cost-Of-Uving Adjustment

.V

All Our numbers arc in 198S dollars, except as noted. That adjustment eliminates the effects of inflation so wc can

.assess real changes ia taxes collected over time.

v _ \*

Also, in Figures 4,5, and 6 we've added an Alaska cost-of-living adjustment (COLA) to the U.S. average numbers,
which takes into account Alaska's higher living costs and shows what the U.S. averages would be at Alaska prices.

Our cost-of-living adjustment takes into account both the higher cost of living in Anchorage relative to the U.S.
average, and Lhe higher cost of living in other Alaska regions relative to Anchorage. The 1988 COLA is based ona L5
percent differential between >yichoragc and U.S. average prices, multiplied by another differential between
Anchorage and other Alaska prices. The differential is 8 percent for state government revenues and 11 percent for
local government revenues, reflecting a greater concentration of stare government activity in lower cost areas like
Anchorage and Juneau and more local government activity in higher cost areas. So, a commodity that costs S1.00 in
the U.S. as a whole will cost $1.24 in a typical location of state government and $1.27 in a typical local government
area. We calculated the Anchoragc-U.$. differential with U.S. Bureau of Labor Statistics information. Our calculation
of the differential between Anchorage and the rest of the state is based on the regional cost-of-living indexes reported
in the Alaska Geographic Differential Study (prepared for the Alaska Department of Administration in 1985 by The

*McDowell Group), weighted by the proportions of state and local government employment in each region. ~~
. *o« - . »* , .o i - '
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Income Tax: Until 1980, Alaska had both a
personal and acorporate income tax; the personal
Income tax was eliminated in 1980. Alaska s per
capita income taxes were high as compared with
the national avera?e_--70 percent higher in 1967
and two and a half times as hlgh in 1977, when
non-residepts working on the trans-Alaska
]p|pel_|ne paid substantial Alaska income taxes,
he income tax was high in part because it was
tied to the federalincome tax-which at that time
taxed higher incomes at much higher rates than is
true today. Also, Alaska has historically had a
large number of seasonal, non-resident workers
who paid state income taxes. .

Across the country 40 states tax personal in-
come and 3 more states tax a portion of Personal
income. The income tax rates start as low as 1
percent and range as high as 12 percenton higher
Incomes. Alaska and 45 other states tax corporate
income, at rates also ranging from 1to 12 percent
of netincome. - S

Federal Transfers: Alaska’s per capita federal
transfers have always been h.qher than average—
because of minimum entitlements for some
programs, substantial girants for highways, and
shared revenues from- federal lands. In Sharing
revenues from federal lands, Congress recoE-;
nized that high federal land ownership in Alaska
and other western, states reduces the states’ tax
capacity.  V-Vdfye oo m

+But the difference between per capita trans-
fers to Alaska and to other states narrowed agreat
deal over the past 20 years. In 1967 (a year when
federal highway grants were high), AlasJp’s per
capita federal money was nearly three limes the
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national averageffry 1987 it was just 68 percent
ahove the national average. .~
Ocher Taxes, Charges, and Miscellaneous
Revenues: TNIS, categor% Includes selective sales
taxes, user fees, and other kinds of charges for
state services. Alaska has always collected some-
what more than the national average per capitain
such revenues. The state government here
provides a number o fservices other states don't,
ans for them partly through user charges,
Alaska's state* ferry system is a good example,
since different states provide different services,
the comparative per capita level of these kinds of
charges is not particularly meaningful as @
measure ofrelative burdens.
Interest: Alaska's per capita interest on the
Heneral fund balance has always been somewhat
igher than the national average. Alaska's
general fund is bigger (per capita) than that of
other states, and a\b|gger balance cams more

General Sales Tax: Alaska's state government
has-never imposed a general sales tax Nation-
wide, 45 state governments have sales taxes, with
rates varying from 3 to.7.5 percent. State sales tax
burdens nationwide have roughly doubled in the
past20years—moving from about 5200 Percap_lta
tomore than $400 Fe_r capita (in 1988 dollars, with
an”Alaska cost-of-living adjustment),
....Resource Taxes: We would expect Alaska's per
capita seveTancc taxes to be higher than the na-
tional average,, because Alaska is a resource-rich
Slate with a small population. And we would ex-
pea the national average severance tax per capita
to be low, because*the relative value of resource
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production in most states is low as compared with

Alaska’s. Alaska has many natural resources but
less industrial infrastructure than most states.
More industrialized states, by contrast, have fac-

Eorles and other business property in their tax
ases.

Even in the 1960s, when Alaska’s only oil
production was in the Cook Inlet area, state
severance taxes here were considerably higher
than the national avera%e. In 1987 severance taxes
in Alaska were about $1,700 per capita, as com-
pared with about $20 nationwide.

_ Resource Ownership Revenues. This category
includes royalties, rents, and bonuses Alaska
receives because it owns resources under terms of
the statehood act. Almost all of these revenues
are from petroleum, but small amounts are also
from timber and land sales. Alaska per capita
ownership revenues in 1987 (a year of low oil
prices) were about 51,400, as Compared with
about 540 nationally.

Local Government Comparisons

Figure 5 compares revenues collected by
Alaska’s local governments and local govern-
ments around the country in 1967,1977, and 1987.
Again, the comparisons are in per capita 1988
dollars, with the U.S. figures inflated by an Alaska
cost-of-living adjustment.

State Transfers: State transfers have always
made up a substantial share of revenues for
Alaska's local governments. But in the 1960s,
when the state government had just a modest
income, per capita state aid to local governments
in Alaska was only about half the national
average. In 1977 state aid to Alaska local govern-
ments was a bit above the national average. By
1987, local governments in Alaska received near-
ly twice the state aid that other local governments
inihe U.S. did.

Property Taxes. Alaska's per capita property
taxes were helow the national average in the
1960s and 1970s, and are still about 20 percent
below the national average today, if we exclude
taxes the North Slope Borough collects oh
petroleum pro ert% Although several local,
governments in Alaska collect taxes onpetroleum
property, only the North Slope Borough has the
combination of small {:)opulatlon, high mill rates,
and extremely valuable petroleum property that
would distort the per capita comparisons in Fig-
ure 5. Part of the reason Alaska’s per capita col-

lections arc lower than the average is that mill
rates are lower, but the small or non-existent tat
bases in certain areas of Alaska also bring down
the per capita average.

Charges and Miscellaneous Revenues: Because

the services local governments pay for with user
fees vary substantially around the country, per
capita user fees don’treflea relative tax burdens.
The miscellaneous revenues in Figure 5 include
charges and user fees ofvarious kinds; these kinds
of char%es went up much faster in Alaska than in
other states in the 1980s. In 1987 local govern-
ments in Alaska colleaed about 50 percent more
Per capita in miscellaneous revenues than did
ocal governments elsewhere.
' Federal Transfers: There's no clear pattern in
federal transfers to Alaska local governments as
compared with the national average; in 1967 and.
1977 Alaska governments got less than the na-
tional average and in 1987 somewhat more. Be-
cause federal transfers to local governments are
relatively small, transfer levels from year to year
may vary substantially.

Other Taxes; This category includes mainly
sales taxes, but in several states also income taxes.
Local governments in 29 states impose general
sales taxes, and in 11 states local jurisdictions levy
income taxes. Selective sales taxes are also com-
mon at the local level. Co

Per capita sales taxes levied by Alaska govern-
ments have always been below the national
average, but the gap widened over the past 20
years. In 1987 per capita sales and other taxes
nationally were about 35 percent higher than in
Alaska—while in 1967 the difference was around
20 percent.

Interest: Alaska's local governments didn't
have big enough fund balances to earn much in-
terest in the 1960s. They did better-slightly
above the national averagae-m the 1970s. But in
1987 per capita interest collected by local govern-
ments in Alaska was three times the national
average. Part ofthe reason interest was high in.the
mid-1980s was that many municipalities were col-
Icaing earnings on unspent capital grants and
other cash halances.

ombined State and Local Taxes on Individual! and
usinesses
~ Figures 4 and 5 show that petroleum taxes
lightened the tax burden on individuals and busi-
nesses in Alaska in the 1980s. To make that change
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Flyura @ Combined State AN Local Taxes per Capita

Excluding Resource Taxes*
| Alaaka and U.S. Average

(Iniwa DoiUri)
« AK US AK US AK US
1967 1977 1987

' ToUl $602 11387 1200411868 2824 12160
NoU: U.S. tvirigoi «= Infldd by Aladka COLA.

Excludu petroleum corporate Income, etate properry and Mverance taxes;

llehenoe uuee; and Nortn Slope Borough oil property t&xei.

more clear, in Fi%ur_e 6 we combine state and local
taxes paid by individuals and businesses and ex-
clude resource industry taxes (which we examine
separately below). We also exclude user fees and
charges, because services provided vary from
state to state. Agam, the figures here are in 1988
dollars, and the U.S. figures have heen inflated by
an .Alaska cost-of-living adjustment, so we're
looking at equivalent buying power across the
years and between Alaska and other states.
Figure 6 shows that per capita individual and
business taxes in Alaska were lower than the na-
tional avenqe in 1967 and 1937, In 1987, the most
recent year for which we have figures, per capita
state and local taxes nationwide were about
$2,200, as compared with less than half that
amount - 3hout S900 per capita- in Alaska.
~In 1977, however, Alaska per capita taxes were
slightly higher than the national average. That
happened In part because non-residents working
in Alaska paid substantial state income taxes that
car.

Sales; property, and other taxes per
capita have historically been lower in
Alaska. Income taxes were considerably
higher than the national average before
the personal income tax was repealed in
1980—and that repeal accounts for the
drop in total Alaska taxes between 1977
and 1987...

Looking for Money: Potential
: . ...Revenues

State and local officials will have to fill
the pending fiscal gap by cutting their
budgets and finding new sources of
revenues. We don't know yet how much of
each they'll try to do, or when, but in this
sectionwelook at how much new revenue
they might be able to realize.

State revenues increase for two

reasons. New or expanded development
can increase the tax base. If the govern-
ment taxes that exganded base, revenues
will increase. Or the government can in-
crease taxes - by adding new taxes, raising
emstmg tax ratés, or faxing parts of the
base that haven't been taxed before. A
third but smaller potential source of new
revenues is state assets not currently
'managed to maximize general revenues.
_ Finally, four other factors that are not en-
tirely predictable right now could ease the future
fiscal crisis, ifthey were higher than we anticipate:
settlement payments from litigation; earnmPs.of
the Permanent Fund; oil prices; and federal aid.
Unfortunately, these factors could also worsen
the crisis, if they were lower than we anticipate.
Below we'll firstbriefly discuss those four variable
factors, then broadly assess the Rotennal for state
assets to generate revenues. Then we'll look at
potential revenues from higher taxes and new
development.

Up or Down Factor*

Settlement Payments: In the last four years the
state received between S71 million and $419 mil-
lion annually ($227 million average) in settle-
ments of disputes with oil companies and the
federal government. Over the next decade the
state expects to collect a substantial portion of the
more than $5 billion cunently in dispute. The
amount and timing of future payments isextreme-
I_y_uncertam. Our revenue projections (shown in

igure 1) assume that the state will receive $1.7



billion (m 1988 dollars) over the next 10 years. If
those payments turn outto be largerorwe receive
them sooner than we assume, the budget crisis
would be eased-but if for some reason the pay-
ments are smaller or we.receive them laterr the
fiscal gap would be wider. L

Permanent Fund Earnings: OUr projections as-
sume real (adjusted for mﬁatlon) earnings ofthe
fund will average 3 percentannually over the next
20 years, which is consistent with the target of the
Permanent Fund Corporation. So far thefund has
en{oyed_ana\(er_ag_ _
but earnings in individual years have ranged
zero to 1 percent. /= * m - A

Oil Price: OUr projections assume a constant
real (adjusted for inflation) price of $15 a barrel
for North Slope crude delivered to the U.S/Gulf
Coast, whicn is app_rommate_l?/ equal to the official
State of Alaska estimate. Oil prices in 1989 were
Extreqnely volatile, ranging from S12 to $20 per

arrel.

Qil production levels are more Rredlctable
than prices. North Slope Produ_cnon as already
started to decline, and will continue to do so over
the next 20 years. To compensate for falling
production between now and 2010, the nominal
oilprice (before subtracting inflation) would have
to rise 105percentayearan the realprice (ini988
dollars) 5 percent annually. (See Figure 7.) Qi

rom

erealreturaofSpercentaYear," share of aid.

would have to sell for $47 a barrel in 2000 and
$122 a barrel in 2010-071, in 1988 dollars, $27 a
barrel in 2000 and $44 a barrel in 2010.
* . Federal Government: Before the days of high
Petroleur_n revenues, Alaska relied heavily on
ederal aid. Some Alaskans see increased federal
aid in Alaska as a means of,easm% the commgi
state fiscal crisis. But given the federa
government's own large budget deficit and the
trend toward less federal assistance nationwide, it
seems unhkeéy that Alaska could increase its
ven maintaining current levels in
such programs as highway assistance or keepmﬂ

Aourcurrentshare offederal resource royalties wi

be difficult. In our projections we assume little
future change in federal aid; if in fact federal aid
declined substantially, the state budget would be
under more pressure. _
The federal government could, however, im-
prove the state's revenue picture by I|_ft|ng the ban
mathe exportofNorth .Slope crude oil and repeal-
mg the Jones Act, which re(iuwes cargoes heing
shipped between U.S. Rors to be carried in
American ships. Those changes in federal law—
which are notunder active consideration-woulcf
increase the wellhead value (the market value
minus transgortanon costs) of North Slope oil by
52to $4 perbarrel, thus increasing both the state's
tax base and its owner interests in oil. ~



Using State Assets

The Permanent Fund is only the I_arﬁest of a
number of state assets that potentially could
produce annual revenues to support government
services. The state currently reP_orts 3.1 billion
of equity in public corporations and state
enterprise funds. The biggest of these by far is the
Alaska Housing Finance Corporation. Others in-
clude the Alaska Railroad Corporation, the Alas-
kaIndustnalD_eve!ogm_entan Export Authority,
the Commercial Fisheries Revolvmg Loan.Fund,
the Power Development Fund, the Student Loan
Corporation, the International Airport Fund, the
Agricultural Loan Fund, and the Housing Assis-
tance Fund.

Right now the mcomeJ)roduced by those as-
sets Is largely earmarked for continuation of
specific programs. Many of these assets earn
below-market rates of réturn, because they are
intended primarily to create non-monetary
benefits - such as lowering the cost of doing busi-
ness, expanding the economic base, and better
educating Alaska's work force. Although we are
not advocating such a policy, the state could sell
these assets and invest the Eroceeds in ways that
would maximize returns to the state. Before doing
so, the state would need to determine what
benefits would be lost.

The potential sustainable income from sale of
these assets is difficult to predict, because their
market value may differ from values reported in
state financial documents. Butit's unlikely that it
would exceed $100 million annually. Less radical
shifts inmanagement of these public corporations
and enterprise funds could, however, divertapor-
tion of the income from their activities to the
general fund.

Taxes: How High?

Types and rates of state and local taxes vary a
great deal around the country. Every state makes
political derisions about the benefits of govern-
ment spending versus the loss in private purchas-
ing power and economic disincentives created by
taxes. But to make some assessments of Alaska’s
ability to generate taxes ascompared with current
tax collections we need some standard measure
of comparison.

We estimate how much more tax AJaska might
be able to generate by applying the average tax
rates among state and local governments nation-
wide to Alaska's tax bases. (See the box on page

14)) Calculating the difference between what
Alaska now collects and what it could collect at
national average tax rates gives us an estimate of
potential new tax revenues. Notice that we are
USING national average rates @S a M€aSuUre ofcom-
Barlson; the potential tax revenues we discuss
elow are representative rates and not maxi-
mums. A number of states of course have taxes
%qutannaIIy above the average, just as others are
elow.

We're not advocating that the state and local
governments here suddenly raise tax rates to na-
tional averages. Changes in Alaska’s tax scheme
In the coming years will deﬁend on political
realities at the state and local levels and must be
tailored to specific Alaska conditions. National
averages simply serve as a benchmark to give
Alaskans an estimate of how much of the fiscal
ﬁap taxes could fill, if state and local governments

ere raised taxes to those averages.

In making these estimates we did not explicitly
consider how increased tax rates might shrink the
tax hase or how restructuring of the tax schedule
might make the burden more equitable. Also ab-
sent from our estimate is any consideration of
current tax evasion and foregone revenues from
tax credits. Notwithstanding these tax issues we
didn't examine, we are confident that our es-
timates provide agood overall picture of potential
revenues from taxes.

Individual and Business Taxes: Figure 8 shows
that individual Alaskans and businesses (exclud-
ing resource producnon? pay about half the na-
tional average in overall state and local taxes.
(The black bars show how high Alaska taxes
would be at national average rates, and the striped
bars show actual tax payments.) However, the
figure also reveals wide differences among the
various types of taxes. ProRerty,taxes and those in
the “other" category, which includes selective
sales taxes and non-petroleura corporate income
taxes, approach the national tax averages. In con-
trast, _?eneral sales taxes in Alaska are only about
one-fifth the national average, mainly because we
have no state general sales tax. Most apparent is
Alaska’s lack of a personal income tax at either
the state or local level.

Altogether, imposing state sales and income
taxes at national averages and increasing property
and local sales taxes to national averages would
generate about SS15 million for state and local
governments each year. That would virtually
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double current tax collections, (We don tinclude
charges and user fees here hecause those kindsof
charges support different services in different
locations, making comparisons meaningless. Also
excluded are the potential net proceeds of a state
lottery, which we estimate could be $10 million
annually.) Ve

Resource Production Revenues: Alaska collects
both taxes on and ownership payments from
resourcc extraction. In- this section’we compare
the rate of taxation of the resource hase across
states and specifically exclude ownership pay-
ments. Our estimates are necessarily rough ap-
proximations, given the difficulties in valuing
each resource hase. *

Figure 9 compares tax rates on resource in-

dustries in Alaska and nationwide in 1987 (the
most recent year for which we have f|gures?] by
showing the approximate percentage of their
value added (the industry contribution to gross

national product) paid in taxes, excluding incom/(\a

just about the same

« N .. percentageofitsAlas-
kavalue added in taxes as it did nationally—about

12 percent. (The Alaska Legislature in" 1989
changed the formula for calculating severance
taxes on petroleum—the Economic Limit Factor,
Or ELF. Although the change increased 1989 tax
collections by about $150 million over what they
would have been, the legislature essentially res-
tored 1989 tax rates to their 1987 levels. So the tax
pl)_erce)ntag/g we show is still a valid approxima-
jon.

'Alaska’s next most important resource, com-
mcrrial fishing, also was taxed roughlg/ asmuch in
Alaska as nationally in 1987-aroundb5percentof

jts value added. Other resource industries In

Alaska paid little tax. Mining in Alaska paid less
thau 1percent ofits value added in taxes in 1987,
as compared with 14 percent nationally. Agricul-
mre and forestry in Alaska paid much less than 1
percent in taxes, as compared with about 4 per-
cent nationally. (We weren't able to make com-
parisons for tourism because of the difflculues in
Identifyingjaxes paid and tax base.) *



F|qure 10 shows
actual taxes paid by
Alaska’s resource in-
dustries in the late
1980s and estimates
of what taxes would
be at U.S. average
rates. Modest chan-
ges. in the national
rates have an msq-
nificant effect on col-
lections, exce,ot 0f
course fol petroleum,

At national
average rates, the
petroleum industry in

Flgurt 9. Alaska and U.3.“Resource Industrie!
» Tfcxet at Percent of Value Added (1987)

Agriculture imber Mining afoo Petroleum
éblgjtkasﬂg Obul;ﬂonpal% ﬁarvsat ﬂearves Production
taxes. (We make that

Alaska L_J US

estimate by applying
the national average
rate for oetroleum in

Voo
Figure 9 to the industry s Alaska tax base). The

industry would pay about $31

seafood harvestin
%llonal average rate 10 that in-

million at the Na
dustry. * -
~ The severance' tax, propertﬁ tax, and special
income tax on petroleum, and the raw fish tax, are
the primary resource taxes in Alaska. Resource
taxes collected from these industries inAlaska are
consistent with national rates. '

Figure 10. Alaska State and Local Taxee
Paid by Resource Production Industries
Actual and at Estimated U.S. Average Ratea
(In M1Bona of 1958 DofUr*)
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Alaska’s raining, timber harvestinP, and
agriculture industries have much smaller tax
bases than petroleum and fishing, and those
smaller tax baaca <uc taxed at rates considerably
below the national averages. Alaska has no
production tax on timber harvesting. Instead of a
production tax on mineral extraction, Alaska has
a mining license tax on net operating income,
Were these industries to pay taxes at national
average rates, the state would collect (at current

roduction
Feve_ls) af-
proximately S10
million more an-
nually.

Asanowner of
resources (as dis-
tinct from a tax
collector), Alaska
receives consider-
able revenues-
again, mostly
from the'sale of
oil and gas, but
also  smaller
amounts. from
timber, minerals,
and land sales.
These payments
to the state are

p*»rcleum
Harvdut Production



Estimating Alaska Taxes and U.S. Avoraga Rates

Ib calculate taxes Alaska’s state and local governments collect as well as average collections of other state and
local governments wc use the U.S. Department of Commerce's Governmental Finaners, unpublished data from the.
ILS. Bureau of Economic Analysis, and ISER’s MAP database.

- Toestimate revenues Alaska's state and local governments might collect from taxchange* wc applynationalaverage
. tax rata to Alaska's tax bases. This measure of tax potential docs not reflect some preferred amount of taxes, or the
maximum amount, or the level taxes could reuJr before they began to create economic disincentive?- Rather it's i
standard fur comparing Alaska's tax effort with that of other states, taking into account (he. tax bases of each state as
well as taxes collected. * * w TRhe *F e ‘e i ' e Tt ox
Wec derive our estimates ofadditional tax potential using published and unpublished data from the U.S. Department
of Commerce, the ISER MAP database, the Advisory Council on Intergovernmental Relations (ACIR), and the
research agency of (he Alaska House of Representatives. -, * ]
At the heart of our estimates of tax potential are of course estimates of Alaska’s tax bases. In our analysis we use
one set of tax bases for individual and business taxes and another for resource industry taxes. (We exclude resource

ownership rrvmurssinor. they arc generally paid tt? private owners). . o, f |
. . . oo 1

N * , . Y | A
Individual and Business Taxes: Our calculations of Alaska’s bases for individual and business taxes are modifica-
tions of ACIR estimates, and reflect the specific base fgr each tax, such as retail sales, property values, corporate
income, or gasoline consumption. We then apply national average tax rates to each tax base. .7C .

Resource Industry Taxes: For the tax bases of resource industries wc use the amount of value each industry
contributes tv the national preduet-what economists call “value added”. Value added mnsisfs of wages,
depreciation, rents, interest, and payments to other factors that add value to production, as well as profits received
and taxes paid. The national aveiage tax rate for each industry is the ratio of all taxes paid (except income tnxe?) to
value added os reported by the U.S. Department of Commerce. Wc estimate the additional tax potential of Alaska
resource industries by applying the national average rate to the Alaska value added of each industry, based on ISER
calculations. So, for example, if an industry pays 5 percent of its value added-in taxes nationally while in Alaska it p*y*

3 percent, Alaskagovernments coul

average.
' Ou/ method of measuring the

EEFEXF[; - ® on” * )

similar to those private owners of resources
would require from developers. On_lr petroleum
royalties, which came close to $1 billion in fiscal
1988, are Iar?e enough to su ply a significant
share of the state’s budget needs. [n contrast, the
state gets no ownership rotum from the commer-
cial fisheries. The market value of ownership of
that resource is reflected in the value of limited
entry permits for the fisheries, which exceeds S
billion. If the state taxed the value of those per-
mJb, «h.\h are aform of proparty, at the tamr
rate as oil property, it could colject about S20
million annually. -8 VA
Economic Dovelopmont ¥ .
‘Economic development—both expansion of
existing activities and new developments—has
the potential to generate revenues to help fill the
state fiscal gap as well as create jobs and income

for Alaskans. For example, in bur analysis of the.

fiscal gap, we.assume the state will collect
petroleum revenues from production greater
than the current othaLest,&nates, because of

* *

it'-.. 0

**% o >Se *

‘ollcci 2 percent more of the industry’s value added in taxes to reach the national*

“J..

c tar hav. is not meant to StMCas a guide tOthe appropriate level of taxation
of any resource. SLQI:SD f*gceterminant, .Jould require a much more detailed analysis that is beyond the scgﬁe of tth
: ; . .y :

technological advances and further discoveries,
Figure 11 shows some estimates of possible
revenues from new or significantly expanded ac-
tivities not-already included in_our projections
because thekl are ‘less certain, The less certain
developments arr. further to the right in the fig-
ure. The estimates are intended to convey asense
of the order of magnitude of potential new
revenues, not to serve as precise predictions,
Growth in the tourism industry in the next
dooada (mith no chan%es in |ndustr¥ tfitfiS) COUjd
add SS million annually to the state treasmy m
fees and ownership payments as well as local
property and sales taxes'. Legalized gambling (not
Including a state lottery) could produce $5 tqS 10
million in state amusement and local Brpperty
taxes, (We re not advocatmgb that gamb ing be
legalized; itsone ofthe possible revenue sources
that have been discussed, so we include ai es-
umate of its revenuepotenhal.} eany
New mines could generate $15 mribon annual-
ly through I|cgnse>and income taxes and local

'—1
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Figure 11. Possible Revenues from ExBansion of Industry

(In Million* of IOMDolUr

Increasing Uncertainty

ProFert taxes (again, with no changes in existing
ax aws%. We willhave better estimates of mining
revenues over the next couple of years, as two big
new mines begin producing. ,

These revenues would be divided between
state and local governments, with local govern-
ments collecting property taxes and the state
government collecting resource taxes. The
revenue PqtenUaI ofthese deveIoEments issome-

! ricted because Alaska has no personal
income tax.

The developments that could produce the big-
gest revenues are petroleum-related but they are
very uncertain right now. Tvo such developments
(but by no means the only possible onesfwould '
be construction of a gas p|dpe||ne to transport
North Slope natural gas, and the discovery and
development of large oil reserves in the Arctic
National Wildlife Refuge east ofPrudhoe Bag. In
2000 North Slope gas could be contnbutmﬁ about
$100 million (in 1988 dollars) annually to the state
trea_surK. However, the gas pipeline won'the built
until the gas producers find buyers for North
Slope gas.

~ Adiscoveryin the wildlife refuPe one-third the
size of the Prudhoe Bay field could be generau'ng
S$250 million (in 1988 dollars) in annual state
revenues by 2005. (The estimated probability ofa
commercial discovery in the refuge is 19 percent.)

The Arctic Na-
tional Wildlife
Refuge isnot open
to petroleum ex-
ploration-right
now and it'suncer-
tain when it- will
be. Should'Con-
gress' open‘“the
refuge, the oil
companies would
"have to find com-
mercial fields and
undertake the
developjnent
\necessary’ 'to
transport oil from
'the refu%e before
the state.could
realize a sustained
flow 'wof- tax
revenues. /

. _ In'summary, if
allthe I|kel¥ and less certain developments shown
in Figure 11 were to occur, state and Iocal_ﬁ_over_n-
ments might be collecting about 5380 million (in

. 1988 dollars) in additional revenues by 2005.

- Between a Rock and a Hard Place

None of us is eager'to pay more taxes/Many
Alaskans believe thata combination of higher oil
prices, spending cuts, and new revenue sources
will make it unnecessary to raise taxes as
Pet_roleum revenues drop. But because we are
acing a $1 billion shortfall within the.next 10
gears,_vv_e regard thatview cs unrealistic. Afterall,

1 billion 1s three times more than all the in-
dividuals, businesses, and non-petroleum
resource industries currently pay in state'taxes
every year.. " ’ .

Wit seems inevitable, given the small likelihood
that resource development will raise enough
revenues to fill the fiscal gap in the near future,
that we'll have to fill some of that gap by raising
taxes. O f course there are political and Social as
well as economic issues involved in raising taxes.
In Fiscal Policy Paper #2 we outlined a number
ofreasons why cutting the budget would be tough.
Some of the same factors, plus others, will make
raising revenues as tough or tougher than cutting
the budget: J J vile



1. Economic Disincentives: Alaska isanexpen- and local tax burden in the nation, many Alaskans

sive place to do business, independent of state believe they're already
and local tax levels. Developers come to Alaska, for government services.

or expand their operations here, only when the
‘Phroflts from development outwei

paying more than enough

5. Tax the Other Guy First: Just about

h the costs. Al-  everyone is convinced that he's already paying his

ough tax levels are of less signi?icance to firms  fair share of taxes, and. that if taxes have to be

than are man

are neverthe%ss a real addition to the cost of

other market factors, higher taxes raised somebody else should pay. We have a

natural tendency to try to devise taxes that would

*

(doing business, and raising taxes on businesses or ~be paidby non-residents-b u t this method of “ tax.
individuals reduces Alaska's competitiveness in  exporting” has its limits, and even non-residents

national and world markets. o, .S

.2. Economic Climate: Alaska is still emergin
from a severe recession that cost the statejobsan

i

... bn respond to the disincentives created by taxa-
AN D)

tion by taking their business elsewhere. /
Despite'these arguments against taxes, in*the

. population, forced down property values, and typical state taxes and user fees paid by In-
pushed thousand of individuals and businesses | dividuals and businesses necessarily represent the

Into bankruptcy. Alaskans are understandably ~gst,of
not receptive to tax increases—whichwill'reduce J3titin t

income and employment inthe private sectorand,

in the minds of many, slow the paec ufeconomic'

activity.

3. Special Interests: For every tax paid or
proposed there is a constituency with an
economic interest in keeping rates low or non-ex-
istent. These interest groups are well-organized
and well-financed to fight tax increases or new

. laxes. - T
4. Unwillingness to Pay: Alaskans have grown
accustomed to low state”and local taxes. Even

mhough indidegaIAIgskans.g?(rry the lightest state
' R v,
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ﬁubllc services the government promdes.
| ePastdecade/w_hen petroleum revenues
Ba|d for almost everything, Alaska lost the link
etween wlialicsidents pay in taxca ond what they
receive in services. When Citizens aren'taware of
the cost of services, public spending is nolonger
restrained by. a sense of the value of services
provided. To regain the balance between taxes
and spending, .citizens must gradually shoulder
more ofthe costofgovernment. Higher taxes will
quickly focus attention oii those-aspects'of

government spending that taxpayers feel aren't ..

1 y
worth the priee. IO
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