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fully close tha budget gap, the Subcommittee recommended 
that annual revenues be increased by $300 - $500 million.
The April report also reported on the public information 
process.

On October 16-17, 1989 the Subcommittee met for briefings on 
the Prudhoe Bay production decline, OMB's mid-October Fiscal 
Review, the status of DNR's Oil and Gas Lease Sales, and the 
first in a series of Fiscal Policy Papers entitled "The 
Alaska Fiscal Gap" by the Institute of Social and Economic 
Research. In a public hearing October 16th, the Subcommittee 
heard testimony on state participation in economic 
development efforts with an emphasis on the identification 
of criteria for the Legislature to use in evaluating the 
merits of state participation in specific economic 
development proposals.

This report, as well as previous reports of the Fiscal 
Policy Subcommittee, reflect the general consensus of the 
subcommittee members but not necessarily unanimity of 
opinion on each specific point.

EXECUTIVE SUMMARY

Alaska is confronted with an impending fiscal crisis as a 
result of an inevitable "gap" between general fund revenues 
and present state spending. Current levels of state spending 
cannot be sustained.

Even assuming significant additional new oil and gas 
development and strong growth in the state's non-petroleum 
sectors, the decline in production from Prudhoe Bay will 
eventually necessitate substantial reductions in the state 
budget. The Executive Branch and legislative response to the 
looming fiscal gap will influence the severity of the
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PRBFACg
I

The Fiscal Policy Subcommittee rf the House Finance 
Committee was formed early in 1989 to address issueu arising 
from the state's critical financial circumstances. The 
subcommittee members are Representative Kay Brown, Chair; 
Representative C.E. Swackhammer and Representative Steve 
Rieger. In the course of developing its recommendations, the 
Subcommittee has been assisted by an informal fiscal policy 
Working Group which includes Representatives Larson,
Hoffman, Ulmer, Finkulstein, Boucher, Cotton, Koponen,
Boyer, Goll, Davidson, Navarre, Grussendorf, Davis, Leman, 
and Miller.

The Subcommittee's initial report, published February 7,
1989, includei:

■ potential budget reduction scenarios for FY 90;
■ an approach for identifying specific reductions; and
■ information about alternative revenue options.

As part of its initial effort, the Subcommittee also 
promoted a bi-partisan information effort that included a 
series of public workshops and a statewide survey sponsored 
by the Governor and the leadership of both tha House and the 
Senate.

By early April, 1989 when the Subcommittee's Second Report 
was published, a new revenue forecast by the Department of 
Revenue narrowed the anticipated budget budget gap for FY 90 
to approximately $250 - $300 million. In order to address 
the projected budget gap and put the state budget on a 
sustainable, recurring revenue basis, the Subcommittee 
recommended spending be reduced over four years to achieve 
an annual budget of about $1.9 billion. Additionally, in 
recognition that these budget reductions alone would not
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economic impacts associated with the decline in state 
revenues.

The House Finance Fiscal Policy Subcommittee recommends that 
the Legislature:

■ adopt a target spending level of $1.9 billion (1989 $) 
to be achieved by FY 1995;

■ enact a constitutional amendment to reduce spending by 
3-5% each year over the next 4 years in order to 
achieve the target spending level;

■ where realistic and likely to create new employment 
opportunities, pursue measures to strengthen and expand 
the state's private economy; and

■ identify and develop new sources of recurring revenue 
with a priority on "user fees" that will allow recovery 
of the cost of providing public services directly from 
the beneficiaries of those services.

INTRODUCTION

While the Alaska Department of Revenue's most recent short­
term "mid-case" forecast ($ 2.25 billion) projects 
sufficient revenue to support a "maintenance level" budget 
for the coming fiscal year (FY 91), over the long term state 
revenues are expected to deteriorate rapidly with the 
production decline of Prudhoe Bay.

Petroleum revenues already have fallen to just half of what 
they were in the peak revenue years of the early 1980's. If 
real (inflation-adjusted) oil prices remain in their current
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range, oil revenues will drop by half again by the year 
2 0 0 0 .

If annual state General Fund spending were held et present 
levels of approximately $2.3 billion (1989 $), the projected 
"fiscal gap" between expenditures and revenues likely would 
be several hundred million dollars a year in the early 1990s 
and more than $1 billion annually after the turn of the 
century.

The decline in Prudhoe Bay will compel a reduction in state 
spending. Even if one were to assume that a decision was 
made to deplete the entire Permanent Fund, state spending 
can not be maintained at current levels.

All credible analysis leads to the same conclusion: 
the current state spending level of approximately 
$2.3 billion (in 1989 $) cannot be sustained. The 
state budget will have to be reduced, not as a matter 
of choice, but as a matter of necessity. The only 
substantial point of policy debate concerns how 
deeply to cut the budget and how soon substantial 
reductions should be made.

Even assuming substantial new oil and gas development in 
Alaska and significant expansion of the state's non­
petroleum economic sectors, the decline of Prudhoe Bay,
North America's largest oil field, will have a dramatic 
impact on the Alaska economy.

The Executive Branch and legislative response to tho 
inevitable decline in state spending and the type of action 
taken (or not taken) to reduce state spending over the next 
few years will have a significant influence on magnitude and 
severity of the economic impacts associated with the 
downturn in petroleum revenues.
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The most important issue confronting che Governor and the 
legislature is how to manage the transition to a smaller, 
sustainable state budget in order to minimize the adverse 
economic impacts that will necessarily attend the reduction 
in availaole revenues. Recognizing that a failure to take 
decisive action in the near-term will only result in 
unnecessarily harsh economic impacts in the long-term, the 
Fiscal Policy Subcommittee recommends that the 
Legislature adopt a "target spending level" of $1.9 
billion (1989 $) to be achieved vithin 5 years.

In order to realize these spending reductions in an orderly 
manner, the Subcommittee recommends that a constitutional 
spending limit be enacted that will enforce a gradual and 
orderly reduction in state spending of about 3-5% per year 
to achieve the $1.9 billion (1989 $) "target" budget level.

THE NECE8SITY TO REDOCE SPENDING

In a recent analysis of the state's impending budget gap, 
the University of Alaska's Institute for Social and Economic 
Research (ISER) developed and evaluated four possible fiscal 
policy scenarios. Without endorsing or recommending any 
particular policy scenario, ISER developed the options in 
order to describe a bioad range of fiscal choices (see The 
Alaska Fiscal Gap. ISER Fiscal Policy Papers No. 1, August 
1989). The four scenarios can be briefly summarized briefly 
as follows:

Scenario l: "Stumble from Yaar-to-Year"

This case assumes an effort is made to maintain current 
spending levels for as long as possible drawing on ail 
available reserves (i.e.,, Railbelt Energy Fund, Earnings
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Reserve Account) except the principal of the Permanent Fund. 
No new tax measures would be enacted. In this scenario, 
declining revenues would force significant budget cuts by 
1992 with a cut of approximately 18 percent that year. 
Expenditures in the year 2000 would be $1.2 billion (1989 
$), equal to revenues collected that year.

Approximately 26,000 public and private jobs would be lost 
over the next decade as state general fund expenditures were 
cut roughly in half.

Scenario 2: "Deplete the Permanent Fund"

The most drastic scenario developed would be to use the 
entire $10 billion in the Permanent Fund (Earnings Reserve, 
Inflation-Proofing and, eventually, the corpus of the Fund) 
to sustain the current spending level. No new tax measures 
would be enacted. Draws on the Permanent Fund would begin in 
1992 and the Permanent Fund would be depleted by the year 
2003. At that point, the budget would collapse to a level of 
about $1 billion.

While Alaska employment would increase in the near term, 
severe economic and a recession would start in 2003. 
Approximately 30,000 public and private jobs would be lost 
over a two year period. (By comparison, job loss during the 
1985-1988 recession was about 25,000.)

Scenario 3t ’’Freeze the Budget/Spend Permanent Fund"

Under this scenario, the budget is held constant in nominal 
terms (i.e., not adjusted for inflation) and the entire $10 
billion Permanent Fund would be spent to maintain this level 
of spending. The effect of this scenario would be to reduce 
the "purchasing power" of the budget by the annual rate of 
inflation (estimated at 5% annually). No new tax measures
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would be enacted. By 1998 the budget would be reduced to a 
level of $1.5 billion (1989 $). Thia scenario assumes that 
after 1998 the budget would be held constant at $1.5 billion 
(1989 $). The Permanent Fund would be depleted shortly after 
the year 2010 and further major reductions in spending would 
be required thereafter.

This scenario would result in the gradual loss of about,
20,000 public and private jobs over the next decade. After 
2010, when spending was sharply curtailed upon depletion of 
the Permanent Fund, a "shock wave" of reduced employment 
would travel through the economy.

Scenario 4: "Cut Spending and Raise Taxes"

This scenario calls for meeting the projected fiscal gap 
through a combination of spending cuts and the establishment 
of new recurring revenues. This scenario contemplates a 25% 
cut in the General Fund budget over a 10-year period to $1 .7  
billion (1989 $), coupled with action to increase 
sustainable recurring revenues by $650 million annually. 
Under this scenario it is assumed that the personal income 
tax is reimposed ($250 million/year) in 1991 and Permanent 
Fund earnings currently used for dividends ($400 
million/year) are diverted to support general public 
services in 1995. This scenario indicates that a General 
Fund budget level of $1.7 billion/year could be sustained 
through the 1990s and beyond into the following decades. 
After the year 2000, expenditures could be maintained at the 
target level indefinitely. This scenario also would require 
near-term budget cuts even while state revenues are still on 
the increase over the next few years.

About 12,000 public and private jobs would be lost as 
spending cuts were made. Another 3,000 would be lost as the

Fiscal Policy Report # 3  7



income tax was reimposed and 5,000 more when the I'ermanent 
Fund dividend program was terminated.

ECONOMIC IMPACTS OF ALTERNATIVE FISCAL 8CENARI08

In comparing these fiscal scenarios, it is evident that 
state spending must be reduced. While these reductions can 
be avoided in the near term, eventually they must be 
confronted. Even if the personal income tax were reimposed 
and revenues now used for PFDs were diverted to support 
basic government services, the ISER analysis conclude that 
state general fund spending still would have to be cut by 
approximately 25% in order to achieve an indefinitely 
sustainable budget level of $1.7 billion (1989 $).

Accordingly, even if substantial new taxes were imposed 
and/or there was support for use of the Permanent Fund for 
basic services, significant cuts in state spending still 
would be inescapable. The only significant point of 
policy debate concerns hov deeply to cut the budget 
and hov soon substantial reductions should be made.

Further, it is apparent from the ISER analysis that the 
fiscal policy choices made in the near-term by the 
legislature will have a significant influence on the nature 
and extent of the eventual economic impacts experienced by 
the state economy as spending declines.

Gradual reductions in state spending would .Ave the 
least treimatio effect as measured in total job losa 
whila also allowing for maximum state-supported 
employment over the long term. By contrast, the 
avoidance or forestalling of budget cuts in the near-term 
eventually will lead to a larger total job loss when 
spending reductions become unavoidable, as well as a lower 
overall, long-term level of state-supported employment.

Fiscal Policy Report # 3
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In summary, the near-term actions taken (or not taken) by 
the Governor and the legislature to reduce state spending 
will significantly influence the eventual severity and 
extent of the public and private sector employment supported 
by state spending. If the public policy objective were to 
maximize Alaska employment, the ISER analysis indicates that 
the scenario assuming a combination of budget reductions and 
new revenue measures (i.e., Scenario 4: “Cut Spending and 
Raise Taxes") would result in the lowest total job loss 
attributable to reduced revenues while also yielding the 
highest overall sustainable level of Alaska employment in 
the long term.
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SUMMARY OF EMPLOYMENT IMPLICATIONS 
ALTERNATIVE FISCAL SCENARIOS

Stumble Along
■ 33,000 public and private jobs lost by 2010 
m state-supported jobs in 2010: 26,000
■ wage/saleiry employment 2010(!): 236,000

Deplete Permanent Fund
■ 35,000 public and private jobs lost by 2010
■ state-supported jobs in 2010: 23,000
■ wage/salary employment 20100-): 233,000

Freeze/Spend Permanent Fund
■ 21,000 public and private jobs lost by 2010
■ state-supported jobs in 2010: 38,000*
■ wage/salary employment 20100-): 249,000*
(* about 2015, state-supported employment would 
experience a dramatic drop as the Permanent Fund 
was exhausted)

Cut Spending $ Raise Taxes
■ .19,000 public and private jobs lost by 2010
■ state supported jobs in 2010: 40,000
■ wage/salary employment 2010U): 247,000

Note:
(!) exclusive of military and self-employed

S o u r c e ; G o l d s m i t h ,  S . ,  " T h e  A l a s k a  F i s c a l  G a p , "  I n s t i t u t e  
o f  S o c i a l  a n d  E c o n o m i c  R e s e a r c h ,  U n i v e r s i t y  o f  A l a s k a  
A n c h o r a g e  ( A u g u s t  1 9 8 9 )  a n d  p e r s o n a l  c o m m u n i c a t i o n .
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In the view of the Fiscal Policy Subcommittee, several 
fundamental principles should be used to guide decision­
making as the Legislature undertakes the effort to make tht 
transition to a smaller annual state budget based on 
annually recurring revenue streams. During recent hearings 
information was provided to the subcommittee concerning work 
of the Council on Economic Policies established by former 
Governor Jay Hammond. Several of the following principles 
are derived from the Council's work.

Principal No. 1: The state should separate subsidies
from investments.

Investments are those that are projected to yield a return 
of principal and interest directly to the State treasury, 
through the imposition of taxes or user fees. Subsidies, on 
the other hand, are State expenditures that support a given 
project or service which has some broad public purpose, but 
provides less than a market financial return to the State 
treasury. Subsidies should be explicit, and should be 
budgeted. Apart from special projects, it is important to
remember that in tha absence of a broad-based tax structure,
all households and all businesses, with the exception of oil 
and gas producers, are being subsidized by the state because 
they are not paying the full cost of the services and 
facilities they require.

Principle No. 2t The state should have in place a tax 
structure that captures a portion of tha wealth 
attributable to economic growth.

Increased economic activity generates additional needs for 
governmental services and infrastructure, as the resulting



Fiscal Policy Report # 3 12

population increases. However, the tax mechanisms commonly 
found in other states needed to support these additional 
expenditures (such as the income tax or sales tax) are not 
currently in place. Therefore, additional growth means 
increasing deficits in terms of industry paying its own way. 
Unless economic growth includes payment for required 
services, the state finds itself in the position of 
subsidizing the creation of jobs and then subsidizing the 
services that these new jobholders require.

Principal No. 3: The sta;te should not engage in 
purely speculative development of infrastructure.

The state should evaluate speculative infrastructure 
development proposals very carefully as the risk is high and 
the experience of other developing countries that have 
attempted this approach, as well as Alaska's own experience, 
has been abysmal. The state must ensure that its money is 
spent wisely on the most needed development projects that 
have the greatest chance of facilitating private sector 
development. State involvement in the case of infrastructure 
development for economic development should be conditioned 
on a clear commitment by private parties to share in the 
cost and responsibility for project development.

MANAGING THE TRANSITION

Although the need to reduce state spending clearly is 
recognized by the Legislature, widely different budget 
priorities among the many regions of the state and the 
availability of "surplus revenues" during the recent past 
have frustrated recent attempts to reduce spending.
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Constitutional Limit on State Spending

13

In recognition of the inevitability of general fund 
reductions and the need to ensure an orderly reduction in 
spending that minimizes adverse economic impacts, the 
Subcommittee recommends enactment a constitutional amendment 
to compel spending reductions.

This amendment would

■ target a spending level of $1.9 billion (1989 $) within 
4 years; and

■ reduce spending by 3-5% each year over that period in 
order to achieve the target spending level by FY 1995;

The proposed constitutional amendment would limit 
appropriations to $2.2 billion or a maximum equal to 
appropriations of the previous fisciil year, whichever are 
less, with certain exceptions as stipulated. These 
exceptions would include:

- appropriations to the Permanent Fund
- appropriations for Permanent Fund Dividends
- appropriation* of revenue bond proceeds
- appropriations for payment of General Obligation

bonds
- appropriations of non-state "pass-through" funds
- appropriations to meet a state of disaster declared

by the Governor as prescribed by law

A partial exception to this "spending cap" would be allowed 
if inflation were determined to be 2ibove 6%. If, in the 
session following a given fiscal year appropriation, 
inflation was determined to be in excess of 6%, an 
appropriation above the cap would be allowable —  but only
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to the extent necessary to offset the effects of inflation 
above 6% ~  and then subject to a two-thirds vote of the 
membership of tne Legislature.

Existing language in the state constitution concerning the 
allocation of appropriations between operating and capital 
expenditures would be repealed.

The appropriation limit would be in effect for four years 
and expire at the end of Fiscal Year 1995 (i.e., June 30, 
1995) .

Fiscal Effect of Spending Limit

Capping spending at $2.2 billion would have tha effect of 
reducing the budget (in terms of effective purchasing power) 
by the rate of inflation, estimated at approximately 5% per 
year. Still further reductions would be required under a 
$2.2 billion cap in order to "absorb" the cost increases 
driven by formula program increases (e.g.,, additional 
students in the foundation formula, increased power 
consumption under the Power Cost Equalization program, 
additional applicants for the Longevity bonus) absent "cost 
containment" changes to these formula programs. Also, 
increased federal program responsibilities (e.g.,, welfare 
reform) without increased federal funding would necessitate 
further cutbacks to existing state services or programs.

Although there is no consensus at tha present time regarding 
an appropriate level of state spending, it is clear that 
current levels can not be sustained. The proposed 
constitutional amendment would substantially reduce the 
budget to a level of approximately $1.9 billion (1989$) by 
the end of FY 1995 when the amendment would expire.
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Although current analysis indicates that even this 
substantially lower level of spending is not supportable 
without new or increased recurring revenues, the "fiscal 
gap" will have been significantly reduced and the general 
public, the Governor and the legislature will be able to 
reassess the state's fiscal condition at that time.

Windfalls Off the Table

Whether or not the effort to enact a constitutional 
amendment is successful, it will be imperative for the 
Legislature to take action to take "windfall" revenues such 
as one-time litigation settlements "off the table."

Several proposals have been advanced toward this end. These 
proposals include:

■ re-establishment of a budget reserve fund;

■ appropriation to provide "forward funding" of 
education;

■ use of near-term surplus revenues to pay off the 
state's General Obligation bonded indebtedness; and

■ appropriation to the Permanent Fund.

Regardless of what specific mechanism is chosen, action 
should be taken either to "save" these surplus revenues for 
future spending or commit them to a purpose that will 
preclude their use in a way that will frustrate the long­
term objective of reducing state spending in a gradual and 
orderly fashion. Passage of the proposed constitutional 
amendment would accomplish this goal.



Fiscal Policy Report # 3 16

Expanding the Private Economy

Although it is widely accepted that there are no realistic 
opportunities available to replace Prudhoe Bay as the 
state's dominant source of revenue, it is still imperative 
to support the continued exploration and development of 
Alaska's oil and gas resources in an environmentally 
responsible manner with particular emphasis on the 
prevention of future oil spills through the rigorous 
regulation and enforcement of the state's oil pollution 
control laws.

At the same time, while recognizing the limited contribution 
to be made from the non-petroleum sector of the state 
economy relative to the oil industry (see summary of the 
Alaska State Chamber of Commerce "Export Model" below), 
there are actions that the Legislature can and should take 
to expand and strengthen the state's non-petroleum economy.

In particular, efforts should be focused on expanding the 
state's tourism economy,* strengthening our fishing industry; 
capitalizing on Alaska's global geopolitical location as 
part of the worldwide transportation and distribution 
industry; encouragement of new international and domestic 
investments in Alaska through changes to the state's unitary 
tax law; facilitating development of a state information 
industry; and continued efforts to expand international 
trade.

An economic development legislative agenda developed by the 
House Majority Economic Development Working Group is 
attached as Appendix A.
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EXPORT MODEL OF THE ALASKA ECONOMY 
(in millions)

Oil and Gas $ 4,000
Fishing 300
Timber 200
Minerals 100
Coal 25
Travel/Tourism 500
Defense 1,600
Other Federal 1. 300

2,900
Less Federal Taxes (2,000) 900

Permanent Fund Dividend 300

Total Estimated Value $ 6,325

S o u r c e :  A la s k a  S ta te  C h a m b e r o f  C om m erce  (J a n u a ry  1 9 8 8 )
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Budget Redasfclon_Strafc-9qi«g and New Revenue Options

The Fiscal Policy Subcommittee addressed the issue of 
potential budget reductions and new revenue options in its 
previous reports.

No significantly new information is available to modify the 
Subcommittee's earlier findings.
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APPENDIX A

HOUSE MAJORITY ECONOMIC DEVELOPMENT WORKING GROUP

Premise: Expansion of the private sector economy should be 
enhanced by specific actions taken by the Legislature.

ECONOMIC DEVELOPMENT STRATEGICS
■ Continue to develop tha nose viable and promising 
existing resource extraction industries —  which 
include oil and gas, coal, minerals, and timber.
■ Double the number of visitors to Alaska by the year 
2 0 0 0 .

Maintain support for domestic marketing program. 
Increase emphasis on independent and highway travelers, 
fall-winter-spring seasons.
Initiate expanded, multi-year international tourism 
marketing program.

Fund tourism infrastructure projects, such as
* State park repairs, maintenance/expansion of basic 
facilities
* Ship Creek re-development
* Denali development
* Girdwood water/sewer system
* Project 92 (50th anniversary of Alaska Highway)
* Juneau cruise ship port development

Pass legislation (SB 213/HB 290) to facilitate the 
leasing of state land for recreational facilities.

■ Expand the management capability and marketing of 
Alaska's fisheries resources.

Undertake assessment of fisheries that could be more 
intensely harvested consistent with the sustained yield 
principle.

Target and support enhancement programs to compliment, 
commercial and sport fisheries expansion.
Increase management capability so that adequate 
information and enforcement efforts can maximize 
economic harvest.
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■ Expand transportation/distribution industry 
(capitalist on Alaska's strategic geographic 
location)*

Maintain port and airport facilities; expand facilities 
to accommodate viable economic activity.
Support DOTPF affort to establish a Statewide Port 
and Harbor Development Program.

■ Encourage international and domestic capital 
investments in Alaska.

Support unitary tax change (HB 281/SB119).
■ Encourage development of an information industry.

Undertake assessment of public and private efforts to 
develop this industry and prepare a strategic plan for 
implementation, including actions such as establishing a 
University Center for Information Technology.
Support university programs generally.

■ Continue efforts to expand international trade.
Expand Pacific Rim language courses in the state school 
system (HB 6) and the university.

CAPITAL BPENDING PROPOSAL
To implement several of the strategies identified above, to 
protect prior investments, and to fulfill statutory and 
constitutional responsibilities, continue to make capital 
investments in maintenance and public infrastructure.
■ Goals;

Meet highest statewide and regional priorities.
Enhance development of the private sector economy.

■ Criteria;
Will the project serve a public purpose? Is it a 
constitutional or statutory responsibility?
Is there evidence of public and local community support?
Is the project ready for development?
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Will the project provide for the basic maintenance of an 
existing capital investment; what are the long-term O&M 
cost implications?
Will the project leverage non-state investment?
Will the project generate a direct return to the state 
treasury in terms of new revenues?
Will the project will have a quantifiable positive 
economic benefit for the state, or a region of the 
state, considering all costs and benefits (such as jobs 
created, royalties and taxes captured, and ancillary 
economic or other benefits)?
Is the project compatible with maintenance of 
environmental quality; does it enhance, or at least not 
degrade, the quality of life for those directly 
affected?
Will the project enhance the development of private 
enterprises?

Proposed total capital budget:
$250 million.

Funding sources:
$125 million GF and $125 million RBEF.

Proposed allocation:

$125 million —  Governor's capital budget (statewide 
projects, agency capital projects, roads, schools, 
repairs, etc.)

$125 million -- Railbelt economic development projects 
Process:

Orderly process and consideration of projects on merit 
and criteria.
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Rep. Kay Brown

TESTIMONY
HJR 66 - Constitutional Spending Limit 

House Judiciary Committee

The Fiscal Policy Subcommittee of the House Finance 
Committee was formed early in 1989 to address issues arising 
from the state's long-term financial circumstances. The 
subcommittee's third report, in the committee packets, 
addressed long-term fiscal policy and recommended the 
constitutional amendment now before the committee.

While the Alaska Department of Revenue's most recent shortn 
term "mid-case" forecast ($ 2.25 billion) projects 
sufficient revenue to support a "maintenance level" budget 
for the coming fiscal year (FY 91), over the long-term stat 
revenues are expected to deteriorate rapidly with the 
production decline of Prudhoe Bay.

Petroleum revenues already have fallen to just half of what 
they were in the peak revenue years of the early 1980's. If 
real (that is, inflation-adjusted) oil prices remain in the 
range where they have been for the past few years, oil 
revenues will drop by half again by the year 2000.

If annual state General Fund spending were held at present 
levels of approximately $2.3 billion (1989 $), the projected 
"fiscal gap" between expenditures and revenues likely would 
be several hundred million dollars a year in the early 1990s 
and more than $1 billion annually after the turn of the 
century.

The decline in Prudhoe Bay will compel a reduction in state 
spending. Even if one were to assume that a decision was
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made to deplete the entire Permanent Fund, state spending 
can not be maintained at current levels.

The most important issue confronting the Governor and the 
legislature is how to manage the transition to a smaller, 
sustainable state budget in order to minimize the adverse 
economic impacts that will necessarily attend the reduction 
in available revenues.

Briefly, the Fiscal Policy Subcommittee has concluded that

■ although there is no consensus at the present time 
regarding an appropriate level of state spending, it is 
clear that current spending levels can not be 
sustained;

■ while reductions may be avoided in the near-term, 
eventually they must be confronted (even assuming 
significant additional new oil and gas development, 
strong growth in the state's non-petroleum sectors, 
substantial new taxes, or use of the Permanent Fund for 
basic services, significant cuts in state spending are 
inescapable); i

■ actions taken —  or not taken —  by the Governor and 
the legislature to reduce state spending will influence 
the eventual severity and extent of the economic 
impacts associated with the decline in state revenues; 
and

■ gradual reductions in state spending would have the 
least traumatic effect on the state economy as measured 
in total job loss while also resulting in maximum 
employment over the long-term (the avoidance of budget 
cuts in the near-term will eventually lead to a larger
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total job loss when spending reductions become 
unavoidable, as well as a lower overall, long-term 
level of state-supported employment).

In light of these findings the House Finance Fiscal Policy 
Subcommittee recommends that the Legislature:

■ adopt a target spending level of $1.9 billion (1989 $)
to be achieved by FY 1995;

■ enact a constitutional amendment to reduce spending by
3-5% each year over the next 4 years in order to 
achieve the target spending level;

■ where realistic and likely to create new employment 
opportunities, pursue measures to strengthen and expand 
the state's private economy; and

■ identify and develop new sources of recurring revenue
with a priority on "user fees" that will allow recovery 
of the cost of providing public services directly from 
the beneficiaries of those services.

I
Proposed Constitutional Amendment

The proposed constitutional amendment would limit 
appropriations to $2.2 billion or a maximum equal to 
appropriations of the previous fiscal year, whichever are 
less, with certain exceptions as stipulated.

These exceptions would include:

- appropriations to the Permanent Fund
- appropriations for Permanent Fund Dividends
- appropriations of revenue bond proceeds
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- appropriations for payment of General Obligation
bonds

- appropriations of non-state "pass-through" funds
- appropriations to meet a state of disaster declared

by the Governor as prescribed by law

A partial exception to this "spending cap" would be allowed 
if inflation were determined to be above 6%. If, in the 
session following a given fiscal year appropriation, 
inflation was determined to be in excess of 6%, an 
appropriation above the cap would be allowable —  but only 
to the extent necessary to offset the effects of inflation 
above 6% —  and then subject to a two-thirds vote of the 
membership of the Legislature.

Existing language in the state constitution concerning the 
allocation of appropriations between operating and capital 
expenditures would be repealed.

The appropriation limit wo ild be in effect for four years 
and expire at the «*.id of Fiscal Year 1995 (i.e., June 30, 
1995).

Fiscal Effect of Spending Limit

Capping spending at $2.2 billion would have the effect of 
reducing the budget (in terms of effective purchasing power) 
by the rate of inflation, estimated at approximately 5% per 
year. Still further reductions would be required under a 
$2.2 billion cap in order to "absorb" the cost increases 
driven by formula program increases absent "cost 
containment" changes to these formula programs. Also, 
increased federal program responsibilities without increased 
federal funding would necessitate further cutbacks to 
existing state services or programs.
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Although it is clearly not popular to propose cutting the 
budget in a time of an apparent budget surplus, the Fiscal 
Policy Subcommittee feels that it is imperative for the 
legislature to adopt a longer time horizon than just one or 
two years. Just in the same way anyone, as an individual, 
would manage their personal finances if it were apparent 
that he or she were going to experience a significant loss 
of income, the legislature should adopt a longer term 
planning horizon.

While oil prices will continue to remain volitile and in any 
one year we may experience higher than anticipated revenues, 
the long term trend of production is inescapable. The longer 
action is forestalled to contain spending in the near-term, 
the more severe will be the long-term fiscal impacts.



MEMORANDUM State of Alaska
Office o l  the G overnor

Division of Policy

TO: House Judiciary Committee DATE: January 3 1 ,1 9 90

FROM: Brad Pierce PHONE: 465*3568
Senior Analyst

SUBJECT: HJR 66 Tables

Table 1 is my interpretation of the provisions embodied in HJR 66 as written and their 
effect on real government spending for the FY 92 - FY 95 period. I have assumed FY 
91 appropriations of $2.32 billion subject to the spending limit. This was computed 
from the Governor’s Proposed General Fund Budget of $2.42 billion minus $95.6 
million in General Obligation debt. Table 2 provides the same information, with a $2.3 
billion base for the spending limititation. Table 3 provides detail on historical and 
projected growth in formula programs and other categories of state spending.



Table 1

Projected Fiscal Im pact 
of HJR 66

FY 1992-FY 1995 
(Millions of Nominal Dollars)

Revenues 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5

Fall Forecast Unrestricted 
General Fund Revenue 2 ,4 1 6 .1 2 ,4 3 5 .2 2 ,4 6 0 .7 2 ,3 7 5 .8

Expenditures (2 ,2 0 0 .0 ) (2 ,2 0 0 .0 ) (2 ,2 0 0 .0 ) (2 ,2 0 0 .0 )

Reserve Balance
(in General Fund)

2 2 4 .7 4 8 7 .3 79 7 .4 1 ,044 .1

Real Spending (FY 91 dollars) (2 ,0 9 5 .5 ) (1 ,9 9 6 .0 ) (1 ,9 0 1 .2 ) (1 ,8 1 0 .9 )

Percent Change in Real 
Spending From Previous Year (9.8% ) (4.8% ) (4.8%) (4.8% )

Cumulative Four Year Change in Real 
Spending From Gov's Proposed FY 91 
Budget (2 2 .1 % )

Notes: Reserve balance earns 8% interest.
Inflation assumptions are based on the DOR Fall Revenue Forecast mid-case scenario. 
FY 91 appropriations subject to the limit = $2,323.7.

Office of the G overnor, D ivision of Policy.
1 / 3 1 / 9 0



Table 2

Pro jected Fiscal Im pact 
of HJR 66 W ith $2.3 B illion L im it

FY 1992 - FY 1995 
(Millions of Nominal Dollars)

Revenues 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5

Fall Forecast Unrestricted 
General Fund Revenue 2 ,4 1 6 .1 2 ,4 3 5 .2 2 ,4 6 0 .7 2 ,3 7 5 .8

Expenditures (2 ,3 0 0 .0 ) (2 ,3 0 0 .0 ) (2 ,3 0 0 .0 ) (2 ,3 0 0 .0 )

Reserve Balance
(in General Fund)

1 2 0 .7 2 7 1 .0 4 5 9 .8 5 7 5 .4

Real Spending (FY 91 dollars) (2 ,1 9 0 .8 ) (2 ,0 8 6 .7 ) (1 ,9 8 7 .6 ) (1 ,8 9 3 .2 )

Percent Change in Real 
Spending From Previous Year (5.7% ) (4.8% ) (4.8% ) (4.8%)

Cumulative Four Year Change in Real 
Spending From Gov’s Proposed FY 91 
Budget (1 8 .5 % )

Notes: Assumes reserve balance earns 8%  interest in general fund.
Inflation assumptions are based on the DOR Fall Revenue Forecast mid-case scenario. 
FY 91 appropriations subject to the limit = $2,323.7.

Office of the Governor, Division of Policy.
1 / 3 1 / 9 0



Table 3

Five Year Fiscal Plan Detail 
FY 91 - 95

(Millions of Nominal Dollars)

Budqet ($Millions) FY 88
Actual 
FY 89

Authorized 
FY 90

Proposed 
FY 91

Projected 
FY 92

Projected 
FY 93

Projected 
FY 94

Projected 
FY 95

Operating Subtotal 1,911.3 1,991.5 2,036.7 2,170.9 2,253.6 2,309.9 2,376.0 2,449.1
Education 454.3 470.8 490.8 558.8 586.0 606.1 629.5 659.9
School Debt Retirement 109.5 109.5 107.8 107.8 131.5 131.5 131.5 123.8
Longevity Bonus 50.6 53.3 56.5 59.4 62.6 65.8 69.0 72.4
H&SS Transfer Payments 106.0 115.0 133.2 166.5 198.1 229.8 267.6 312.7
Power Cost Equalization 15.0 16.8 19.4 18.4 20.8 21.4 22.4 23.5
Municipal Asst. & Revenue Sharing 96.9 96.9 91.0 91.1 91.0 91.0 91.0 91.0
Other Senior Tax Relief, Shared Taxes 20.5 23.6 32.1 31.7 26.4 27.1 27.8 28.6
University 137.6 154.2 159.4 163.2 163.2 163.2 163.2 163.2
Courts 37.9 39.0 39.5 40.3 40.3 40.3 40.3 40.3
Legislature 26.7 29.5 30.8 31.2 31.2 31.2 31.2 31.2
Operating Agencies 856.3 882.9 876.2 902.5 902.5 902.5 902.5 902.5

General Obligation and Other Debt 147.9 135.5 132.5 107.7 68.2 59.7 33.9 23.1

Capital Projects 173 4 127.1 132.8 100.0 100.0 100.0 100.0 100.0

Loans 22.6 17.5 10.0 13.7 17.0 17.0 17.0 17.0

Special Appropriations - Oil Fund 32.0 27.0

Total UrirMtrtcted General Funds $2,255.2 $2,271.6 $2,344.0 |§  $2,419.3 $2,438.8 $2,486.6 $2,526.9 $2,589.2

Notes: Under the Operating Budget subtotal, the Education entry includes formula distributions only. The Other category includes Fisheries 
Enhancement Tax distributions ($10.5 million in Fy 90), Shared Taxes ($18.6 million) and Senior Tax Relief ($3 million).
FY 90 budget totals include only authorized expenditures, they do not Include supplementals.

Sources: Division of Budget Review and various state agencies.

Otfice of the Governor, Division of Policy 
1/31/90



HJR 66
CSHJR 66(FIN)

Proposing an amendment to the Constitu­
tion o: the Stale of Alaska relating to 
the budget reserve fund; depositing into 
the budget reserve fund, except for 
money deposited into the permanent fund, 
all money received by the state after 
July 1. 1990, as a result of the ter­
mination, through settlement or other­
wise, of on administrative proceeding or 
of litigation in state or federal court 
involving mineral lease bonuses, ren­
tals, royalties, royalty sale proceeds, 
federal mineral revenue sharing payments 
or bonuses, or involving taxes imposed 
on mineral income, production, or prop­
erty; allowing an appropriation from the 
fund only if the amount available for 
appropriation for a fiscal year is less 
than the amount appropriated for the 
previous fiscal year or upon the affir­
mative vote of three-fourths of the 
members of the legislature in joint 
session.

PRIHE SPONSOR; FINANCE COIilUTTEE

CURRENT STATU5; TABLED (H) STATUS DATE; 05/07/90

JRN-DATE JRH-rG ACTION
01/10/90 2035 (H) READ THE FIRST TIME - REFERRAL(S)
01/10/90 2035 ( I D FINANCE
01/19/90 2142 (H) JUD REFERRAL ADDED, PRECEDING FINANCE
03/28/90 2963 (II) JUD RPT CS(JUD) NEW TITLE 5NR
03/20/90 2964 ( I D -FISCAL NOTE (ELECT) 3/28/90
03/28/90 2964 (H) -ZERO FISCAL MOTE (GOV) 3/20/90
09/17/90 3302 <H) PUBLIC HEARING NOTICE WAIVED. RULE 23(A)
09/17/90 3302 <H> Y24 HI3 XI A2
05/09/90 3685 (H) FIN RPT CS(FIN) HEW TITLE 5DP 2NR
05/04/90 3085 (H) -PREVIOUS FN (ELECT) 3/28/90
05/05/90 (H) RULES TO CALENDAR 5/5/90
05/05/90 4016 (H) MOVED TO BOTTOM OF CALENDAR
05/05/90 4030 <10 READ THE SECOND TIME
05/05/90 4031 (H> FIN CS FAILED Y12 N2B
05/05/90 4032 (H) JUD CS FAILED Yll N29
05/05/90 4032 (H> BOTTOM OF CALENDAR
05/05/90 4036 (H) AMENDMENT HO 1 BY PHILLIPS 03JECTED TO
05/05/90 4038 (H) RESCIND FAILURE TO ADOPT CS(FIN) UNAN
05/05/90 4038 (II) FIN CS ADOPTED 1'NAN CONSENT
05/05/90 4038 (H) ADVANCED TO THIRD READING UNAN CONSENT
05/05/90 4038 (H) HELD IN THIRD READING TO 5/6/90
05/06/90 409S (H) MOVED TO BOTTOM OF CALENDAR
05/06/90 4098 (H) READ THE THIRD TIME CSHJR 66(FIN)
05/06/90 409B <H> PASSED Y30 N2
05/06/90 4099 ( I D NAVARRE NOTICE OF RECONSIDERATION
05/07/90 4167 (II) RECON TAKEN UP - IN THIRD READING
05/07/90 4167 <H> MOTION: RETURN TO SECOND FOR AM 1
05/07/90 4167 (H) RETURN MOTION ADOFTED UNAN CONSENT
05/07/90 4167 ( I D AMENDHENT NO 1 BY ULMER
05/07/90 4168 ( I D AM NO 1 ADOPTED Y20 HI 7 X3
05/07/9J 4168 ( I D ...CHANGES TITLE OF LEGISLATION
05/07/90 4168 (10 MOTION, RETURN TO SECOND FOR AH 2
05/07/90 4168 ( I D RETU;JI MOTION ADOPTED UNAN CONSENT

PAGE 376

05/07/90 4168 ( I D AMENDMENT NO 2 BY BROWN
05/07/90 4169 ( I I ) AM HO 2 ADOPTED UNAN CONSENT
05/07/90 4169 (H) ...CHANGES TITLE OF LEGISLATION
05/07/90 4169 (H) MOTION: RETURN TO SECOND FOR AM 3
05/07/90 4169 ( I D RETURN MOTION ADOPTED UNAN CONSENT
05/07/90 4169 ( I D AMENDMENT NO 3 BY PHILLIPS
05/07/90 4170 ( I D AM 1 TO AM 3 BY BARNES
05/07/90 4171 ( I D AM 1 TO AM 3 ADP Y23 NI4 X3
05/07/90 4172 ( I I ) AM 2  TO AM 3 BY BOYER
05/07/90 4172 ( I I ) AM 2 TO AH 3 ADP Y23 1114 X3
05/07/90 4173 (10 RESOLUTION TABLED UNAN CONSENT

I
HJR 67

Encouraging the United States Congress 
to override President Rush's veto of HR 
2712, the Emergency Chinese Adjustment 
of Status Facilitation Act.

PRIME SPONSOR; DAVIS, It.
CO-SPONSORS: KOPOHEN,DONLEY,GRUENBERG,FINKELSTEIN.WALLIS,ULMER

CURRENT STATUS; (H) STA STATUS DATE; 01/16/90

JRN-DATE JRN-PG ACTION
01/16/90 2101 (H) READ THE IIRST TIME - REFERRAL(S)
01/16/90 2101 (II) STATE AFFAIRS
01/17/90 2120 (H) CO-SPONSORS ADDED: KOPONEN, DONLEY
01/17/90 2120 (H) GRUENBERG, FINKELSTEIN
01/18/90 2136 (H) CO-SPONSOR ADDED: WALLIS
01/22/90 2159 (ID CO-SPONSOR ADDED: ULMER

HJR 68

Urging the permanent appointment of an 
Alaskan to the U.S. Court of Appeals for 
the Ninth Circuit.

PRIME SPONSOR; JUDICIARY COMMITTEE

CURRENT STATUS: LEGIS RESOLVE 96 STATUS DATE; 07/07/90

JRN-DATE JRN-rG ACTION
01/19/90 2142 (H) READ THE FIRST TIME - REFERRAL(S)
01/19/90 2142 (H) STATE AFFAIRS, JUDICIARY
02/02/90 2262 (H) STA RPT 4DP
02/02/90 2262 (II) -ZERO FISCAL NOTE (II.STA) 2/2/99
02/22/90 2503 (H) JUD RPT 6DP
02/22/90 2503 ( I D -PREVIOUS ZERO FISCAL NOTE (II.STA) 2/2
02/23/90 <H> RULES TO CALENDAR 2/23/90
02/23/90 2535 (II) READ THE SECOND TIME
02/23/90 2536 (II) ADVANCED TO THIRD READING UNAN CONSENT
02/23/90 2536 (H) READ THE THIRD TIME HJR 68
02/23/90 2536 (II) PASSED Y2B N- X6 A6
02/23/90 2540 (H) TRANSMITTED TO (S)
02/26/90 2584 (S) READ THE FIRST TIME - REFERRAL(S)
02/26/90 2504 (S) JUDICIARY
05/02/90 3806 (F) JUD RPT 3DP
05/02/90 3806 (S' PREVIOUS II ZERO FN (H STA)
05/05/90 3927 (S) RULES TO CALENDAR 5/5/90
05/05/90 4001 (S) READ THE SECOND TIME

PAGE 377



HOUSE COMMITTEE REPORT
' (7 )

Date Referred: January 19, 1990
Date of Committee Action:

FURTHER REFERRALS:
FINANCE

The JUDICIARY Committee considered:
HOUSE JOINT RES. NO. 66 APPROPRIATION LIMIT

HJR 66

Proposing amendments to the Constitution of the State of Alaska 
relating to an appropriation limit.

RECOMMENDATIONS: ,, - \  [ ]
] be replaced with C S  /  f - J / C — U  Co (_________ ) _____  [^ < ]
1 havp a nhpH /] have attached amendment(s)
] do pass 
] do not pass

no recommendation 
] individual recommendations 
] additional referral to the

[ ] the same title
a new title

Committee

ADOPTS: letter of intent
APPROVES PREVIOUS:ATTACHES NEW FISCAL NOTE(s):

(Dept)
[)>0 fiscal impact C ] fiscal note(s) ____
[. .] zero fiscal note^LJV. ^ [ ] zero fiscal note(s)

(Date/Dept)

(^] zero with analysis(lâ .f(gc4-inns T ] zero fn/analysis

SIGNING DO PASS:



STATE OF ALASKA BILL V E R S IO N : . }1]R 6.6-------------------
1990 LEGISLATIVE SESSION PUBLISH DATE: _ l / i n / J i n ,  ___

FISCAL NOTE
R EQ U EST ;__________________________-

Revision Dale: 1 / 3 1 / 90_____________________  Agency Affected: O f f i c e  o f  t h e  Governor
Tide : R e l a t i n g  to the  a p p r o p . - l a t i o n  b r u  : E l e c t i o n s ________________________
limit.___________________________________  _______________________________ _________

Sponsor: F inance  Commit- e e ______________  Components : I I -  P r lm nrv  & P e n n r a !
Requestor: F inance  C om m i t t e e _____________  E l e c t i o n s ______________________

E X rEN D IT U R ES/R EV EN U ES : (Thous^rds of Dolia,.;
OPERATING FY 91 FY 92 FY 93 FY 94 FY  95 FY 96

PERSONALSERV1CES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

2 . 2 * - U - - 0 - - 0 - - 0 - - n -

TO TA L OPERATING 2 . 2 * - 0 - - 0 - - 0 - - 0 - - 0 -

CAPfT/\L |

REVENUE

FUNDING: (Thousands of Dollars)
GENERALFUND 
FEDERAL FUNDS 
OTHER 
TOTAL

2.7* -0- -0- -0- -0- -0-

-O- ____=11=_____ -0- -n-

PO S IT IO N S :
FULL-T1ME
PART-TIME
TEMPORARY

A N A LYSIS  : _ (Attach a scparalc_pngciif necessary)
The fiscal impact for FY 90 is -0-.
* Costs included rover 2 to 3 pages in each Official Election Pamphlet,

for printing and typesetting, and costs estimated to cover computer
programming requirements for vote counting purposes.

Prepared by: Edgeworth  Phonc : _465r.jtfil_1____
Division '.-S  Division of Elections f  ____________  Date: 7  . 7 6

Approved by Commissioner: ^ Date:
Agency: D iv is io n  of E le c t io n s  L____________________________

Distribution (by preparer) :
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget j
Impacted Agcncy(ies) Pa8c ----- of -



CONTINUATION Of FISCAL NOTE ANALYSIS 

For Dill/Resolution No. HJR 66

However, these costs are based on the assumption that all 
candidates and issues will fit on three ballot cards, which is the 
norm. It should be noted, however that should the inclusion of 
this issue require a 4th ballot to be printed, the cost increase 

, would have to be calculated at 16 cents per ballot x approximately 
' 320,000 voters. The total cost of printing the additional ballot 

card would be $51.2

Under these circumstances the fiscal note would be:

53.4



STATE OF ALASKA B“ -L VERSION; _  HJR 66
1990 LEGISLATIVE SESSION PUBLISH DA TE: ____________

FISCAL NOTE
R E Q U E S T :_______________________________________________________

Revision Date: .......  ...........................Agency Affected: O ff ic e  o f th e  G overnor
Title :"P roposlng  amendments to  th e  r r h - O ff ic e  o f  Management and Budget
C o n s t i t u t i o n . . . r e la t in g  to  an a p p ro p r i a t i o n ____________________
Sponsor: F inance Committee_________ l i m i t . " rvtmpf>n^n>g • O n e ra tic n s________________
Requestor: House tdiciaEy-----------------------  --------------------------------------------------------------

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96
PERSONAL SERVICES 
TRAVEL 
CONTRACTUAL 
SUPPLIES
equipment
LAND A STRUCTURES 
GRANTS. CLAIMS 
MISCELLANEOUS
TOTAL OPERATING I - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -

CAPITAL |

REVENUE

FUNDrNG: (Thousands of Dollars)
GENERALFUND 
FEDERAL FUNDS 
OTHER 
TOTAI,

POSITIONS:

F U L L -IlM t
PART-TIME
TEMPORARY

ANALYSIS : (Attach a separate page if necessary)

No a d m in is tr a t iv e  im pact.

Prepared by* M ichael A. N iz ich , D ir e c to r  
Division : D iv is ion of A d m in is tra tiv e . -SfL

Approved by Commissioner: Car rev  P e sk a . C h ie f  
Agency:  O ffice  o f fcha Governor.

Distribution (bypreparer): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies)

4 6 5 -3 6 1 6

W 3l/W

1 /3 1 /9 0 .

page. of



MEMORANDUM State of Alaska
Office o f the Governor

Division of Policy

TO: Kay Brown DATE: March 14, 1990
Representative 
Alaska State Legislature

FROM: \^T /ra ry  Halloran PHONE: 465-3568
Director, Policy

SUBJECT: HJR 66: Spending Limit 
& Federal Mandates

As you look at possible changes in HJR 66, we would appreciate your 
consideration of an exclusion from the spending limit of federally 
mandated entitlement programs, i.e. Medicaid and AFDC. Including these 
programs, over which we have virtually no control, under the limit has 
certain adverse implications. The legislature tends to make cuts on an 
agency by-agency basis. Thus, if Medicaid continues to grow by leaps and 
bounds, the necessary reductions under the spending limit to allow for 
Medicaid growth are quite likely to come at the expense of other DHSS 
programs, also targeted to Alaska's less fortunate.

Attachment 1 is a table illustrating a ten-year history of state AFDC and 
Medicaid appropriations. Attachment 2 puts Attachment 3’s general fund 
amounts into urrent (real 1990) dollars. It shows that AFDC has 
increased by fifty percent over inflation over the last ten years, from 
$20.8 million for FY81 to $31.8 million for FY91. Medicaid tripled in 
amount in real dollars. The program's general fund cost was $28.6 million 
in 1991 dollars in FY81, contrasted with an estimated $95.1 million cost 
for FY9i.

Projected Medicaid and AFDC growth through FY 95 is detailed on 
Attachment 3 . FY92 is the first year of full coverage for Unemployed 
Parent coverage in AFDC, so the increase in AFDC costs from FY91 to FY92 
is estimated to be 13% total. For FY93 on, AFDC costs are estimated to 
increase at about 6% annually, or slightly above inflation for the same 
period.

The Dept, of Health & Social Seryices estimates that Medicaid, in contrast 
to AFDC, will continue to increase much more rapidly than inflation. For 
estimating purposes, they have chosen an annual increase rate of 21.7%.



Kay Brown 
March 14,1990 
Page 2

Since Medicaid has actually grown ct a 31.7% average annual rate over the 
last ten years, the DHSS estimate is well within the range of probability.

As you know, there is one other federally-mandated entitlement program, 
Family Support Act Child Care. It's estimated FY91 state general fund 
amount is $2 million.

We would do well to make sure that those federally-mandated costs which 
we cannot control and which are sharply escalating, do not dictate our 
program policies in other areas.

The language necessary to provide this exclusion is as follows:

"appropriations for state participation in federally funded entitlement 
program s"



Table 1

DHSS AFDC & MEDICAID HISTORICAL 3/9/90

jr%fr n
-4, ~ ■% • m ? m w * 1 ;,m V*' '^ 'ŷ vlLv ■>

• ̂  */•;  ̂ *• 
/>» •'*.* •* —'r'vA*/ m

V. - **. .**.*• in •*./*' * 32,144.0 b .o 16,072.0 32,144.0 48,809.1 0.0 22,119.6 48,809.1’ .t**. "j '4 •* w
^V \P  v. * t*, -ms! ■ £ % 2B |& a a « 4i

la jfrtffc lfc w fc l 0.0 20,760.2 41,520.3 46,519.9 0.0 21,523.6 46,519.9
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*%v-t 41,690.4 0.0 20,845.2 41,690.4 57,612.8 0.0 28,310.8 57,612.8

' 3V :V ’f V - •>: 41,190.2 0.0 20,595.1 41,190.2 61,306.8 0.0 31,998.8 61,306.8
< ^ r' ŵ '*v* * 75tiJrZZ*

38,661.4 3,967.0 22,159.9 42,628.4 66,655.5 0.0 35,142.3 66,655.5. .  .,

r;yr.7 i ;- • v w '. 48,281.1 770.0 24,526.1 49,051.1 71,840.6 0.0 36,125.4 71,840.6
<£ yf+T -'£<

*».»vOw«* 53.199.3 1,778.0 27,488.6 54,977.3 77,554.6 0.0 37,759.1 77,554.6

•»*:*—*-!»/% «-4>. t««. b/ 59,821.3 0.0 27,474.2 59,821.3 84,158.6 18,434.6 49,729.0 102,593.2
h - - x- v-i;

63,217.0 0.0 28,775.2 63,217.0 109,030.2 5,025.7 53,906.9 114,055.9
yt‘*'!*zz”: *V~* ■..*' r<;•<.  ̂ Vj-
r^rr- * r-v v j 67,322.0 0.0 30,794.0 67,322.0 133,749.3 24,472.2 76,051.5 158,221.5

72,608.7 U/K 33,215.2 72,608.7 204,341.5 U/K 99,281.8 204,341.5

GF -  GF, GFM, & GF/PGM

Source: DHSS, Division of Administrative Services

FILE: l:\LOTUS\SElPLO\AFDCMED



AFDC/Medicaid

Table 2
AFDC and Medicaid General Fund Appropriations

AFDC Nominal AFDC Medicaid Medicaid
Appropriations Real (1990) Nominal Real (1990) CPIU

Fiscal Year ($ thousands) Appropriations Appropriations Appropriations Anchorage

1981 16,072.0 20,822.3 22,119.6 28,657.3 85.6

1982 20,760.2 24,970.8 21,523.6 25,889.0 32.2

1983 20.845.2 23.398.1 28,310.8 31,778.0 98.8

1984 20,595.1 22,931.7 31,998.8 35,629.2 99.6

1985 22,159.9 23,813.3 35.142.3 37,764.4 103.2

1988 24,528.1 25.587.4 36,125.4 37,688.7 106.3

1987 27,488.6 28,410.9 37.759.1 39,025.9 107.3

1988 27,474.2 28.133.8 49,729.0 50.922.9 108.3

1989 28,775.2 29,438.8 53,906.9 55,160.1 108.4

1990 30.794.0 30,794.0 76,051.5 76,051.5 110.9

1991 33,215.2 31,815.3 99,281.8 95,097.5 115.8

Office of the Governor. Division of Policy 3/9/90.

I

Page 1



mamza

OMB WORKSHEET H&SS TRANSFER PAYMENTS (GF = GFM, GF, PR & MHT) 20-Nov-

AFDC
GENERAL RELIEF 
ADULT PA 
OAA-ALB HH

AUTH
FY90

30794.0 
1863.4

18541.1 
3400.0

AGENCY
FY91

33215.2
1500.4

20744.1
4714.8

PROJECTED
FY92

37400.0
1575.4

21988.7
5422.0

PROJECTED
FY93

39644.0 
1654.1

23308.0 
6072.6

PROJECTED
FY94

42022.6
1736.8 

24706.5
6679.9

PROJECTED
FY95

44543.9
1823.9 

26188.8
7347.9

ASSUMPTIONS USED IN MAKING THE PROJECTIONS:
AFDC: AFDC-Unemployed Parent (UP) coverage will be implemented on October 1, 1990 for

nine months of program operation in FY91. The AF-UP coverage will increase AFDC
program cases by roughly 8% in the FY91 start-up year. FY92 represents the first 
full year of AF-UP coverage. The FY93-95 projected AFDC caseload and COLA 
average increase is 6%.

GRA: The FY92-95 projected GRA average caseload increase is 5%.
APA: The FY92-95 projected APA caseload and COLA increase is 6%.

OAA-ALB HH: The projected OAA-ALB HH caseload increase is as follows: FY92 
FY93 - 12%, FY94 and FY95 - 10%.

- 15%,

MEDICAID NON-FAC 22971.4 34087.0 41483.8
MEDICAID FACILITIES 39371.9 55472.6 67509.6
ALB HOLD HAFIMLESS 1236.6 1479.1 1799.1
GEN RELIEF MEDICAL 6385.1 7724.8 9400.8
ASSUMPTIONS USED IN MAKING THE PROJECTIONS:

50485.7 
82158.6
2189.1
11439.8

61441.1
99986.6
2664.1
13921.8

74773.1
121683.6

3242.1
16942.8

The Division of Medical Assistance assumed an annual increase of 21.7% which 
was the actual percentage change between FY88 and FY89. This also assumes 
the status quo is maintained and no new programs added.



OMB WORKSHEET H&SS TRANSFER PAYMENTS (GF = GFM, GF, PR & MHT) 20-Nov-89

AUTH AGENCY PROJECTED PROJECTED PROJECTED PROJECTED
FY90 FY91 FY92 FY93 FY94 FY95

FOSTER CA11E 8639.7 10258.4 11489.4 12868.1 14412.3 16141.8
ASSUMPTIONS USED IN MAXING THE PROJECTIONS:

A straight line increase of 12% was used to project the GF needs for FY92-95.
This 12% yearly increase was based on a FTE/Client (Full Time Equivalent) increase 
of approximately 10% and a per day/client increase (based on the Poverty Level 
Index) of approximately 2%.

Department Totals 133203.2 169196.4 198068.8 229820.0 267571.7 312687.9
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MEMORANDUM

TO: Representative Max Gruenberg
Representative Niilo Koponen

FROM: Mark Handley
RE: Existing constitutional statutory appropriation limits

Enclosed is a package containing existing state statutory and 
constitutional appropriation limitations.

I. CONSTITUTIONAL PROVISIONS
A. Article 9, Section 16, the present constitutional limit, 
and the three sections of Article 15 which relate to Article 
9, section 16. All of these will be repealed by HJR 66. 
Exhibit "A."
B. Articles 9 and 8, the constitutional prohibition on 
contracting state debt without voter approval. Exhibit "B."

II. STATUTORY PROVISIONS
A. AS 37.05.540, the statutory limit contained in the Budget 
reserve fund statute. Exhibit "C."
B. AS 37.07.020(c) requires the governor to submit a balanced 
budget. Echibit "D."
C. AS 37.07.030(5) and 6 require the legislature to pass a 
balanced budget the submit a six year balanced budget plan. 
Exhibit "D."
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fjfectton 1C. Appropriation Limit. Except for appropriations for
Alaska permanent fund dividends, appropriations or revenue bond

 j„  onnmnriations required to pay the principal and interest on"    frnm a
^Clltroi uuiigHM...___
non-State source in trust for a specific purpose, m c i u u u .B ________
a public enterprise or public corporation of the State tha t issues reve­
nue bonds, appropriations from the treasury made for a fiscal year 
shall not exceed $2,500,000,000 by more than the cumulative change, 
derived from federal indices as prescribed by law, in population and 
inflation since Ju ly  1.1981. Within this limit, a t least one-third shall 
be reserved for capital projects and loan appropriations. The legisla­
ture may exceed this lim it in bills for appropriations to the Alaska

S u p p l e m e n t  Art. IX, § 16

of a  public facility  to a particu lar race, 
nic group, o r relig ion would violate AS 
15.315, th e  g ra n t agreem ent, and, moat 
o rtan tly , th e  public purpose clause of 
section. F ebruary  26. 1987 Op. Att'y

3IONS

<a 1988); Public Employees' Local 71 
te, Sup. C t. Op. No. 3450 (File No. 
i). P.Xd (1989).

d.

ppropriation lim it o f section 16 of 
id e  m ust be in terpre ted  consis- 

vith the p erm an en t fund amend- 
ita in ed  in th is  section. Each legis- 
iay reexam ine existing  law and 
Terent law s providing for th e  use 
• earned by th e  A laska perma- 
1 If  section 16 were interpreted 
e exception for perm anent fund 
applied only to  appropriations 
cash d ividends under AS 43.23, 
tu re  would essentially  be de- 
exibility to  ad just to changing 
s concerning th e  propriety of 
-h paym ents directly  to reai- 
h  th is section expressly re- 
1983 Op. A tt’y  Gen. No. 01.

Zobel v. W illiam s, 457 U.S. 
t. 2309, 72 L. Ed. 2d 672 

419 P.2d 448 (A laska 1980).

for appropriations for 
ions of revenue bond 
icipal and in terest on 
toney received from a 
ncluding revenues of 
ate th a t issues reve- 
ide for a fiscal year 
cum ulative change, 

in population and 
east one-third shall 
ations. The legisla- 
iona to the  Alaska

Art. IX, 5 16 C o n s t it u t io n  o f  A l a s k a Art. IX, § 16

permanent fund and in bills for appropriations for capital projects, 
whether of bond proceeds or otherwise, if each bill is approved by the 
governor, or passed by affirmative vote of three-fourths of the mem­
bership of the legislature over a veto or item veto, or becomes law 
without signature, and is also approved by the voters as prescribed by 
law. Each bill for appropriations for capital projects in excess of the 
limit shall be confined to capital projects of the same type, and the 
voters shall, as provided by law, be inforr*' 1 of the coat of operations 
and maintenance of the capital projects io other appropriation in 
excess of this lim it may be made except j  meet a state of disaster 
declared by the governor as prescribed by law. The governor shall 
cause any unexpended and unappropriated balance to be invested so 
as to yield competitive market rates to the treasury. [Amendment 
approved November 2, 2982)

A p p ro v a l d a le . — This amendment 
was approved November 2,1982. (Legisla­
tive Resolve No. 1, FSSLA 1981).

O pinion* o f  a tto rn e y  genera l. — Thia 
section imposes an  appropriation lim it 
ra th e r than  a  spending lim it. The legiala- 
tu re  may make appropriationa which ex­
ceed available revenues, b u t cbligations 
may not be paid under those appropria­
tiona unless there  is enough surplus 
money available in  the treasury. 1983 Op.
A tt’y Gen. No. 01.

There is history which supports a lib­
eral interpretation of the term  "capital 
project" as used in th is section. 1983 Op.
A tt’y Gen. No. 01.

I f  the legislature enacts any other d is­
tribution program  which it consistent 
w ith the in ten t of th e  perm anent fund div­
idend law (AS 43.23), any appropriation to 
implement th a t program  will be exempt 
from the appropriation lim it o f thio sec­
tion. 1983 Op. A tt’y Gen. No. 01.

If  the legislature provides th a t an ap­
propriation may not be expended until a 
la te r fiscal year, the appropriation should 
be counted only against the lim it for th a t 
la te r fiscal year. 1983 Op. A tt’y  Gen. No. 
01.

The one-third appropriation allocation 
reserved for capital projects and loan ap­
propriationa may be ia reg a rd ed  when 
economic conditions impose a total appro­
priation lim it which is more restrictive 
than  th a t set out in  th is  section. 1983 Op.
A tt’y Gen. No. 01.

Appropriations th a t are available for 
expenditure in  a fiscal year should be 
counted only aga in s t the appropriation 
lim it of this section for the first fiscal year 
during which they could be completely ex­
pended. This should be done even i f  an 
unexpended balance is carried forward 
into the next fiscal year, th a t balance 
m ust be considered obligated for th e  pur­
poses of the appropriation limit. 1983 Op.
A tt’y Gen. No. 01.

Appropriations to re tire  municipal gen­
eral obligation school bond indebtedness 
under AS 14.11 are "required” and qualify 
as an exception to the spending lim it of 
this section. 1983 Op. A tt’y Gen. No. 01.

Appropriations to re tire  municipal gen­
eral obligation school bond indebtedness 
under AS 14.11 are "required" and qualify 
as an exception to th e  spending lim it. 
1983 Op. A tt'y  Gen. No. 01.
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A p p r o p r i a t i o n s

R e c o n s id e r a t i o n  
o f  A m e n d m e n t  
L imi t i ng  
i nc r e a s e  in 
A p p r o p r i a t i o n s

A p p l i c a t i o n  o f  
A m e n d m e n t

S E C T I O N  26.  If a  m a j o r i t y  o f  t h o s e  vo t i ng  on  the 
qu es t i on  at  the  gene ra l  e l e c t i on  in 1982 a p p r o v e  the 
bal l ot  p ro p o s i t i o n  for  t h e  t o t a l  co s t  t o  t h e  S t a t e  o f  p r o ­
viding for  l e l oca t i on  o f  t h e  c a p i t a l ,  n o  ad d i t i o n a l  vote r  
a p p r o v a l  o f  a p p r o p r i a t i o n s  fo r  t h a t  p u r p o s e  w i th in  th* 
cos t  a p p r o v e d  by t he  v o t e r s  is r e q u i r e d  u n d e r  t he  1982 
a m e n d m e n t  l imi t i ng i nc r ea s e s  in a p p r o p r i a t i o n s  (ar t .  
IX .  sec.  16). [ A p p r o v e d  N o v e m b e r  2,  1982.  Howe ve r ,  
a p p r o v a l  o f  bai lot  m e a s u r e  8 m a k e s  t he  sec t i on  i n ­
opera t i ve ]

S E C T I O N  27.  If  t he  1982 a m e n d m e n t  l imi t i ng  a p ­
p r o p r i a t i o n  inc rease  ( a r t .  I X ,  sec.  16) is a d o p t e d ,  t he  
l i eu t en an t  g ov e r no r  shal l  c au se  t h e  ba l l o t  ti t le a n d  p r o ­
pos i t i on  fo r  the a m e n d m e n t  t o  b e  p l a c e d  o n  t he  bal lot  
a g a i n  at  t he  genera l  e l e c t i on  in 1986.  I f  t he  m a j o r i t y  o f  
t h os e  vo t i ng  on  the p r o p o s i t i o n  in  1986 re j ec ts  the  
a m e n d m e n t ,  it shal l  be  r e pe a l e d .  [ A p p r o v e d  N o v e m b e r  
2,  1982]

S E C T I O N  28.  T h e  1982 a m e n d m e n t  l imi t i ng  
a p p r o p r i a t i o n  i ncr eases  ( ar t .  IX ,  sec .  16) app l i e s  t o  a p ­
p r o p r i a t i o n s  m a d e  fo r  f iscal  y e a r  1984 a n d  t he r ea f t e r .  
[ A p p r o v e d  N o v e m b e r  2,  1984]
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Dedicated
Funds

State Debt

Local Debts

Interim
Borrowing

transferred, nor shall the public credit be ••'ed, ex­
cept for a public purpose.

SECTION 7. The proceeds of any state tax or 
license shall no t be dedicated to any special pur­
pose, except as provided in section 15 of this 
article or when required by the federal government 
for state participation in federal programs. This 
provision shall not prohibit the continuance of any 
dedication for special purposes existing upon the 
date of ’■atification of this section by the people 
of Alaska.

(The am endm ent to this section was appioved by the voters o< 
the state November 2, 1976 and became effective February 21, 
1977. This am endm ent inserted "as provided in section IS of this 
article or" in the first sentence.)

S E C T I O N  8 .  N o  s t a t e  d e b t  shal l  be co n t r a c t e d  unless  
au th o r i z e d  by  l a w  fo r  c a p i t a l  i m p r o v e m e n t s  o r  unless  
au th o r i z ed  by  l a w  fo r  h o u s i n g  l oan s  fo r  ve t er ans ,  an d  
ra t i f i ed  by  a m a j o r i t y  o f  t h e  qua l i f i ed  v o t e r s  o f  t he  S ta t e  
w h o  vote  o n  t h e  q u e s t i o n .  T h e  S t a t e  m a y ,  as p rov i ded  
by law a n d  w i t h  >ut r a t i f i c a t i o n ,  c o n t r a c t  debt  fo r  the  
p u r po s e  o f  r epe l l i ng  i n v as io n ,  sup p r e s s i ng  i nsur rec t i on ,  
de f en d i ng  t h e  S t a t e  in w a r .  mee t i ng  n a t u r a l  disas ters ,  o r  
r ed eeming  i n d e b t e d n e s s  o u t s t a n d i n g  a t  t he  t ime  this 
con s t i t u t i on  b e c o m e s  e f f ec t i ve .  ( A m e n d m e n t  ap p ro v e d  
N o v e m b e r  2,  1982] .

Effect o f  am endm ent!. - The amendment approved November 2. 
1982. inserted " o r  un less.authorized b> law lo r housing loans fo r 
veterans" in the firs t sentence.

SECTION 9. No ‘debt shall be contracted by any 
political subdivision of the State, unless authorized 
for capital improvements by its governing body 
and ratified by a majority vote of those qualified 
to vote and voting on the question.

SECTION 10. The State and its political subdivi­
sions may borrow money to meet appropriations 
for any fiscal year in anticipation of the collection 
of the revenues for ithatiyear, but all debt so con­
tracted shall be paid before the end of the ixt 
fiscal year.

32



§ 37.05.540 P u b l i c  F i n a n c e  § 37.05.540
under 42 U.S.C. 6508. It is *he intent of the legislature tha t an initial 
appropriation be made to the- Department of Community and Regional 
Affairs to cover an_.cipated impact grants, and tha t additional funds 
be made available through supplemental appropriations if the impact 
is g reater than anticipated and the legislature considers the addi­
tional gran ts proposed by the department to be meritorious.

(e) A municipality may use the funds received under (d) of this 
section only for the following activities and services to alleviate the 
impact of the oil and gas development under 42 U.S.C. 6508 within 
the N ational Petroleum Reserve — Alaska:

(1) planning;
(2) construction, maintenance, and operation of essential public fa­

cilities by the municipality; and
(3) other necessary public services provided by the municipality.
(f) Funds appropriated under (d) of this section may not be used for 

the retirem ent of municipal debt.
(g) Amounts received hy he state under 42 U.S.C. 6508 and not 

appropriated for grants to municipalities under (d) of this section 
lapse a t the end of each fiscal year as follows:

(1) 50 percent to the principal of the Alaska perm anent fund;
(2) .5 percent to the public school fund (AS 37.14.110); and
(3) the remainder to the gineral fund for use by the state  for the 

following facilities and services:
(A) planning;
(B) construction, maintenance, and operation of essential public fa­

cilities; and
(C) other necessary public services. (§ 2 ch 94 SLA 1984; sun §§ 2, 3 

ch 53 SLA 1986)

R e v iso r’s n o tes . — Formerly AS 1986 Acts, see § 1, ch. 94, SLA 1984, and
37.25.040. Renumbered in 1988. § 1, ch. 53, SLA 1986, respectively, in the

C ro ss  re fe re n c e s . — For legislative Temporary and Special Acts,
findings in connection w ith the 1984 and

Sec. 37.05.540. Budget reserve fund; appropriation limit.
(a) There is establish? J as a separate fund in the state treasury the 
budget reserve fund. The budget reserve fund consists of appropria­
tions to the fund. Money received by the state that is subject to the 
appropriation limit under (b) of this section and tha t exceeds that 
limit, may be appropriated to the budget reserve fund.

(b) Except for appropriations to the permanent fund or for Alaska 
perm anent fund dividends, appropriations to the budget reserve fund, 
appropriations of revenue bond proceeds, appropriations required to 
pay the principal and interest on general obligation bonds, and appro­
priations of money received from a nonstate source in trust for a spe­
cific purpose, including revenue of a public enterprise or public corpo­
ration of the state that issues revenue bonds, appropriations from the

17
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§ 37.05.900 A l a s k a  S t a t u t e s § 37.05.90i

treasury made in a fiscal year may not exceed appropriations made ir 
the preceding fiscal year by more than five percent plus the change ir. 
population and inflation since the beginning of the preceding fiscal 
year. For purposes of applying this limit an appropriation is consid­
ered to be made in the fiscal year in which it is enacted and a reappro­
priation remains attributed to the fiscal year in which the original 
appropriation is enacted. The determination of the change in popula­
tion for purposes of this subsection shall be based on an annual esti­
mate of population by the Department of Labor. The determination of 
the change in inflation for purposes of this subsection shall be based 
on the Consumer Price Index for all urban consumers for Anchorage 
prepared by the United States Bureau of Labor Statistics. The amount 
of money received by the state tha t is subject to the appropriation 
limit includes the balance in the general fund carried forward from 
the preceding fiscal year.

(c) If the legislature determines that the money subject to the ap­
propriation limit received by the state in a fiscal year is less than the 
maximum permitted to the appropriated under (b) of this section, up 
to 25 percent of the balance of the budget reserve fund may be appro­
priated to the general fund.

(d) The Department of Revenue shall manage and invest assets of 
the budget reserve fund in the manner set out for the management 
and investment of the assets of the general fund under AS ’ 7.10.070. 
Income from investment of the budget reserve fund may be appropri­
ated to the fund each year by law.

(e) Notwithstanding other provisions of this section, appropriations 
may be made from the budget reserve fund needed by the governor to 
meet a disaster. In this subsection, "disaster" has the meaning given 
in AS 26.23.23C. f§ 1 ch 58 SLA 1986)

R ev iso r’s notes. — Formerly AS SLA 1986 provides th a t this section "ap- 
37.05.156. Renumbered in 1988. plies to fiscal year 1988 and fiscal years

E d ito r 's  n o te^  — Section 3. ch. 58, thereafter".

910. Applicability to University of Alaska 995. Short title  
920. Fiscal year

Sec. 37.05.900. In terp re ta tion  of chap ter. This chapter shall be 
construed as supplemental to all other state laws not in conflict with 
it. If a section or part of a section of this chapter is in conflict with 
federal requirements for a program for which federal grant-in-aid 
funds are available, the section or part to the extent of the conflict is 
inoperative. (§ 1 art VIII ch 82 SLA 1955; am § 18 ch 186 SLA 1957)

A rticle 7. G eneral Provisions.

S ection
900. Interpretation of chapter

Section
990. Definitions for chapter

18
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8 e c . 37.07.020. R eap o n d b f'tiM  ct  tb« governor. (•) Tike gover­
nor shall prepare end submit to we legislature before the fourth legis­
lative day a budget for the succeeding fiscal year which must o r .. all 
estim ated receipts, including all grants, loans, and money received 
from th e  federal government, and all proposed expenditures of the 
sta te  government. The budget submitted by the governor shall be 
organized so that the proposed expenditures for each agency are pre­
sented separately. The budget must be accompanied by a general ap­
propriation bill to authorize the proposed expenditure', and a bill or 
bills covering recommendations in the budget for new or additional 
revenue. The proposed general appropriation bill shall become public 
inform ation on December 15 of each year at which time the governor 
shall submit copies to the legislature and make copies available to the 
public

(b) In addition to the budget and general appropriation bill, the 
governor shall submit a capital improvements program and financial 
plan covering the succeeding six fiscal years.

(c) Proposed expenditures may not exceed estimated revenue for the 
succeeding fiscal year. The expenditures proposed in the six-year capi­
tal improvements program and financial plan may not exceed the 
estim ated revenue and bond authorizations passed and proposed.

(d) .-The governor shall annually, before the convening of the legisla­
ture, report to the legislature through the Legislative Budget a,id 
A udit Committee the long-range fiscal and economic consequences of

21

5 37.07.030 A l a s k a  S t a t u t e s 5 37.07.040

(1) a lternate  levels of capitalization of the investment funds of the 
state; and

(2) alternative investment policy for the general fund surplus. (§ 1 
ch 188 SLA 1970; am § 3 ch 168 SLA 1978; am 5 4 ch 18 SLA 1980; 
am § 3 ch 2 SLA 1982; am § 1 ch 61 SLA 1984)

Sec. 37.07.030. Responsibilities o f the legislature. The legisla­
ture shall

vl) provide for a budget review function;
(2) analyze the comprehensive operating and capital improvements 

programs and financial plans recommended by the governor;
(3) adopt legislation to authorize implementation of the governor’s 

comprehensive operating and capital improvements programs and fi­
nancial plans or appropriate alternatives to those plans;

(4) provide for a post-audit function to cover financial transactions, 
program accomplishment, and compliance with legislative intent;

(5) adopt or revise the estimate of receipts required to balance the 
succeeding fiscal year’s budget in order that proposed expenditures do 
not exceed estim ated receipts for that fiscal year;

(6) adopt, revise, or initiate revenue measures in order to balance 
the succeeding fiscal year’s budget and the capital improvements sec­
tion of the budget for the succeeding Bix years. (§ 1 ch 188 SLA 1970; 
am 5 4 ch 168 SLA 1978)

E dito r’* note*. — This K d jon  ii  act 
out above to correct ■ typographical error 
in the main pam phlet.

Chapter 10. Public Funds.
Article
3. Investment and Deposit of S tate Funds ff 37 10 0851



MEMORANDUM State of Alaska
Office o f the Governor

Division of Policy

TO: House Judiciary Committee DATE: January 31, 1990

FROM: Brad Pierce /£ f/v  PHONE: 465-3568
Senior Analyst

SUBJECT: HJR 66 Tables

Table 1 is my interpretation of the provisions embodied ... HJR 66 as written and their 
effect on real government spending for the FY 92 - FY 95 period. I have assumed FY 
91 appropriations of $2.32 billion subject to the spending limit. This was computed 
from the Governor's Proposed General Fund Budget of $2.42 bil'ion minus $95.6 
million in General Obligation debt. Table 2 provides the same information, with a $2.3 
billion base for the spending limititation. Table 3 provides detail on historical and 
projected growth in formula programs and other categories of state spending.



Table 1

Projected Fiscal Impact 
of HJR 66

FY 1 9 9 2 - F Y  1995 
(Millions of Nominal Dollars)

Revenues 1 9 92 1993 1994 19 9 5

Fall Forecast Unrestricted 
General Fund Revenue 2,416.1 2,435.2 2,460.7 2,375.8

E xpend itu res (2,200.0) (2,200.0) (2,200.0) (2,200.0)

Reserve Balance
(in General Fund)

224.7 487.3 797.4 1,044.1

Real Spending (FY 91 dollars) (2,095.5) (1,996.0) (1,901.2) (1,810.9)

Percent Change in Real 
Spending From Previous Year (9.8%) (4.8%) (4.8%) (4.8%)

Cumulative Four Year Change in Real 
Spending From Gov's Proposed FY 91 
Budget (22.1%)

Notes: Reserve balance earns 8% interest.
Inflation assumptions are based on the DOR Fall Revenue Forecast mid-case scenario. 
FY 91 appropriations subject to the limit = $2,323.7.

Office of the Governor, Division of Policy.

1 / 3 1 / 9 0



T ab le  2

Projected Fisc al Impact 
of HJR 66 With $2.3 Billion Limit

FY 1992 -F Y  1995 
(Millions of Nominal Dollars)

Revenues 1 9 92 1993 1994 19 9 5

Fall Forecast Unrestricted 
General Fund Revenue 2,416.1 2 ,435 .2 2 ,4 6 0 .7 2 ,375.8

Expenditures (2 ,3 0 0 .0 ) (2 ,300 .0 ) (2 ,30 0 .0 ) (2 ,30 0 .0 )

Reserve Balance
(in General Fund)

120.7 271.0 459.8 575.4

Real Spending (FY 91 dollars) (2 ,19 0 .8 ) (2 ,086 .7 ) (1 ,9 8 7 .6 ) (1 ,89 3 .2 )

Percent Change in Real 
Spending From Previous Year (5.7%) (4.8%) (4.8%) (4.8%)

Cumulative Four Year Change in Real 
Spending From Gov's Proposed FY 91 
Budget (1 8 .5 % )

Notes: Assumes reserve balance earns 8% interest in general fund.
Inflation assumptions are based on the DOR Fall Revenue Forecast mid-case scenario. 
FY 91 appropriations subject to the limit = $2,323.7.

Office of the Governor, Division of Policy.

1 / 3 1 / 9 0



Table 3

Five Year Fiscal Plan Detail 
FY 91 - 95

(Millions of Nominal Dollars)

Actual Authorized Proposed Projected Projected Projected Projected

Budqet ($Millions) FY 88 FY 89 FY 90 FY 91 FY 92 FY 93 FY 94 FY 95

Operating Subtotal 1,911.3 1,991.5 2,036.7 2,170.9 2,253.6 2,309.9 2,376.0 2,449.1

Education 454.3 470.8 490.8 558.8 586.0 606.1 629.5 659.9

School Debt Retirement 109.5 109.5 107.8 107.8 131.5 131.5 131.5 123.8

Longevity Bonus 50.6 53.3 56.5 59.4 62.6 65.8 69.0 72.4

H&SS Transfer Payments 106.0 115.0 133.2 166.5 198.1 229.8 267.6 312.7

Power Cost Equalization 15.0 16.8 19.4 18.4 20.8 21.4 22.4 23.5

Municipal Asst. & Revenue Sharing 96.9 96.9 91.0 91.1 91.0 91.0 91.0 91.0

Other Senior Tax Relief, Shared Taxes 20.5 23.6 32.1 31.7 26.4 27.1 27.8 28.6

University 137.6 154.2 159.4 163.2 163.2 163.2 163.2 163.2

Courts 37.9 39.0 39.5 40.3 40.3 40.3 40.3 40.3

Legislature 26.7 29.5 30.8 31.2 31.2 31.2 31.2 31.2

Operating Agencies 856.3 882.9 876.2 902.5 902.5 902.5 902.5 902.5

General Obligation and Other Debt 147.9 135.5 132.5 107.7 68.2 59.7 33.9 23.1

Capital Projects 173.4 127.1 132.8 100.0 100.0 100.0 100.0 100.0

Loans 2 '\6 17.5 10.0 13.7 17.0 17.0 17.0 17.0

Special Appropriations - Oil Fund 32.0 27.0

Total Unrestricted General Funds ' $2,255.2 $2,271.6 $2,344.01 I!  $2,419.3 $2,438.8 $2,486.6 $2,526 9 ' $2,589.2

Notes: Under the Operating Budget subtotal, the Education entry includes fornv'a distributions only. The Other category includes Fisheries 
Enhancement Tax distributions ($10.5 million in Fy 90), Shared Taxes ($18.6 million) and Senior Tax Relief ($3 million).
FY 90 budget totals include only authorized expenditures, they do not include supplemental.

Sources: Division of Budget Review and various state agencies.

Office of the Governor, Division of Policy 
1/31/90



§ 44.21.400 Alaska Statutes § 44.21.410

R ev iso r’s no tes . — Enacted as AS which read " 'deputy com m issioner'm eans 
44.21.250. Renumbered in 1981 the deputy commissioner in the depart-

Effect o f am en d m en ts . — The 1987 m ent who adm inisters the telecommuni- 
amendmeni repealed paragraph (3), cations divisions."

A rticle 7. Office of P ub lic  Advocacy.

Section  S ec tion
400. Public advocacy office established 440. Conflicts of interests
410. Powers and duties 450. Civil liability  of volunteer guardians
420. Employment of office personnel 460. N onattom ey volunteer guardians ad
430. Attorneys engaged by public advo- litem

cacy office 470. Definition

Sec. 44.21.400. P ub lic  advocacy office estab lished . There is 
created in the Department of Administration the office of public advo­
cacy. (§ 1 ch 55 SLA 1984)

Sec. 44.21.410. Pow ers and  duties, (a) The office of public advo­
cacy shall

(1) perform the duties of the public guardian under AS 13.26.360 — 
13.26.410;

(2) provide visitors and experts in guardianship proceedings under 
AS 13.26.131;

(3) provide guardian ad litem services to children in child protec­
tion actions under AS 47.17.030(e) and to wards and respondents in 
guardianship proceedings who will suffer financial hardship or be­
come dependent upon a government agency or a private person or 
agency if the services are not provided a t state expense under AS 
13.26.112;

(4) provide legal representation in guardianship proceedings to re­
spondents who are financially unable to employ attorneys under AS 
13.26.106(b), to indigent parties in cases involving child custody in 
which the opposing party is represented by counsel provided by a 
public agency, to indigent parents or guardians of a minor respondent 
in a commitment proceeding concerning the minor under AS 
47.30.775;

(5) provide legal representation and guardian ad litem services un­
der AS 25.24.310; in cases arising under AS 47.15 (Uniform Interstate 
Compact on Juveniles); in cases involving petitions to adopt a minor 
under AS 25.23.125(b) or petitions for the termination of parental 
rights on grounds set out in AS 25.23.180(c)(3); in cases involving 
petitions to remove the disabilities of a minor under AS 09.55.590; in 
children’s proceedings under AS 47.10.050(a); and in cases involving 
indigent persons who are entitled to representation under AS 
18.85.100 and who cannot be represented by the public defender 
agency because of a conflict of interests;

(6) develop and coordinate a program to recruit, select, train, as­
sign, and supervise volunteer guardians ad litem from local communi-
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§ 44.21.420 S tate G overnment § 44.21.420

f

ties to aid in delivering services in cases in which the office of public 
advocacy is appointed as guardian ad litem;

(7) provide guardian ad litem services in proceedings under AS 
12.45.046.

(b) The commissioner of administration may
(1) adopt regulations tha t the commissioner considers necessary to 

implement AS 41.21.400 — 44.21.470;
(2) report on the operation of the office of public advocacy when 

requested by the governor or legislature or when required by law;
(3) solicit and accept grants of funds from governments and from 

persons, and allocate or restrict the use of those funds as required by 
the grantor.

(c) The commissioner of adm inistration shall separately account for 
money received under (b)(3) of this section and deposited in the gen­
eral fund. The annual estimated balance in the account may be used 
by the legislature to make appropriations to the Department of Ad­
ministration to carry out the purposes of this section. (§ 1 ch 55 SLA 
1984; am § 21 ch 140 SLA 1986; am § 16 ch 50 SLA 1987; am §§ 1, 2 
ch 5 SLA 1988; am § 3 ch 92 SLA 1988)

R evisor’s notes. — P aragraph  (a)(7) 
was enacted as (a)(6). Renum bered in 
1988.

Effect of am en d m en ts . — The 1986 
amendment substituted "AS 25.23.125(b)" 
for "AS 25.23.100ij)" in paragraph (5) of 
subsection (a).

The 1987 amendm ent in subsection (a) 
in paragraph (4) deleted "and" preceding 
"to indigent parents" and added the lan ­
guage at the end of the paragraph begin­
ning "and to indigent respondents.” and 
inserted "or petitions for the term ination

of parental righ ts on grounds set out in 
AS 25.23.180(c)(3)” in paragraph (5).

The first 1988 amendment deleted "of 
public advocacy office" at the end of the 
catchline, inserted subsection (a)(6), sub­
stitu ted  "governments and from persons” 
for "the federal government and from pri­
vate foundations" in subsection (b)(3), and 
added subsection (cl.

The second 1988 amendment, effective 
Ju n e  3, 1988, inserted subsection (a)(7).

W hile neither amendment gave effect to 
the other, both have been given effect in 
this section as set out above.

N O T E S TO  D EC ISIO N S

R esponsibility  fo r co u n se l fo r in d i­
gents not p rov ided  fo r  u n d e r  th is  se c ­
tion. — A dm inistrative Rule 12(d)(2) 
mandates th a t indigent persons requiring  
counsel but not provided for under AS 
44.21.410 or AS 18.85.100, shall be pro­

vided with counsel a t the e cpense of the 
A laska Court System. State v. Superior 
Court, 718 P.2d 466 (Alaska 1986) (pro­
ceedings under Uniform Reciprocal E n­
forcement of Support Act, AS 25.25).

Sec. 44.21.420. E m ploym ent of office personnel, (a) The com­
missioner of administration may employ guardians ad litem, public 
guardians, clerical staff, and other assistants that the commissioner 
determines are needed to perform the duties set out in AS 44.21.410. 
Employees under this subsection are in ,he classified service under AS 
39.25.100.

i , i

:
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§ 44.21.430 A l a s k a  S t a t u t e s § 44.21.460

(b) The commissioner of adm inistration may employ attorneys 
needed to perform the duties set out in AS 44.21.410. Attorneys em­
ployed by the commissioner of adm inistration in the office of public 
advocacy are in the partially exempt, service under AS 39.25.120.

(c) The commissioner of adm inistration may contract for services of 
court-appointed visitors and experts needed to perform the duties set 
out in AS 44.21.410. The commissioner may contract with attorneys to 
provide legal representation, and w ith other persons to provide guard­
ian ad litem services, as needed to perform the duties set out in AS 
44.21.410. The commissioner may determ ine the rate of compensation 
for contractual services, taking into account the time involved, the 
skill and experience required, and other pertinent factors. (§ 1 ch 55 
SLA 1984)

Sec. 44.21.430. A ttorneys engaged  by  public  advocacy office,
(a) Only an attorney admitted to the practice of law in this state may 
be employed or retained under contract by the office of public advo­
cacy to provide legal representation.

(b) An attorney employed by the office of public advocacy may not 
engage in the private practice of law unless the attorney provides 
services to the office as an independent contractor. (§ 1 ch 55 SLA 
1984)

Sec. 44.21.440. Conflicts of in te re s ts . Services and legal repre­
sentation rendered by the office of public advocacy, whether per­
formed by a person under contract or by an employee of the office, 
shall be provided in a manner that avoids conflicts of interests. (§ 1 ch 
55 SLA 1984)

Sec. 44.21.450. Civil liability of v o lu n tee r g u ard ians, (a) A vol­
unteer guardian ad litem under the supervision of the office of public 
advocacy is not civilly liable for acts or omissions during the good 
faith performance of duties as a guardian unless the acts or omissions 
constitute gross negligence.

(b) This section does not affect the civil liability of the office of 
public advocacy. (§ 3 ch 5 SLA 1988)

Sec. 44.21.460. N onattorney v o lu n tee r g u a rd ian s  ad litem. A 
nonattorney volunteer guardian ad litem may not give legal advice or 
act in the capacity of attorney for a minor before a court or adminis­
trative agency. (§ 3 ch 5 SLA 1988)
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§ 44.21.470 S t a t e  G o v e r n m e n t § 44.23.020

Sec. 44.21.470. Definition. In AS 44.21.410 — 44.21.460, "volun­
teer guardian ad litem" means a court-appointed special advocate 
(CASA). (§ 3 ch 5 SLA 1988)

R evisor's no tes . — Enacted as AS 
44.21.490. Renumbered in 1988.

Chapter 23. Department of Law.

Section 
10. Attorney general 
20. Duties
30. Promotion of uniform laws 
40. Records, reports end recommenda­

tions on uniform laws

S ec tio n
50. Em ploym ent of a tto rney  to appear 

before d is tan t court 
60. Discovery of information and data 

from transportation  business

Sec. 44.23.010. A ttorney general. The principal executive officer 
of the Department of Law is the attorney general. (§ 9 ch 64 SLA 
1959)

C ollateral re fe ren ces . — 7 Am. Jur. 
2d, Attorney G eneral, § 1 et seq.; 72 Am. 
Jur. 2d, States, Territories and Dependen­
cies, § 62.

7A C.J.S. A ttorney G eneral, § 1 etseq .; 
81A C.J.S. S tates, § 61.

Sec. 44.23.020, Duties, (a) The attorney general is the legal advi­
sor of the governor and other state officers.

(b) The attorney general shall
(1) bring, prosecute and defend all necessary and proper actions in 

the name of the state for the collection of revenue;
(2) represent the str all civil actions in which the state is a 

party;
lvolving violation of state law, and file in- 
all offenses against the revenue laws and 

lere is no other provision for their prosecu-

(3) prosecute all ' 
formations and p r  
other state laws v 
tion;

(4) adm inisters 
ten legal opinions 
cers and departmen
a law, proposed lav; o 
the legislature or a n.

>1 services, including the furnishing of writ- 
govemor, the legislature, and all state offi­
ce governor directs; and give legal advice on 

iosed legislative measure upon request by 
r of the legislature;

(5) draft legal instrum. for the state;
(6) make a report to the i islature, through the governor, at each 

regular legislative session
(A) of the work and expenditures of the office, and
(B) on needed legislation or amendments to existing law; and
(7) perform all other duties required by law or which usually per­

tain to the office of attorney general in a state;

79

Hi

If



V. c .A- .

ISER
FISCAL POLICY PAPERS

Institute of Social and Economic Research

-V-

University of Alaska Anchorage

THE ALASKA FISCAL GAP
by Oliver Scott Goldsmith :T

Alaska faces a problem  that will be very tough 
to solve but is easy to explain: state government 
is spending m ore than it collects. The problem 
will get much worse as time goes o il If state 
general fund spending stays at the current level of 
$225 billion (in 1989 dollars), we face .a fiscal 
gap—the difference betw een current spending 
and projected revenues—that could soon grow to _■ 
$1 billion annually. \  ■" __

This budget crisis looms because oil production, ‘ 
which supplies 85 percent of the state’s general 
fund revenues, will soon begin dropping as the 
huge Prudhoe Bay oil field is 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 
state petroleum  revenues over ttfe riext 20 years, 
based on the Alaska Departm ent 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 assuming production 
from new fields such as West Sak—the timing of 
which is uncertain—production in 2000 will be 
only half of what it is today. Petroleum revenues

have already fallen to just half of what they w ere '  
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,'! 
petroleum  revenues will drop by half again by
. 2 0 0 0 . • • r * v . . r : "

This figure does not include potential produc­
tion and revenues from oil fields that may exist in 
the Arctic National Wildlife Refuge (ANWR). _ 
Such revenues would of course help reduce the 
budget shortfall in the next century. But under any. 
reasonable assumptions (see the box on page 4) 
they would fall far short of revenues we’ve en­
joyed from Prudhoe Bay, and could not reverse 
the downward trend. Also, future production 
from ANWR is extremely speculative right now. 
Congress would first have to open the refuge to 
exploration and oil companies would have to dis­
cover commercial quandties 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 for Alaska is apparent in Figure
2. It shows the potential size of the future gap

v* > ■

V 1 •
V

This is the first in a scries oilSER Fiscal Policy Papers that will examine aspects of state government spending. We 
intend these papers to focus the attention of state officials and of Alaskans in general on the serious budget crisis we 
face, and on the necessity for dealing with it soon. We hope this and later papers will provide policymakers with 
information and analysis they will need when making the difficult decisions ahead.

The author, Oliver Scott Goldsmith, is professor of economics with ISER. He has fourteen years of experience 
examining state spending. Lee Gorsuch, ISER director, is responsible for the design and presentation of this series. 
Linda Leask edited the paper.

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



am ounts directly-and indirectly for... . 
more than one in four Alaska jobs. ••

. Below we look at four possible 
ways to deal with the fiscal gap b e -  ' "

V  tween now and the year 201(LBrief- :7 / " ‘ 
ly, our four cases are: (1) Stumble 

_:From Year to Year; this case a s - /  .
1 sumes that the state tries to main- •; ” ;• •* ~ 

tain current spending for as long a s /  
'■ ’ possible by using alT available * t
. reserves except the principal of the •. :

P erm anen t Fund and  th en  cuts . " ^
s p e n d in g  to  m a tc h  r e d u c e d  " -j’' -  .
revenues. (2) D ep le te  th e  P er- / . \ T  
m anent Fund; this case examines ^

/  w hat w ould happen if  th e  s ta te  , V K ,  
/  maintained the current budget leveL t v  • 

by spending the principal o f the P e r - /  .'~LrjK 
- ' m a n e n t F u n d . (3 ) F re e z e  th e  

7 V- -c * Budget; this case looks at how. the
between general fund revenues and spending. If- fiscal gap would be affected if the state did not - *
annual spending were held at its current level cf 'ad just the budget for inflation—in effect cutting —/ “
about $225 billion (io 1989 dollars), the gap be- the budget by the annual rate of inflation. (4) Cut ... ‘ - •
tween spending and revenues could be several Spending and Raise Taxes; this case describes the 1
hundred million dollars a year in the early 1990s combined effects of reducing state spending, -vT 
and more than $1 billion annually after the turn re im p o sin g  th e  p e rso n a l incom e tax , an d  0  . -~ 
of the cenmry. If future revenues turn' out to be eliminating the Perm anent Fund dividend. T- -
larger than we anticipate, the fiscal gap could be . T here are o ther possible combinations, bu t ' 0?
reduced for a short time but the overall picture these four scenarios include the m ain options' >?
would be the same. (See the box on page 4 for a available to the state. We do not discuss, nor have -
description o f how our results would change we attempted to analyze, the enormous political - 
u n d e r  d iffe re n t assum ptions ab o u t fu tu re  difficulties'inherent'in  exercising any of these 
developments ando ther factors.) ~ ' -  . options. Some would require changes in law or '

Such a gap o f  course can’t  persist We’ll have to even amendments to the Alaska constitution, Ail
balance the budget by cutting spending, raising would generate intense public debate, and  most _ .. 
taxes, using savings, or some combination of the 
three. These changes will affect not only those 
who currently enjoy state services, work for state 
government, or pay taxes. Everyone who benefits 
from local government services like schools and 
street maintenance will also be affected. Budget 
cuts will also affect recipients of government 
t r a n s f e r s — in c lu d in g  P e rm a n e n t  F u n d  
dividends -  and businesses that depend on the 
purchasing power provided by a large public sec­
tor.

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

Figure 2. PROJECTED STATE FISCAL GAP* 
(Difference Between Revenues and Spending)
■ x ■ . *
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•Projected at the currant level of state general fund expendi­
tures. Revenues Include oil settlem ent estimate.



* REAL \ ’Z. INFLATED DOLLARS IN FISCAL ANALYSIS
‘ " .. . . . ’ i \ .* —  .*4' ’ , .. s

For cimplicity «ix) clarity all revenues and expenditure* are presented in 1989 dollars. Using this technique eliminates the need to estimate 
the rate of inflation—the value of which baa only a marginal effect oa the rest of our analysis-and avoids the confusion that inflation can 
introduce when we try to compare the purchasing power of dollars received at different times. For example, SI o f revenue collected in 2000 
would hsve 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 dollar* also corrects a misinterpretation that can arise in revenue projections that rse  nominal dollars. It. such projections, 
the inflation-proofing 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 "he fund principal Oy inflation. Because wc use real dollars in ou r analysis, 
inflation-proofing does not appear as a separate revenue source, and wc avoid any potential misinterpretation. This assumption does not preclude 
the policy option of appropriating inflation-proofing to fund government spending. •

would fa '  extremely strong opposition from 
specific groups or from Alaskans in general. This 
paper does not endorse any particular strategy to 
balance the  budget. R ather, it describes in 
general the tradeoffs—who bears the pain—and 
the ramifications of the various choices. . • 

Doing an analysis like this requires making cer­
tain economic ass’ .ptions. Those assumptions 
are summarized in the box on page 4 and in the 
individual case descriptions. We can’t be sure th a t. 
these assumptions will prove correct, but chang­
ing those assumptions in any reasonable way 
would not substantially alter our findings.

FISCAL CHOICE 1: STUMBLE FROM 
v -  - YEAR TO YEAR r  : 1 . '

\. * .....  •' Ci- ‘
• - CHOICE 1. FISCAL GAP FILLED BY: ‘

•  1.4
Billion W89 *

PERMANENT FUND: 
EARNINGS RESERVE

V":" r -
SPENDING CuTS

'. </: • : • y .... - . :

J i | i i i  i > . i_q_j__i_
2010

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 billion in 1989 dollars) for as long as pos­
sible, using available fund balances but making no 
changes in current fiscal policies. The dividend

program would not be changed, the principal of 
the Perm anent Fund would be retained, and no- 
new tax measures would be enacted. _ * 

Revenues from the settlement of disputes with 
*he oil companies over past royalty and tax pay­
ments, as well as with the federal government 
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 
settlem ent money.the state might receive is ex- 

' tremely uncertain, but we assume for this and the 
other cases that the settlements occur regularly 
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 analysis.) In reality the state 

; may not be so fortunate as to receive a steady 
stream  of income from this source, and the budget 
shortfall would pressure the state to accept quick 
negotiated settlements in these disputes. N

U nder these conditions, the Railbelt Energy 
Fund, the Earnings Reserve Account of the Per­
m anent 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 $1 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.

Perm anent Fund: The Permanent Fund would 
rem ain  ju st about the sam e size (inflation- 
proofed) that it is today. Contrary to popular 
belief, future earnings of the Permanent Fund will 
not be able to replace petroleum revenues in the 
suppor* . state government. Annual additions to 
the fu> Tom petroleum revenues—which the 
state ce , dtution currently/ squires go directly to 
the principal of the Permanent Fund—plus earn­
ings would largely be consumed by the Permanent 
Fund dividend program, with little or nothing left



- ECONOMIC ASSUMPTIONS USED.IN ANALYSIS

ir we changed the economic utumprion* used in this analytic, the rate at which the fiscal gap grows would be different but the optiooe foe ■ 
dealing with the gap would be the same. To focus on those options we held the economic assumptions constant throughout the four cases. The 
most important assumptions are listed below. (Full details on the assumptions ate available from 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 J15 a barrel (in 1989 dollars)

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

EMPLOYMENT GROWTH RATE: 1.7Jpercent annually, independent of government spending ,

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

TAX REGIME: P  -ts the Economic lim it Factor ( E l i7) as revised by the Alaska Legislature in June 1989 '

INFLATIONRA; .. .rcent annually

RECURRING REVENUES (Non-petroleum revenues):! percent growth annually, net o f inflation . . :  w . -- f-- ~ _ v .

for fund giowth. The total amount available to pay budget. Smaller annual cuts would be the rule 
dividends and the payments to individual Alas- over the next two decades. .Expenditures in 2000 
kans would stay fairly constant because popula- would be $1.2 billion—equal to revenues coi­
tion growth would roughly match growth in the Iected that y e a n : These cuts in state, spending 
total available for dividends. Dividends as a com- would mean underfunding many and eliminating 
ponent of government spending would increase some government programs; reducing, transfers 
because of decreased spending in all other func- to local go vernments (creating pressure on local 
tional areas. _ -  .... - ;■?■. ■ . governments’ to increase taxes and try to shift

^  - r  / . I  7 -  government functions back to the state); and
Revenues: W itlr no new recurring revenues, re d u c in g ' financial support for individuals, 
general fund revenues would steadily decline to Projected population growth would add to the 
about $12 billion in  2000. Permanent Fund ad- problem, of deciding how the cuts should occur, 
ditions and earnings would remain relatively con- . Uncertainty about the timing and magnitude of 
stant because of the stable size of the fund. : . - cuts from y ea ' to year would create continuing 

. f . . .. • .. - . confusion-and"negative attitudes both  within.
Expenditures: Declining petroleuin revenues government and the private sector. • 
would force significant budget cutbacks begin- . L . y ' . .. ’' . -
ning in earnest in 1992. The general fund would Alaska Employment: During the next decade 
need to be cut 18 percent that year to balance the 26,000 public and private jobs would be lost as

.,. > - S '  WHAT IF WE CHANGED THE ASSUMPTIONS? _ . -

A question likely to be asked is: How much longer could we maintain current spending if revenues turned out to 
be greater than we have assumed? If we used up the entire Permanent Fund (as discussed in Case 2), we could 
maintain current spending up until 2003. Alternate assumptions would add to the number of years that the current 
spending level could be maintained as follows:

$1 increase in the price of oil ... 1 year
Gas pipeline in the 1990s K’ l  year *
ANWR production shortly after 2000 1 year J
Petroleum settlements of $3.4 billion 2 years

Another likely question is: What would be the cost of a one-year delay in dosing the fiscal gap? Our analy  ̂ in 
Case 4 indicates that the state can sustain annual spending of about $1.45 billion (in 1989 dollars) based u  •. je 
current tax regime, compared with the current spending level of $2.65 billion (including the approximately $400 
million paid in Permanent Fund dividends). The difference between current and sustainable spending—$1.2 
billion —approximates the loss in state fiscal assets associated with each year of delay in closing the gap.
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state general fund spending was cut virtually in 
half. (For simplicity we assume public sector jobs 
would be eliminated in proportion to the budget 
cuts. Wage rate reductions could partially offsc; 
this job loss. 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 magnitude would make it 
difficult if not impossible for the economy to 
grow, even assuming the private sector could 
g en e ra te  new  jo b s  a t about the  sam e ra te  
projected for the national economy—1.75 per­
cent annually. Total employment in Alaska in 
2000 would be only slightly above what it is today.

• •_ «. 

Economic Well-Being: Annual percentage
cha nges in employment 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 government spend­
ing would fall about 5 percent annually through 
most of the next 20 years. • -

FISCAL CHOICE 2: DEPLETE THE 
. PERMANENT FUND ...

CHOICE 2. FISCAL GAP FILLED BY:

11.4
B ill io n  W S 9  *

2010

Another strategy for dealing with the budget 
crisis—the most drastic and one which would re ­
quire an am endm ent of the Alaska constitution— 
would be to use the entire $10 billion in the 
Permanent Fund to plug the fiscal gap and keep 
spending at $2.25 billion (in 1989 dollars) for as 
long as possible. We do not endorse this strategy, 
but include it to cover the range of options avail­

able to the state. Under this scenario, the portion - 
of Permanent Fund earnings now osedto.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- 
proofing—would be required 'in  1992. Within 
two years, however, we would begin taking from 
the principal of the fund, and the withdrawals 
would grow rapM Iy-topping $1 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 uiso because 
the shrinking Permanent Fund would generate 
less earnings each year. Under this scenario, the . .  
effe(' '  would be as discussed below 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 gap 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.

Revenues:" Revenues flowing into the general 
fund would be the same as in Case 1, but the use 
of Permanent Fund earnings and principal would 
disguise the shortfall until 2003, when the Per- -* 
manent Fund would be gone. By 2005, revenues 
would be about $1 billion—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 
up expenditures until 2003. T hen  a massive 
"forced tiansformation" of the public sector and 
the entire Alaska economy would occur because 
of the sudden drop in state general fund spend­
ing—from $2.25 billion to $1 billion in just two 
years. All public services at the state and local 
levels would suffer di amatic cutbacks.

Alaska Employment: Extreme dislocation and a 
serious economic recession would start in 2003. 
About 30,000 jobs—both public and private — 
supported by general fund spending would disap­
pear over a two-year period. (To put such a drop 
in perspective, job loss during the 1985-1988 
recession was about 25,000.) Even assuming
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private industry 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 W ell-Being: A laska em ploym ent 
would increase through 2002 because of growth 
in the private economy and constant general fund 
government spending. In the following two years, 
12 percent of total state jobs would disappear. 
Despite constant government spending through 
2002, per capita state general fund spending 
would decline because private economic growth 
would be drawing people to A laska Per capita 
state general fund spending would be cut nearly 
in half when the "forced transformation" oc­
curred. - I . -. . • -

FISCAL CHOICE 3: FREEZE THE BUDGET

CHOICE 3. FISCAL GAP FILLED BY:
Billion 1989 t  "  ’ * ^  .#1.4------------------------------------------------

1990 1994 • _  2000 20OB 2010

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 is, not adjusted for inflation. Such a strategy 
would reduce the purchasing power of the budget 
each year by the rate of inflation.

The average annual rate of inflation in the com­
ing years is expected to be in the neighborhood of 
5 percent. 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

mented a constant budget policy starting in 1991, 
the budget could be reduced to an arbitrary target 
level of $1.5 billion (in 1989 dollars) by 1998.

A gradual policy like this would require a large 
amount of political discipline, but it would have 
several attractive features-even though it would 
not entirely solve the state’s long-term fiscal 
problem. Public programs could be phased out on 
the basis of plans developed to minimize the ef­
fects of the budget reductions. The economy 
would not suffer the kind of massive shock 
described under Case 2, when state spending 
would be reduced by half in just two years. The 
effects of using inflation to cut the- budget are 
discussed below and shown in the graphs on page

* \ *-• * t* * i
Perm anent 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 w ould ' 
require use of portions of the annual appropria­
tions for inflation-proofing during the 1990s. 
After 2000 continuing declines in revenues would 
force significant withdrawals from principal. By 
2010 the fund principal would be only about $3.5 
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 l.an d  2. The spending reduc­
tions would not be sufficient to produce a general" 
fund surplus; such r  surplus could in itself be a 
new source of earnings. Additions and earnings of 
the Permanent Fund would taper off after 2000 as 
the principal of the fund was spent.

Expenditures: State expenditures would fall off 
gradually but steadily each year until 1998 and 
then hold steady at $1.5 billion through the next 
decade—but only 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. U nder this scenario, dramatic cuts 
in state spending—as much as 40 percent—would 
be forced by 2015 (not shown on the graph).

(Text continued on page 11)



Fiscal Choice 1: Stumble from Year to Year

CASE ASSUMPTIONS

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

• TAXES: No new tax**

• DIVIDEND: Retain Permanent Find dividend

• PERMANENT FUND: Leave Permanent Fund principal 
Intact, continue contribution* and Inflation proofing, 
spend earnings reserve account

• OIL PRICE (constant across cases): Aw>rag« ANS Gulf 
Coast oU price $15 (1989$)

o SETTLEMENTS (constant across cases): $1.7 billion of 
oil settlements collected and spent ov9r 10 /Bars.

ALASKA EMPLOYMENT 

ThouMitd Job*

AGENCY C D  FORMULA

O T. IR  S B  CAPITAL

ECONOMIC WELL-BEING

»eo «ee 2000 zoos

Woo* *nd 8*J*ry Employment Only

STATE GOVERNMENT REVENUES 
(Permanent Fund Included)

n vo

Billion 1989 $

*980 1995 2000 2008
GENERAL FUND REVENUES

ES3 RECURRING EH5 OU. 

S S I SETTLEMENTS

1880 1988 2000 2008 2010
GENERAL FUND CATEGORIES

PERMANENT FUND BALANCE

STATE GOVERNMENT EXPENDITURES 
(Dividend Included) ;
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Fiscal Choice 2: Deplete the Permanent Fnnd

W»g* ind  Sskry Ewptoymwrt Only

1990 1998 2000 2000 .- 2010
GENERAL FUND REVENUES

(SS3 RECURRNQ c m  OiL • .

M i  SETTLEMENTS

' ALASKA EMPLOYMENT _ '

. .1980 1990 2000 2008
. GENERAL FUND CATEGORIES

- ’ * r
’ ESS AGENCY ' E D  FORMULA

* H i  OTHER M  CAPITAL

' y ■ .
.. • ECONOMIC WELL-BEING

CASE ASSUMPTIONS

• SPENDING: General Fund spending bsssd on availability 
of rawnuea up to *  225 bUlion (1989$)

• TAXES: No new taxes

• DIVIDEND: Rstaln Permanent Fund dividend

• PERMANENT FUSE: Usa Permanent Fund principal to 
maintain spending as long as posalbto

• OIL PRICE (constant across cases): Average ANS Gulf 
Coast 09 pries $15 (1989$)

• SETTLEMENTS (constant across cases): $17 billion of 
oil settlements collected and spent over 10 years

PERMANENT FUND BALANCE ; 

M o n  1989 s ________

STATE GOVERNMENT REVENUES 
(Permanent Fund Included)

• 14 NEAL AWAIAL EAflMMOS 
A M  PROJECTED TO  M  

t  i  3S OF THE BALANCE

- STATE GOVERNMENT EXPENDITURES 
(Dividend Included)



Fiscal Choice 3: Freeze the Budget / '

CASE ASSUMPTIONS

• SPENDING: General Fund spending constant In nominal 
dollars from 1991 to 1998. (Tbs budget dscllns* to
a target ot $15 billion In 1989$)

• TAXES: No now taxes

• DIVIDEND: Retain Permansnt Fund dividend

• PERMANENT FUND: Use Permanent Fund principal to 
maintain spending at targeted level as long as 
possible -

• OIL PRICE (constant across cases): Average ANS Gulf 
Coast oil price $15 (1989$) .

• SETTLEMENTS (constant across esses}-. $17 billion of 
oil settlements collected and spent over 10 years

- STATE GOVERNMENT REVENUES 
(Permanent Fund Included)

Cllllon 1989 $

GENERAL FUND REVENUES

. M  RECURRWG □  OIL 

9 H  SETTLEMENTS

ALASKA EMPLOYMENT

W*g* and S tkry  Employment Orty

PERMANENT FUND bALANCE

Biion 1089 a

STATE GOVERNMENT EXPENDITURES 
(Dividend Included)

Billion 1989 $

1990 1990 2000 2005 2010
GENERAL FUND CATEGORIES

B  AGENCY E H  FORMULA

E25 OTHER O H  CAPITAL

ECONOMIC WELL-BEING
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t o w * * ”

Fiscal Choice 4: Cut Spending and Raise Taxes

CASE ASSUMPTIONS

• SPENDING: General Fund spending I* reduced 2.6% 
annualty (t98S() from 1991 to 2000. (The budget 
declines to a targat of $17 billion In 1989$)

•  TAXES: Personal Inooma tax ralmpoeed In 1991

• DIVIDEND-. Parmanant Fund dlyldand eliminated In 1996

• PERMANENT FUND: Laava Parmanant Fund principal 
Intact, continue contribution#, apand aarnlnga raaarva 
account. Approprlata raal aamkiga to Ganaral Fund. 
Uaa Inflation proofing to fill ravanua gap.

•  OIL PRICE (conatant acroaa caaaali Average AN3 Gulf 
Coaat oil prioa 816 (19898)

• SETTLEMENTS (conatant acroaa oaaaa): 817 billion of 
oil aattlamanta collaotad and ipant cwar 10 yaara

REAL ANNUAL E.VM N08 
ARC PROJECTED TO K  

8% OF THE BALANCE

M'

PERMANENT FUND BALANCE 

. BfHon 1989 8 

*14 

•i»
•10 
Hi 

HI 
M-

2000 2000 200

STATE GOVERNMENT REVENUES 
{Permanent Fund Included)

Billion 1989 8

1990 1996 2000 2008 2010
'  GENERAL FUND REVENUES •

ESS RECURRING E D  OIL 

I I MC TAX SBS SETTLEMENTS

STATE GOVERNMENT EXPENDITURES 
(Dividend Included)

r
Billion 1989 8
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GENERAL FUND CATEGORIES
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( Text continued from page 6)

Alaska Employment: The number of public and 
private jobs supported by state spending would 
suffer gradual attrition throughout most of the 
1990s, dropping by about 20,000 over the decade. 
Private industry would be hard pressed to replace 
those jobs that had been supported by state 
spending. Total Alaska employment would stag­
nate until 1995 and only then begin a gradual 
increase. However, after 2010, when state spend­
ing dropped off very abruptly, a shockwave would 
again travel throughout the economy, eliminating 
public and private sector jobs and precipitating 
another recession. .

Economic Well-Being: There would be little 
year-to-year change in Alaska employment until 
the late 1990s. In the following decade, modest 
growth in the private sector combined with stable 
public employment would result in small annual 
increases in employment. Per capita general fund 
state spending would decline every year for the 
next two decades, but the drops would be smaller 
after the 1990s. Again, both per capita state 
spending and employment would suffer after 
2010; when state spending dropped sharply.

FISCAL CHOICE 4: CUT SPENDING AND 
-  RAISE TAXES _ . . ..

Tfte cumulative budget reduction descrmed in 
5he fiist three cases, combined with the elimina­

tion of the Permanent Fund in the second and 
third, may be 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 earnings of the 
Permanent Fund that now finance the dividend 
program. Those two together could contribute 
$650 million annually—$250 million from the in­
come tax and $400 million from the dividend 
program —to the general fund. In this scenario, 
we look 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 of spending the fiscal 
gap  w ould  soon  exceed  the $650 m illion  
generated by these new revenue 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. -

Our analysis suggests that the state is spending 
$1.2 billion more annually than it can support in 
the long run, without an income tax ($800 million 
in general 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 spending, sustainable revenues 

. would increase $650 million annually and $550 
m illion in non-sustainab le  spending would 
remain. Thus the general fund budget would need 
to be cut to $1.7 billion—about a 25 percent 
reduction. In com bination 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.

Depending on when the state receives settle- 
ments in tax and other disputes, this scenario 
might require budget cuts in years of increasing 
revenues. The state would intentionally collect 
more than it spent—thus setting aside r. small 
balance of settlement reserves to smooth'die tran.- 
stlifiii to a smaller budget. Although that might 
be a rational decision when we consider the 
projected revenue decline in the later years, the 
pi ’in would be tough to justify in the short run, 
particularly in the presence of fluctuating oil
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prices. The effects of this fourth scenario are 
discussed below and shown in the graphs on page
10.

Perm anent Fund: The principal of the Per­
manent Fund would grow slowly through the next 
two decades, with the addition of revenues from 
petroleum and withdrawals only of real earnings 
to fund government. The fund would have a con­
tinuing capacity to generate real earnings of $400 
million annually that could be used to support 
public spending. Individual Alaskans would, 
however, lose their annual dividends in 1995.

Revenues: E v e n  w ith  th e  a d d itio n  o f  new 
revenues from the income tax, total general fund 
revenues would still fall under this scenario, be­
cause the new taxes would not completely offset 
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 billion in 
2005. As noted above, the Permanent Fund 
would produce about $400 million in real earn­
ings annually, some of which could be reinvested 
in early years. -  - .

Expenditures: Annual budget reductions would 
continue for 10 years, cutting expenditures by 25 
percent over the decade. (If the annual rate of 
inflation averaged 5 percent,'then the budget in 
nominal dollars would be increasing at 2.5 per­
cent in this case.) These cuts would of course 
reduce the level of government services, but the 
reductions would be much more gradual than in 
the other cases we’ve looked at. After 2000 ex­
penditures could be maintained at the target level 
indefinitely.

A _ •

Alaska Employment: About 12,000 public and 
private jobs, supported by general fund spending 
would disappear as state spending declined. 
Another 3,000jobs would be eliminated when the 
income tax was reimposed and 5,000 more when 
the dividend program ended. Although the rate 
of job loss from these government actions over a 
10-year period would be gradual, private 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

tract when the income tax was reimposed, and 
again when the Permanent Fund dividend was 
elim inated. Reim position of the incom e 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 
m ultiplier—because the money 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
position of the income tax and the elimination of 
the dividend.

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--both 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 buying power. There is no strategy that 
would close the fiscal gap without creating pain, 
because the gap.can only be filled by taking from 
somewhere in the economy. •

In each case the pain would be distributed 
among citizens—present and fu ture—in a dif­
ferent way. Those different distributions are the 
distinguishing features of each strategy. We 
recognize, of course, that the effects of balancing 
the budget will vary among individual Alaskans 
and in different areas of the state. For example, 
areas where state spending makes up a larger 
share of economic activity would be harder hit by 
budget cuts. Similarly, eliminating or reducing 
Perm anent Fund dividends would affect the 
pocketbooks of low-income Alaskans more than 
those with higher incomes, while reimposing the 
persona' income tax would have m ore impact on 
those with higher incomes. Despite these in­
dividual and regional differences, there are broad 
kinds of tradeoffs all Alaskans will need to con­
sider; some of these are discussed below.

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



later generations. Should we 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 are continually 
being identified, the population is growing, and 
we may be overestimating future revenues?

Figure 3 shows state spending levels over the 
next 20 years under our four choices. All the 
choices show much lower spending by 2010—but 
how much we spend along the way varies sharply 
among the choices. Choice 1 and Choice 2 offer 
the biggest contrast in spending over the next 
decade; under. Choice 1 we 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 draining the Per­
manent Fund. Although spending would obvious­
ly be much higher under Choice 2 over the next 
decade, by 2010 spending under both cases would 
fallto  about the same level—but the Permanent 
Fund would be gone under Choice 2. Choice 3 
also would prop up state spending by using the 
Permanent Fund, but at a slower rate. Spending 
under Choice 4 would be highest in 2010—but we 
would maintain that spending level without draw­
ing on the Permanent Fund principal.

Figure 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 
principal to prop up state spending. In Choice 2, 
the fund would be used up in 2003; in Choice 3 it 
would dwindle after the 1990s and be gone by 
2015. The fund would increase somewhat under 
both Choices 1 and 4. But under Choice 1 the fund 
would be left intact while state spending shrank 
and the state governm ent and the economy 
floundered from year to year. Under Choice 4, 
sta te  spending would be stabilized and the 
econom y would not be jo lted  by continuing 
spending cuts over 20 years—but it would be 
stabilized at the cost of a new personal income tax 
and  th e  e l im in a tio n  of P e rm a n e n t F und  
dividends.

The most straightforward benefit to the average 
Alaskan from the Permanent Fund has been the 
annual dividends paid out of fund earnings. Fig­
ure 5 shows how dividend payments would be 
affected under each of our four choices. Under 
Choice 1, real dividend payments (in 1989 dol­

lars) to each Alaskan would remain fairly constant 
over the next 20 years, since population growth- 
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 som ew hat' 
slower under Choice 3, but the result would be the 
same: shrinking and then disappearing dividends 
by 2015. U nder 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 the state 
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 ventures have so far had limited 
success, 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. We 
can continue to spend oil revenues when we 
receive them, and im m ediately receive the 
benefits of the jobs and income produced by that 
spending. Alternatively, we can postpone spend­
ing som e 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 economy and 
on what we want to save for future generations. 
Until we make such a choice, the marketplace — 
essentially the OPEC cartel and the petroleum 
production cycle—will continue to dictate the 
booms and busts of our economy.

Figures 6 and 7 show how the number of jobs 
supported by state spending—including both 
public and private jobs — and the total number of 
jobs in Alaska would vary under our four choices. 
Under Choice 1, the number of jobs supported by
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public spending would decline steadily for the 
next 20 years. Under Choice 2, spending of the 
Permanent Fund would keep such jobs at about 
their current level until the fund was exhausted in 
2003 —then many jobs would be elim inated 
quickly, and by 2010 there would be about half as 
many jobs supported by public spending as there 
are today. U nder Choice 3, which involves more 
gradual use of the Permanent Fund, the number 
of jobs created directly and indirectly by state 
spending would drop somewhat by 2010—but not 
shown on the graph is a very sharp drop that would 
occur after 2010, when the Permanent Fund was 
depleted. As with the other cases, the number of 
jobs supported by state spending would also drop 
under Choice 4, but the decline would be some­
what smaller and the number o f  such jobs would 
stabilize after 2000.

How total jobs in the s ta te—including both 
those supported by public spending and those by 
private industry—would fare under each of our 
choices depends largely on the timing of public 
spending and on whether the Permanent Fund is 
depleted. We assume in all cases that private 
industry in Alaska is able to generate new jobs at. 
an average annual rate of 1.75 percent. Under 
Choice 1, it would take about 10 years for private 
growth to offset the job loss from reduced public 
spending. Use of the Permanent Fund would 
keep the number of jobs growing under Choice 
2 —until the fund was used up; then a severe 
recession would occur. By 2.010 Alaska employ­
ment would be lowest under Choice 2, U nder 
Choice 3, total jobs would grow slowly but steadily 
through 2010—but again, not shown on this graph 
is a sharp decline in jobs that would happen 
around 2015. Employment 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 Choice 
3, Choice 4 would not involve a recession in 2015.

Public vs. Private Consumption: How much we 
are able to consume as a state ultimately depends 
on the productive capacity o f our basic in­
dustries—petroleum-, seafood, tourism, mining, 
forest products and federal government spend­
ing. The split between public and private con­
sumption does not affect this capacity unless 
government raises taxes so high that private 
economic incentives are adversely affected. How­
ever, the distribution of the benefits does depend

on that split. We have argued that the current 
rate of consumption can’t be sustained (because 
public spending exceeds sustainable public 
revenues), but we have not suggested what the~ 
proper balance is between public and private con­
sumption. Is public consumption in Alaska too 
large because of historical accident and because 
the only constraint on public spending seems to 
have been the availability of revenues? O r should 
we increase public consum ption relative to 
private consumption to m eet 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? O r does high public consump­
tion hamper diversification in the private sector?.

G radual vs. Abrupt Transition: A gradual tran­
sition to a sustainable level of public spending 
would allow both 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 very difficult to manage politically and 
would have a lasting 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 agen­
cies, businesses, and individuals reorganized in 
the wake of budget cuts. O n the other hand, the 
detrimental psychological effects would be short­
lived. . • : •-

Figure 8 shows the different rates of spending 
cuts under the four cases. The most drastic would 
be Choice 2, where state spending would drop by 
more than half shortly after 2000. Choice 1 would 
see sharp cuts in the early 1990s and then a con­
tinual downward drift for the next 20 years. 
Choice 3 would resuii in a fairly stiff drop in the 
early 1990s followed by relatively stable state 
spending through 2 0 1 0 - but then another sharp 
cut in the next decade. Under Choice 4 we’d see 
small but steady decreases throughout the 1990s 
but a leveling off after that.

Public vs. Private Economic Activity: Delivering 
p u b lic  s e rv ic e s  r e q u ir e s  h ir in g  p u b lic  
employees —teachers, construction workers, of­
fice workers —and indirectly generates private 
employment. Delivering private goods and ser­
vices requires hiring private em ployees—clerks, 
construction workers; office workers. Is the mix
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of public and private jobs in the economy an 
important consideration, independent of the mix 
of goods and services provided?

It would be if the economic multiplier 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 betw een the m ultiplier effects of 
public and private jobs, since most of the multi­
plier effect in the Alaska economy comes from 
the successive re-spending of income earned as 
wages and salaries, independent of who writes the 
checks.

CONCLUSION: A CALL FOR ACTION

These cases show some of the consequences of 
four different choices for closing the fiscal gap 
facing Alaska. As we noted at the outset, we have 
not assessed the 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 
w hether the assum ptions we’ve used in this 
analysis will turn out to be accurate. But whether 
the price of oil is higher or lower than we’ve 
assumed, or other circumstances are somewhat

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 w arranted—and the 
sooner it is taken the better. >.

D if fe re n c e s  a m o n g  th e  fo u r  c h o ic e s  
demonstrate that we can influence outcomes and 
change tradeoffs through public 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 current versus future spending, total public 
versus private spending, and when to take the . 
inevitable hit on the economy. With advance ' 
warning, we have an opportunity to plan spending - 
reductions in an orderly fashion.

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 ofrpublic 
inform ation to help in this im portant public 
debate. * . .
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March 16, 1990

To: R epresentatives Goll and G ruenberg, Co-Chairs 
Members, House Ju d ic ia ry  Committee

Re: C onstitu tional/S ta tu to ry  Spending Limits

N EA-Alaska opposes any form  of constitu tional or s ta tu to ry  spending lim it Such a change would 
be fa r  more than a lim it on spending. I t  would be a lim it on government and on your ability  to 
represent your constituency and to act on the ir behalf and in their interests.

Tough spending decisions arc never easy decisions bu t they must be made by our elected 
representatives based upon the circum stances which arc curren t. They should not be based upon 
a form ula driven system w ithout regard fo r unique circum stances and needs.

A constitu tional spending lim it will have the effect o f d istorting  subsequent spending decisions. 
A laska is unique. Olt problems, program s, and needs arc  tru ly  d iffe re n t from  other states. They 
arc alw ays dynam ic.

It is predictable tha t they will be changing this session, next year, and in fu tu re  years. As 
Legislators, you have a continuing need for maximum flex ib ility  in how you chose to deal with 
them.

A state  spending lim it will do noth ing  more than pass along an increasing fin anc ia l burden to 
local governm ent. It will only serve to increase a d isparity  and inequity  w hich is already 
g laringly  evident.

In our opinion, the Alaskans who were involved in last years’ "town meetings" were asking you 
and the A dm inistration to have the courage to make the tough and responsible decisions on the 
level of program s and services w hich reflec t our cu rren t needs and our cu rren t and projected 
fin an c ia l resources. Such a process does not require any form  of form ula driven spending limit.

As Legislators you have the in form ation , the responsibility , and the opportun ity  to make those 
spending decisions which are in the best interests of all o f us. Please do so.



Just say  ‘No ’  to a constitutional spending

By BILL POTTER

The Alaska Legislature is pres­
ently considering a constitutional 
spending lim it. I think this is an ill- 
conceived idea and hope that fellow 
Alaskans will also oppose such a po­
litically m otivated way to avoid 
m aking the im portant decisions 
elected officials a re  supposed to 
make.

When the Founding F athers gath­
ered in Philadelphia to w rite our 
Constitution, the most significant 
com prehensive political document 
the world had ever seen or has yet to 
see, there w ere many present who 
did not have much trust in govern­
m ents or governm ent institutions. 
Yet in spite of this m istrust and even 
fear, of governm ent run amok, they 
wrote a docum ent that placed the ul­
tim ate control, the u ltim ate power, 
the power of the purse, in the hands 
of the people's elected represen ta­
tives.

Without money, governm ent can­
not ac t: with money government can 
act. Those Founding F a th e rs  placed 
the power to act, or not to act, in the 
hands of the people’s represen ta­
tives. And when a like num ber of an ­
other se t of Founders m et in F air­
banks to d raft the Alaska Constitu­
tion, they recognized the wisdom of 
that ea rlie r group which had met in 
Philadelphia, and acted likewise. 
They put the ultim ate power, the 
power of the purse, in the hands of 
elected representatives. And that is 
as it should be.

A constitutional spending limit is 
m ore than a lim it on spending: it is a 
lim it on the power of governm ent to 
act. It is a lim it on the power of gov­
ernm ent to protect the people: it is a 
lim it on the power of the government 
to serve the people; it is a iim il on 
the power of the governm ent to gov­
ern.

I suspect tha t m any people who 
support a  spending lim it a re  con­
cerned about the financial future of 
this sta te , and I think th a t is a just 
and righteous concern, but as  bleak 
as the financial future of Alaska may 
be. it is not as bleak or as  foreboding

as it has been in tim es past. Any re ­
view of the first eight years of th ij 
sta te  governm ent's financial history 
will show that the financial con­
strain ts were fa r m ore severe than 
even the most dire predictions for 
the future. In spite of the lack of fi­
nancial resources during those early  
years, the sta te  legislature, the peo­
ple’s representatives, w ere able to 
balance the needs of governm ent 
with the financial resources avail­
able witnou; a constitutional spend­
ing cap.

I believe we had m any wise peo­
ple in our legislature during those 
formative, financially pressing 
years, but I subm it th a t the currenl 
legislature is equally wise and equal­
ly able to balance the needs of gov­
ernm ent with the finances available. 
I further subm it tha t the people of 
Alaska will choose an  equally wise 
legislature in the 1990 elections 
which will be equally able to balance 
the needs that exist w ith the finances 
that will be available, and subse­
quent elections will resu lt in equally 
wise and able rep resen tatives of the 
people.

I don’t believe it is good govern­
m ent policy or good public policy, for 
any legislature or any other body to 
second-guess the intelligence, judg­
ment, or motives of fu ture legislative 
representatives.

To deny future legislatures the op­
portunity to use the ir judgm ent to 
address the issues before them  with 
the resources available a t tha t tim e 
sm acks of. if not arrogance, a  pro­
found lack of confidence in those leg­
islators and/or the people who elect­
ed them.

I am  concerned about the future 
of public schools because I have de­
voted m y life to education in this 
state. 1 am  concerned about the fu­
tu re  we offer our children, and 1 am 
concerned about the economic and 
social status of the elderly, and I  am 
concerned about those for whom cir­
cum stances have ca s t their lot out­
side tne m ainstream  of our society. I 
have concerns for the future and 
w hat it is th a t m ay  be done to re ­
s tric t the ability of our legislature:

net set ui n  
inks to draf t  
in. they reco; 
at ear l ie r  grc 
l i ladelphia.  
lev put tn< 
wer  of  tne p 
;cied repress  
it should Dv. 
A const i t ute  

i re tnan a h r

res tric t the ability of government to 
ac t to deal with the issues and needs 
th a t a rise  within the confines of the 
resources available.

N otwithstanding what I said 
about the wisdom and ability of past, 
presen t, and future legislatures, I 
am  painfully aw are that not all legis­
la to rs have been, or are likely to be. 
willing to m ake the judgm ents neces­
sa ry  to balance needs with the finan­
cial resources available. If  there is a 
constitutional spending limit in 
place, 1 am  concerned about legisla­
tors who will take the low road by 
saying " I  wanted to help, but our 
hands w ere tied .” "I wanted good 
schools, but there was a spending 
lim it.” " I  iiupport you in your desire 
to deal w ith alcohol and drug abuse, 
but the re  is nothing we can do with 
the constitutional lim its placed on 
the leg isla ture."

In the in terests of good public 
policy: in the interests of good gov­
ernm ent, I urge you to resist any 
constitutional spending lim its. I urge 
A laskans to insist that elected offi­
c ials dem onstrate  the courage to r e ­
sis t the tem ptation to tie the hands of 
governm ent’s ability to ac t in the 
public in te rest with the resources 
available.

M A A A■ UVVP

Bill Pottur nss taught In Junaau for 
25 years and is a member of the Edu­
cation Commission of the States.
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_  P O U C H Y  S T A IE  C A P IT O L

TTCflH ( L l t l i f l l l l J T F M l I  wz iT ::r

LEGISLATIVE AFFAIRS A G EN C Y

M E M O R A N D U M  M arch 16, 1990

SUBJECT: A p p r o p r ia t io n  L im i t  (CSHJR 6 6 0 )

TO: R e p re s e n ta t iv e  Kay Brown

FROM: Tamara B ra n d t C o o k /^ ^
D ir e c t o r  ' \
D iv is io n  o f  L e g a l S e rv ic e s

You have asked w ha t ty p e s  o f  a p p r o p r ia t io n s  w o u ld  be e x c lu d ­
ed fro m  th e  a p p r o p r ia t io n  l i m i t  u n d e r th e  d r a f t  CSHJR 6 6 ( ) 
by th e  la n g u a g e , " a p p r o p r ia t io n s  o f  re ve n u e s  o f  a p u b l ic  
e n te r p r is e  o r  p u b l ic  c o r p o r a t io n  o f  th e  S ta te  th a t  is  
a u th o r iz e d  by la w  to  is s u e  re ve n u e  b o n d s ."

As a p r e l im in a r y  m a t te r ,  n o te  th a t  th e  language  e x c lu d e s  
fro m  th e  a p p r o p r ia t io n  l i m i t  o n ly  a p p r o p r ia t io n s  o f  re ve n u e s  
o f  th e  e n te r p r is e  o r  c o r p o r a t io n ,  such  as program  r e c e ip t s ,  
and does n o t e x c lu d e  a p p r o p r ia t io n s  o f  g e n e ra l fu n d  o r  o th e r  
s ta te  money n o t d i r e c t l y  g e n e ra te d  b y  th e  e n te r p r is e  o r  c o r ­
p o r a t io n .  Revenue t h a t  goes to  th e  I n t e r n a t io n a l  A i r p o r t s  
Revenue Fund (AS 3 7 .1 5 .4 3 0 )  w o u ld  be c o ve re d  by t h i s  la n ­
guage because re venu e  bonds have been  a u th o r iz e d  f o r  a i r p o r t  
f a c i l i t i e s  u n d e r AS 3 7 .1 5 .4 1 0 . T h is  i s  an example o f  a pub­
l i c  e n te r p r is e  a u th o r iz e d  b y  la w  to  is s u e  re venue  bo n d s . 
A n o th e r  exam ple i s  th e  re v e n u e  t h a t  goes in t o  th e  t o l l  
f a c i l i t i e s  c o n s t r u c t io n  fu n d  (AS 3 7 .1 5 .6 2 0 ) .  S e v e ra l p u b l ic  
c o r p o r a t io n s  have been a u th o r iz e d  b y  la w  to  is s u e  re ve n u e  
bonds, in c lu d in g  th e  A la s k a  M e d ic a l F a c i l i t y  A u t h o r i t y  
(AS 1 8 .2 6 .0 5 0 ) ,  R e g io n a l R esource  D eve lopm ent A u t h o r i t ie s  
(AS 3 0 .1 3 .0 6 0 ) ,  A la s k a  Gas P ip e l in e  F in a n c in g  A u t h o r i t y  
(AS 4 4 .8 2 .0 7 0 ) ,  A la s k a  E n e rg y  A u t h o r i t y  (AS 4 4 .8 3 .0 8 0 ) ,  
A la s k a  M u n ic ip a l Bond Bank A u t h o r i t y  (AS 4 4 .8 5 .0 1 0 ) ,  A la s k a  
I n d u s t r i a l  D eve lopm ent and E x p o r t  A u t h o r i t y  (AS 4 4 .8 8 .0 9 0 ) ,  
A la s k a  R a ilro a d  C o rp o ra t io n  (AS 4 2 .4 0 .6 0 0 ) ,  A la s k a  S ta te  
H ou s ing  A u t h o r i t y  (AS 1 8 .5 5 .1 6 0 ) ,  A la s k a  H ousing  F in a n ce  
C o rp o ra t io n  (AS 1 8 .5 6 .1 1 0 ) .  A p p r o p r ia t io n s  o f  re venue  o f  
th e s e  p u b l ic  c o r p o r a t io n s  w o u ld  be exem pt fro m  th e  a p p r o p r i ­
a t io n  l i m i t  a ls o .

T B C :p l 
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O r ig in a l  s p o n s o r (s ) :  F in a n c e  C om m ittee

IN  THE HOUSE

CS FOR HOUSE JOINT RESOLUTION NO. 66 ( )

IN  THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE -  SECOND SESSION

P ro p o s in g  amendments to  th e  C o n s t i t u t io n  

o f  th e  S ta te  o f  A la s k a  r e la t i n g  to  an 

a p p r o p r ia t io n  l i m i t  and to  th e  b u d g e t 

re s e rv e  fu n d .

BE IT  RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*  S e c t io n  1. A r t i c l e  XV, C o n s t i t u t io n  o f  th e  S ta te  o f  A la s k a , i s  amend­

ed b y  a d d in g  new s e c t io n s  to  re a d :

SECTION 29.  APPROPRIATION L IM IT . (a ) A p p r o p r ia t io n s  fro m  th e  

t r e a s u r y  made f o r  each o f  f i s c a l  y e a rs  1992,  1993,  1994,  and 1995

s h a l l  n o t  exceed  $ 2 , 3 0 0 , 0 0 0 , 0 0 0 .  T h is  s u b s e c t io n  does n o t  a p p ly  to  

a p p r o p r ia t io n s  to  th e  p e rm a nen t fu n d  o r  f o r  pe rm anent fu n d  d iv id e n d s  

to  S ta te  r e s id e n ts ,  a p p r o p r ia t io n s  t o  th e  b u d g e t re serve  fund, a p p ro ­

p r ia t io n s  o f  re ve n u e  bond p ro c e e d s , a p p r o p r ia t io n s  o f  money re c e iv e d  

fro m  a S ta te  s o u rc e  r e q i i i r e d  f o r  S ta te  p a r t i c i p a t i o n  in  a f e d e r a l l y  

m andated a id  program  f o r  lo w  incom e p e rs o n s , a p p r o p r ia t io n s  o f  money 

re c e iv e d  fro m  a n o n -S ta te  so u rce  i n  t r u s t  f o r  a s p e c i f ic  p u rp o s e , 

a p p r o p r ia t io n s  o f  re ve n u e s  o f  a p u b l i c  e n te r p r is e  o r  p u b l ic  c o rp o ­

r a t i o n  o f  th e  S ta te  t h a t  is  a u th o r iz e d  b y  la w  to  is s u e  re ve n u e  bo nds, 

a p p r o p r ia t io n s  o f  re ve n u e  d e r iv e d  fro m  a ta x  t h a t  has been ap pro ved  by 

v o te  o f  th e  ta x p a y e rs ,  and a p p r o p r ia t io n s  to  m eet a s ta te  o f  d is a s te r  

d e c la re d  by  th e  g o v e rn o r as p r e s c r ib e d  by  la w .

(b ) I f  th e  r a t e  o f  i n f l a t i o n  s in c e  th e  b e g in n in g  o f  a f i s c a l  

y e a r  i s  g r e a te r  th a n  s ix  p e rc e n t ,  an a p p r o p r ia t io n  f o r  t h a t  f i s c a l  

y e a r  o f  up to  th e  am ount n e c e s s a ry  to  o f f s e t  th e  e f f e c t  o f  th e  r a te  o f  

i n f l a t i o n  t h a t  exceeds s ix  p e rc e n t may be made d u r in g  th e  r e g u la r

- 1 -  CSHJR 6 6 ( ) •



s e s s io n  h e ld  d u r in g  th a t  f i s c a l  y e a r  upon a f f i r m a t i v e  v o te  o f  tw o - 

t h i r d s  o f  th e  m em bership o f  each house o f  th e  l e g i s la t u r e .  The a p p ro ­

p r i a t i o n  i s  n o t  s u b je c t  to  th e  l i m i t  e s ta b l is h e d  in  (a )  o f  t h i s  se c ­

t i o n .  F o r p u rp o se s  o f  a p p ly in g  t h i s  s u b s e c t io n ,  th e  r a t e  o f  i n f l a t i o n  

s h a l l  be d e r iv e d  fro m  fe d e r a l  in d ic e s  as p r e s c r ib e d  by la w .

SECTION 30 . BUDGET RESERVE FUND, (a )  Money re c e iv e d  by  th e  

S ta te  t h a t  i s  s u b je c t  to  th e  a p p r o p r ia t io n  l i m i t  u n d e r S e c t io n  29 o f  

t h i s  a r t i c l e  and th a t  exceeds th a t  a p p r o p r ia t io n  l i m i t  s h a l l  be depos­

i t e d  in  th e  b u d g e t re s e rv e  fu n d . D e p o s its  u n d e r t h i s  s u b s e c t io n  a re  

n o t  s u b je c t  to  th e  p r o h ib i t i o n  on d e d ic a te d  fu n d s  u n d e r A r t i c l e  IX , 

S e c t io n  7 . A d d i t io n a l  a p p r o p r ia t io n s  may be made to  th e  b u d g e t r e ­

s e rv e  fu n d ,

(b) Money in the budget reserve fund shall be invested so as to 
yield competitive market rates to the fund. Income from investment of 

the fund shall be retained in the fund. Money may be appropriated 
from the fund only as authorized under (c) and (d) of this section.

(c )  I f  th e  le g is la t u r e  d e te rm in e s  t h a t  th e  money s u b je c t  t o  th e  

a p p r o p r ia t io n  l i m i t  re c e iv e d  by th e  S ta te  i n  a f i s c a l  y e a r  i s  le s s  

th a n  th e  am ount t h a t  may be a p p ro p r ia te d  u n d e r S e c t io n  29 o f  t h is  

a r t i c l e ,  up to  t w o - th i r d s  o f  th e  b u d g e t re s e rv e  fu n d  b a la n ce  may be 

a p p r o p r ia te d  to  th e  g e n e ra l fu n d . H owever, th e  am ount a p p ro p r ia te d  

fro m  th e  b u d g e t re s e rv e  fu n d  when added to  th e  money s u b je c t  to  th e  

a p p r o p r ia t io n  l i m i t  may n o t  exceed th e  amount t h a t  may be a p p ro p r ia te d  

u n d e r S e c t io n  29 o f  t h i s  a r t i c l e  f o r  th a t  f i s c a l  y e a r .

25 |̂ (d )  N o tw ith s ta n d in g  th e  a p p r o p r ia t io n  l i m i t  in  t h i s  s e c t io n  and

i n  S e c t io n  29 o f  t h i s  a r t i c l e ,  a d d i t io n a l  am ounts may be a p p ro p r ia te d  

b y  a f f i r m a t i v e  v o te  o f  t h r e e - fo u r th s  o f  th e  m em bership  o f  each house 

o f  th e  l e g is la t u r e  fro m  th e  bu dge t re s e rv e  fu n d .

(e ) On J u ly  1, 1996, th e  unexpended and unencum bered b a la n c e  in  

CSHJR 66 ( ) - 2 -  .



th e  b u d g e t re s e rv e  fu n d  i s  t r a n s fe r r e d  to  th e  g e n e ra l fu n d .

*  Sec. 2 . S e c tio n  16 o f  a r t .  IX  and s e c s . 2 6 , 2 7 , and 28 o f  a r t .  XV, 

C o n s t i t u t io n  o f  th e  S ta te  o f  A la s k a , a re  re p e a le d  J u ly  1, 1991.

*  Sec. 3 . S e c tio n s  29 and 30 o f  a r t .  XV, C o n s t i t u t io n  o f  th e  S ta te  o f  

A la s k a , a re  re p e a le d  J u ly  1, 1996.

*  Sec. 4 . The amendments p ropo sed  by t h i s  r e s o lu t io n  s h a l l  be p la c e d  

b e fo re  th e  v o te r s  o f  th e  s ta te  a t  th e  n e x t  g e n e ra l e le c t io n  in  c o n fo rm ity  

w i t h  a r t .  X I I I ,  sec. 1, C o n s t i t u t io n  o f  th e  S ta te  o f  A la s k a ,  and th e  e le c -
|

t i o n  law s o f  th e  s ta t e .
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6-1838E

O r ig in a l  s p o n s o r ( s ) : F in a n ce  Com m ittee

IN  THE HOUSE BY THE JUDICIARY COMMITTEE

CS FOR HOUSE JOINT RESOLUTION NO. 66 ( J u d ic ia r y )

IN  THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE -  SECOND SESSION 

J P ro p o s in g  amendments to  th e  C o n s t i t u t io n

o f  th e  S ta te  o f  A la s k a  r e l a t i n g  to  an 

a p p r o p r ia t io n  l i m i t  and to  th e  b u d g e t

re s e rv e  fu n d ; and p r o v id in g  f o r  an

e f f e c t i v e  d a te .

BE IT  RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA.;

* S e c t io n  1. A r t i c l e  XV, C o n s t i t u t io n  o f  th e  S ta te  o f  A la s k a , i s  amend­

ed b y  a d d in g  new s e c t io n s  to  re a d :

SECTION 29 . APPROPRIATION L IM IT . (a )  A p p r o p r ia t io n s  fro m  th e  

t r e a s u r y  made f o r  each o f  f i s c a l  y e a rs  1992, 1993, 1994, and 1995

s h a l l  n o t  exceed  $ 2 ,3 0 0 ,0 0 0 ,0 0 0 . T h is  s u b s e c t io n  does n o t  a p p ly  to  

a p p r o p r ia t io n s  to  th e  perm anent fu n d  o r  f o r  pe rm a nen t fu n d  d iv id e n d s  

t o  S ta te  r e s id e n ts ,  a p p r o p r ia t io n s  to  th e  b u d g e t re s e rv e  fu n d , a p p ro ­

p r ia t io n s  o f  re ve n u e  bond p ro c e e d s , a p p r o p r ia t io n s  o f  re ve n u e  r e q u ir e d

to  pay p r i n c ip a l  and in t e r e s t  on re ve n u e  bonds o f  a p u b l ic  e n te r p r is e

o r  p u b l ic  c o r p o r a t io n  o f  th e  S ta te ,  a p p r o p r ia t io n s  o f  money re c e iv e d  

fro m  a S ta te  s o u rc e  r e q u ir e d  f o r  S ta te  p a r t i c i p a t i o n  i n  a f e d e r a l l y  

m andated a id  p ro g ra m  f o r  lo w  incom e p e rs o n s , a p p r o p r ia t io n s  o f  money 

re c e iv e d  fro m  a n o n -S ta te  s o u rc e  in  t r u s t  f o r  a s p e c i f i c  p u rp o s e , 

a p p r o p r ia t io n s  o f  re ve n u e  d e r iv e d  fro m  a f i s h e r y  enhancem ent ta x  t h a t  

has been a p p ro ve d  b y  v o te  o f  th e  a f f e c te d  ta x p a y e rs ,  and a p p r o p r ia ­

t io n s  to  m eet a s ta te  o f  d is a s te r  d e c la re d  b y  th e  g o v e rn o r as p r e ­

s c r ib e d  by  la w .

(b ) I f  th e  r a t e  o f  i n f l a t i o n  s in c e  th e  b e g in n in g  o f  a f i s c a l  

y e a r  i s  g r e a te r  th a n  s ix  p e rc e n t ,  an a p p r o p r ia t io n  f o r  t h a t  f i s c a l
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y e a r  o f  up to  th e  amount n e c e s s a ry  to  o f f s e t  th e  e f f e c t  o f  th e  r a te  o f  

i n f l a t i o n  t h a t  exceeds s i x  p e rc e n t  may be made d u r in g  th e  r e g u la r  

s e s s io n  h e ld  d u r in g  t h a t  f i s c a l  y e a r  upon a f f i r m a t iv e  v o te  o f  tw o - 

t h i r d s  o f  th e  m em bership o f  each house o f  th e  l e g is la t u r e .  The a p p ro ­

p r i a t i o n  i s  n o t  s u b je c t  to  th e  l i m i t  e s ta b l is h e d  in  (a ) o f  t h i s  s e c ­

t i o n .  F o r p u rp o s e s  o f  a p p ly in g  t h i s  s u b s e c t io n ,  th e  r a te  o f  i n f l a t i o n  

s h a l l  be d e r iv e d  fro m  fe d e r a l  in d ic e s  as p r e s c r ib e d  by  la w .

SECTION 30 . BUDGET RESERVE FUND. (a )  The b u d g e t re s e rv e  fu n d  

i s  e s ta b l is h e d  as a s e p a ra te  fu n d  in  th e  S ta te  t r e a s u r y .  The l e g i s l a ­

tu r e  may a p p r o p r ia te  money to  th e  b u d g e t re s e rv e  fu n d . Money in  th e  

fu n d  s h a l l  be in v e s te d  so as to  y ie ld  c o m p e t i t iv e  m a rk e t r a te s  to  th e  

fu n d . N o tw ith s ta n d in g  S e c t io n  7 o f  A r t i c l e  IX ,  incom e fro m  in v e s tm e n t 

o f  th e  fu n d  s h a l l  be r e ta in e d  in  th e  fu n d  and money may be a p p r o p r i ­

a te d  fro m  th e  fu n d  o n ly  as a u th o r iz e d  u n d e r (b ) o f  t h i s  s e c t io n .

(b ) Money re c e iv e d  b y  th e  S ta te  t h a t  i s  s u b je c t  to  th e  a p p ro ­

p r i a t i o n  l i m i t  u n d e r S e c t io n  29 o f  t h i s  a r t i c l e  and t h a t  exceeds t h a t  

a p p r o p r ia t io n  l i m i t  s h a l l  be d e p o s ite d  i n  th e  b u d g e t re s e rv e  fu n d . 

D e p o s its  u n d e r t h i s  s u b s e c t io n  a re  n o t  s u b je c t  to  th e  p r o h ib i t io n  on 

d e d ic a te d  fu n d s  u n d e r S e c t io n  7 o f  A r t i c l e  IX .  I f  th e  le g is la t u r e  

d e te rm in e s  t h a t  th e  money s u b je c t  to  th e  a p p r o p r ia t io n  l i m i t  re c e iv e d  

b y  th e  S ta te  i n  a f i s c a l  y e a r  i s  le s s  th a n  th e  am ount th a t  may be 

a p p r o p r ia te d  u n d e r S e c t io n  29 o f  t h i s  a r t i c l e ,  up to  tw o - th i r d s  o f  th e  

b u d g e t re s e rv e  fu n d  b a la n c e  may be a p p r o p r ia te d  to  th e  g e n e ra l fu n d . 

H ow ever, th e  am ount a p p ro p r ia te d  fro m  th e  b u d g e t re s e rv e  fu n d  when 

added to  th e  money s u b je c t  to  th e  a p p r o p r ia t io n  l i m i t  may n o t exceed 

th e  am ount t h a t  may be a p p ro p r ia te d  u n d e r S e c t io n  29 o f  t h i s  a r t i c l e  

f o r  t h a t  f i s c a l  y e a r .  N o tw ith s ta n d in g  th e  a p p r o p r ia t io n  l i m i t  in  t h i s  

s u b s e c t io n  and in  S e c t io n  29 o f  t h i s  a r t i c l e ,  a d d i t i o n a l  amounts may 

be a p p r o p r ia te d  fro m  th e  b u d g e t re s e rv e  fu n d  by a f f i r m a t iv e  v o te  o f  

CSHJR 6 6 (Jud ) - 2 -
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t h r e e - fo u r th s  o f  th e  m em bersh ip  o f  each house o f  th e  l e g i s l a t u r e .

*  Sec. 2 . A r t i c l e  XV, s e c . 3 0 ( b ) ,  C o n s t i t u t io n  o f  th e  S ta te  o f  A la s k a ,

i s  re p e a le d  and re a d o p te d  to  re a d :

(b ) I f  money a v a i la b le  f o r  a p p r o p r ia t io n s  d u r in g  a f i s c a l  y e a r 

i s  le s s  th a n  th e  amount o f  a p p r o p r ia t io n s  made f o r  th e  p r e v io u s  f i s c a l  

y e a r ,  an a p p r o p r ia t io n  may be made fro m  th e  b u d g e t re s e rv e  fu n d  f o r  

t h a t  f i s c a l  y e a r .  H ow ever, th e  am ount a p p ro p r ia te d  may n o t  exceed th e  

am ount n e c e s s a ry , when added to  o th e r  fu n d s  a v a i la b le  f o r  a p p r o p r i ­

a t io n ,  to  p ro v id e  f o r  t o t a l  a p p r o p r ia t io n s  e q u a l to  th e  am ount o f  

a p p r o p r ia t io n s  made f o r  th e  p re v io u s  f i s c a l  y e a r .  A d d i t io n a l  amounts 

may be a p p ro p r ia te d  fro m  th e  b u d g e t re s e rv e  fu n d  by  a f f i r m a t i v e  v o te  

o f  t h r e e - fo u r th s  o f  th e  m em bersh ip  o f  each house o f  th e  l e g i s la t u r e .

*  Sec. 3 . S e c t io n  16 o f  a r t .  IX  and s e c s . 26, 27 , and 28 o f  a r t .  XV,

C o n s t i t u t io n  o f  th e  S ta te  o f  A la s k a ,  a re  re p e a le d  J u ly  1, 1991.

*  Sec. 4 . S e c t io n  29 o f  a r t .  XV, C o n s t i t u t io n  o f  th e  S ta te  o f  A la s k a , 

i s  re p e a le d .

*  Sec. 5 . S e c tio n s  1 and 3 o f  t h i s  r e s o lu t io n  ta k e  e f f e c t  J u ly  1, 1991.

*  Sec. 6 . S e c tio n s  2 and 4 o f  t h i s  r e s o lu t io n  ta k e  e f f e c t  J u ly  1, 1995.

*  Sec. 7 . The amendments p ro p o s e d  by  t h i s  r e s o lu t io n  s h a l l  be p la c e d

b e fo r e  th e  v o te r s  o f  th e  s t a t e  a t  th e  n e x t  g e n e ra l e le c t io n  i n  c o n fo rm ity

w i t h  a r t .  X I I I ,  se c . 1, C o n s t i t u t io n  o f  th e  S ta te  o f  A la s k a , and th e  e le c ­

t i o n  law s o f  th e  s ta te .
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MEMORANDUM & / ! -

/ t 6 &  V

State of Alaska
Office o f the Governor

Division of Policy

TO:

FROM:

Kay Brown
Representative
Alaska State Legislature

yVMary Halloran 
Director, Policy

DATE: March 15, 1990

PHONE: 465-3568

SUBJECT: HJR 66: Spending Limit:
Establishing a Permanent Budget Reserve Fund

As I mentioned to your staff, the proposed CS for HJR 66 wipes out the 
Budget Reserve Fund on July 1, 1S96 and moves any monies to the general 
fund. Given the current revenue outlook, a Budget Reserve Fund will 
probably be more needed in the late 90's than over the next five years.
A Budget Reserve Fund serves two purposes: to provide cash in the event 
of a dramatic drop in oil revenue and to stabilize State spending. That is, 
the BRF can be used to smooth the fluctuations in annual budget levels, 
promoting better program delivery and economic stability. Elimination of 
the entire fund in one year is an open invitation to unrestrained spending 
in FY97, followed by increased fiscal uncertainty in later years.

Prolonging the life of the Budget Reserve Fund can be accomplished 
through the following amendment:

1. In Section 1, page 2, delete (e) and replace with the following:

(e) After July 1, 1996, if money available for appropriations during a 

fiscal year is less than the amount of appropriations made for the 

previous fiscal year, an appropriation may be made from the budget 

reserve fund for the fiscal year. An appropriation under this subsection 

may not exceed the amount necessary, when added to other funds available 

for appropriation, to provide for appropriations equal to the amount of 

appropriations made for the previous fiscal year.

2. In Section 1, page 2, (c), reword so that (c) reads:



Page 2

(c) If the legislature determines that the money available for 

appropriation in a fiscal year is less than the amount that may be 

appropriated under this article, up to two-thirds of the budget reserve 

fund may be appropriated to the general fund. However, the amount 

appropriated from the budget reserve fund when added to the money 

available for appropriation may not exceed the amount allowed for 

apppropriation under Section 29 prior to July 1, 1996, and 

Section 30 after July 1, 1996.

3. In Section 3, page 3., delete the repeal of Section 30 and reword to read:

Sec. 3. Section 29 of art. XV, Constitution of the State of Alaska, is

repealed July 1, 1996.

Thank you for your consideration of this approach.

cc: Rep. Goll
Rep. Gruenberg



N otes to  F ive  a n d  T w e n ty  Y e a r  F isc a l P lans

P ro je c te d  A p p r o p r ia t io n s .  A fte r  1995, projected  ap p ro p ria tio n s  
increase at a nominal ra te  o f  $50 m illion  per year, driven by 
increases to form ula p rogram s. A ll o ther program s are held to  a fla t 
nom inal d o lla r am ount.

P e r m a n e n t  F u n d  D iv id e n d s . T he estim ated  am ounts are based  on 
a 4%  annual real rate o f  re tu rn  and  the O ctober 1989 P erm anent 
Fund C orporation earn ings rep o rt, w ith  the Education Fund p roposa l 
in place.

O il P rices. The 1989 fa ll revenue  fo recast is much h igher than  the 
1988 fall forecast used in la s t year's  p lans. The current fo recast is 
over $1 billion per year h ig h e r  from  F Y  92 through FY95, and is a 
to tal o f $9.8 billion h igher over the 20 year period from 1991 to 
2010. I f  oil prices turn ou t to be low er than forecast, the sta te  w ould 
have to enact additional rev en u e  m easu res o r cut spending to  
balance the budget.

O th e r  G e n e ra l  F u n d  R e v e n u e s . E stim ates  include p rog ram  
receipts and general fund loan  rece ip ts .

E d u c a tio n  F u n d . The p lan s  assum e Education Fund earn ings w ould 
no t be appropriated until the  year 2001 , as proposed in the o rig inal 
version of H ouse Joint R eso lu tion  13. Earnings are calculated at a 4% 
real rate o f return.

In co m e T a x . The p lans u se  the incom e tax revenue assum ptions 
em bodied in the G overnor's p roposed  1987 legislation (SB 148, HB 
154). D ue to the fiscal y ea r ca lendar, first year incom e tax revenues 
are budgeted as a ha lf-year 's  rece ip ts . S ingle filer rates w ould  be 
2.06%  (under $30,000 o f  taxab le  in co m e) and 3.7%  (over $50,000); 
jo in t filer/head  o f househo ld  ra tes w ou ld  be 2.06%  (under $50 ,000) 
and 3.7%  (over $50,000). Tax s tru c tu re  assum es current federa l tax 
ru les  are adopted, PF d iv id en d s a re  taxab le , and non-residen t incom e 
is apportioned pro rata acco rd ing  to  p lace  earned. C urrently  A laska 
is one o f seven states th a t d o  no t have a  state incom e tax.

M o to r  F u e l T ax . E stim ates  are based  on G overnor's proposed 
leg islation , SB 188. T his approach  assum es doubling of curren t tax to 
$ 0 .1 6/gallon , that m arine an d  av ia tio n  fuel rem ain unchanged , and 
that the refund  for o ff-h ighw ay  use rem ains unchanged at



Five Year Fiscal Plan Summary
FY 1990-FY  1995 

($ M illions - N om inal D ollars)

Revenues i m 1221 1222 1222 1221 1225

Prior Year carryforward 162.7 130.4

Fall Forecast Unrestricted 
General Fund Revenue 
O ther G.F. Revenue

2,295.6
90.1

2,255.6
45.8

2,416.1
45.8

2,435.2
45.8

2 /4 6 0 .7
45.8

2,375.8
45.8

Potential Revenues

M otor Fuel Tax 
Income Tax

34.2 35.0 37.0 39.0 42.0
172.9

Expenditures (2,384.0) (2,404.2) (2,435.9) (2,482.9) (2,522.1) (2383.3)
Science & Tech. Transfer (34.0)

A nnual Surplus o r Deficit 130.4 61.8 61.0 35.1 23.4 53.2

Notes: Revenue and expenditure totals include $32 million deposited to the Oil and Hazardous Substance
Release Response Fund in I* Y 90, a $25.1 million deposit in FY 91 and $25 million annual deposits for FY 92-95. 
Income tax revenues have been estimated by the Division of Policy based on the provisions embodied in the 
Governor’s proposed legislation (SB 148, HB 154). Due to the fiscal year calendar, first year income tax revenues 
are budgeted as a half-year’s  receipts.

Office of the Governor, Division of Policy.
1/11/90



FY1991 - FY 2010 LONG-RANGE FISCAL OUTLOOK
$ M illions - Nominal Dollars

KR 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

RES:
ppropriations 
Fund Dividends

(2,404)
(493)

(2/597)

(2,436)
(486)

(2,922)

(2,483)
(498)

(2,981)

(2/>22)
(542)

(3,064)

(233)
(586)

(3,169)

(233)
(628)

(3,261)

(233)
(674)

(3,357)

(2,733)
(702)

(3,435)

(2,783)
(728)

(3,511)

(2/533)
(754)

(3,587)

(2/583)
(779)

(3,662)

(2,933)
(802)

(3,735)

(2,983)
(824)

(3/507)

(3/333)
(844)

(3/577)

(3,083)
(863)

(3,946)

(3,133)
(880)

(4,013)

(3,183)
(896)

(4,079)

(3,233)
(911)

(4,144)

(3,283)
(925)

(4,208)

(3,333)
(939)

(4,272)

JE5:
rd
venue Forecast 
•al Fund Revenueo
P

130
2^56

46
493
28

2,416
46

486
26

2,435
46

498
(2)

2,461
46

542
(15)

1376
46

586
(162)

2,209
46

628
(379)

2,031
46

674
(607)

1,896
46

702
(792)

1,753
46

728
(985)

1,597 
46 

754 
(1,191)

1,477 
46 

. 779 
(131)

1,354
46

802
(1,534)

1,225
46

824
(1,713)

1,148
46

844
(1,840)

1,080
46

863
(1/158)

1,020
46

880
(2^68)

970
46

070
(2,168)

906
46

911
(2^82)

594
46

925
(2^44)

892
46

939
(2^96)

FTIONS 
hdowment Fund

Tax 34 35 37 39
173
42

367
44

389
47

131

412
50

129

436
53

127

462
56

126

827
489
59

124

898
517
63
43

124

970
547
66

102
120

1,044
579
70

109
117

1,119
613
74

116
113

1,195
649
79

124
110

1,273
687
83

131
107

1,352
727
88

138
104

1,432
769
93

145
100

1,513
814
99

153
96

IRPLUS OR DEFICIT 62 61 35 24 53 33 (40) (201) (368) (547) 138 111 93 80 78 89 114 127 19* ’ 80

■rojected appropriations increase at a nominal rate of $50 million per year, driven by increases to formula programs.
-und Dividend appropriation estimates and Education Endowment Fund revenue estimates are based on a 4% annual real rate of return.
*  taken from the DOR Fall 1989 Revenue Forecast, mid-case scenario.
■al Fund revenues includes restricted program receipts and G.F. loan receipts.
ovenues have been estimated by the Division of Policy based on provisions embodied in the Governor's proposed legislation (SB148, HB154). 
ax revenue estimates are based on the Governor's proposed legislation (SB188).
nue projections are based on the Department of Interior's most probable estimate of recoverable reserves, timing is projected by the Division of Policy. 
4GS revenues was provided by Yukon Pacific Corp. Revenue estimates are based on a S.50/MCF wellhead value and derived by the Division of Policy.

kjvemor, Division of Policy.



$0.0<5/gallon. T h is change would place A laska abou t 25th  in the 
nation; cu rren tly  on ly  G eorgia has a low er m otor fuel tax.

A N W R . The A N W R  revenue estim ate is based on the  D epartm ent of 
In te rio r 's  m ost p robable  estim ate  o f recoverab le  re se rv es, w hich is a 
field  one-tw en tie th  the size of Prudhoe B ay. P roduction  is assum ed 
to s ta rt in 2002. Estim ate is net of associated P erm anent Fund 
c o n tr ib u t io n s .

T A G S  G a s  L in e . The TAGS gas line revenues are based on an 
assum ed w ellhead  price fo r Prudhoe gas o f  $.50, w ith  a start-up date 
o f  1997. E stim ate is net o f  associated Perm anent F und  contributions.




