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The Finance Committee considered SENATE BILL NO. 373

"An Act relating to a comprehensive state financial plan and to the Solving Alaska’s Fiscal 
Emergency (S.A.F.E.) Commission; and providing for an effective date."
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F I S C A L  N O T E

NO.
STATE OF ALASKA BILL VERSION: SB 373
1994 LEGISLATIVE SESSION PUBLISH DATE:

Revision Date:   Department Affected: Legislature
Title: "An Act relating to a comprehensive BRU:  Senate Finance Committee
state financial plan...."_______________________ ___________________________________
Sponsor: Senate_Finance_________________  Component: Senate Finance Committee
Requestor: Senate Finance_________________  ___________________________

COMPONENT SERIAL NO:

Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY 95 FY 96 FY 97 FY 98 FY 99 FYOO
PERSONAL SERVICES 
TRAVEL 
CONTRAC TUAL 
SUPPLIES 
EQUIPMENT 
LAND & STRUCTURES 
GRANTS, CLAIMS 
MISCELLANEOUS

0 0 0 0 0 0
50.0 0 0 0 0 0

250.0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

TOTAL OPERATING 300.0 0 0 0 0 0

CAPITAL

REVENUE FUND SOURCE

FUNDING: (Thousands of Dollars)
GENERAL FUND 
FEDERAL FUNDS 
OTHER FUND SOURCE 
TOTAL

*300.0 0 0 0 0 0

*300.0 0 0 0 0 0
’ Funding from reappropriated Senate Finance Commil

POSITIONS:
ttee funds.

FULL-TIME
PART-TIME
TEMPORARY

0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 °l

Estimate of current year impact:
ANALYSIS: (Attach a separate page if necessary)

SB 373 establishes the Solving Alaska’s Fiscal Emergency (S.A.F.E.) Commission, consisting
of 9 members, who will develop and update a comprehensive four-year financial plan for
the State. The Commission will submit a final report to the Legislature on or before February 1,1995.

(See page 2 for continuation)

Prepared By: Karla Schofield, Deputy Director- < Phone: 465-3852
Division: Administrative Services

Approved By: Pamela A. Stoops. Executive Director 
Agency: Legislative Affairs Agency_________

Pate: 41 M

Date: 4 i

Distribution (by preparer): Leg. Finance, Legislative Sponsor, Requestor, OMB, Gov., & Impacted Agency(ies).
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CONTINUATION OF FISCAL NOTE: SB 373

Travei

Contractual
Contractual funds for contracting with financial and budgeting experts.  250.0

300.0

Travel funds for members of the Commission. 50.0

Page 2 of 2



1

2

3

4

5

6

i

8

9

10

11

12

13

14

V - / 9

WORK DRAFT WORK DRAFT WORK DRAFT

8-LS1876VJ
Cook

4/19/94

CS FOR SENATE BILL NO. 373( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 2  

EIGHTEENTH LEGISLATURE - SECOND SESSION

BY

O ffered:
R eferred:

Sponsor(s): SENATE FINANCE COMMITTEE

A BULL 

FOR AN ACT ENTITLED 

"An Act relating to a comprehensive state financial plan and to tha Solving 

Alaska’s Fiscal EmCrgencj/ (S.A.F.E.) Commission; and providing for an effective 

date."

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

* Section 1. SOLVING ALASKA’S FISCAL EMERGENCY COMMISSION, (a) There 

is created in the legislative branch the Solving Alaska’s Fiscal Emergency (SA.F.E.) 

Commission to develop a comprehensive six-year financial plan lor the state. Tiie commission 

consists of the governor or the governor’s designee, two public members appointed by the 

governor, the president of the senate or tne president’s designee, two public members 

appointed by the president of the senate, the speaker of the house of representatives or the 

speaker’s designee, and two public members appointed by the speaker of the house of 

representatives. The public members may not be elected officials of the state. The members 

of the commission shall elect public members to serve as chair and vice-chair of the 

commission.

-1-
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(b) The commission shall

(1) review and identify anticipated state expenditures, recurring revenue, 

reserves, and potential revenue sources;

(2) review and identify fiscal assumptions concerning state finances that have 

been made by planners and financial managers in government and the private sector,

(3) recommend strategies for generating sustainable sources of future state 

revenue and legislation to implement the recommendations;

(4) if new taxes are recommended, investigate specific tax structures and 

revenue consequences and submit draft legislation to implement the recommendations;

(5) disseminate information and solicit public input from the various regions 

of the state in the development and review of the proposed financial plan and tax proposals;

(6) review state programs, especially formula-driven programs, and recommend 

deductions in state expenditures to reach a sustainable level;

(7) recommend structural changes to the way the state budget is prepared to 

ensure that the governor and the legislature have information on which to base decisions.

(c) The commission may

(1) hire staff;

(2) hold public hearings; and

(3) adopt rules for the conduct of its business.

(d) Public members of the commission are entitled to per diem and travel expenses 

authorized under AS 39.20.180.

(e) The commission shall submit a final report to the legislature on or before 
February 1, 1995. The report must contain a comprehensive state financial plan foi fiscal 

years 1996 - 2001, together with recommended legislation to implement the plan. The 

commission is terminated February 1, 1995.

* Sec. 7 This Act takes effect immediately under AS 01.10.070(c).

C S S B  3 7 3 (  )  -2 -
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C O M M O N W EA L TH  

NO RTH

March 29, 1994

Senator D rue Pearce, Co-Chair
Senate Finance C om m ittee f
State C apitol 
Juneau, A laska 99811

Dear Drue:

Thank you so m uch scheduling tim e in your busy Finance C om m itte schedule for 
m em bers of the C om m onw ealth  Board to present the organization 's budget 
reco m m en d atio n s.

We greatly  appreciated the opportun ity  to share these recom m endations w ith you 
and C om m ittee m em bers and  your thoughts on possible im plem entation. Enclosed 
is a copy of some specific suggestions for a financial p lanning  com m ission w hich we 
faxed to your office earlier this week. Thank you for your consideration of 
in troducing  this proposed legislation. We stand  ready to assist you fu rther on this 
in any w ay we can.

ning weeks, which I know  can be trying.

Pat P ourchot 
Executive Director

E nclosure

935 West Third Avenue • Anchorage, Alaska 99501 • 907-276-1414 • FAX 907-276-6350



C W N  P R O P O S E D  L E G I S L A T I O N  C R E A T IN G  
T H E  A L A S K A  C O M M I S S I O N  F O R  F IN A N C IA L  P L A N N IN G

E stab lishm en t
An A laska Com m ission for Financial P lanning established by legislation to develop and 
update  a com prehensive four-year financial p lan  for the state.

The C om m ission w ould be appoin ted  im m ediately  upon passage and  w ould conduct 
w ork d u rin g  the interim . A final report contain ing a proposed four-year financial plan 
w ould be subm itted  to the Legislature and the G overnor by February 1, 1995.

The Legislature w ould  have to pass a reso lu tion  supporting , m odifying or rejecting the 
p roposed  plan w ithin  45 days of subm ission.

After the first year, the Com m ission w ould annually  review  and update  the financial 
plan. Plan upd a tes  w ould be subm itted  to the Legislature and the A dm inistration by 
Septem ber 15 of each year beginning in 1995 and  w ould  be addressed w ithin 45 days of 
the beginning  of the follow ing legislative session.

M em bersh ip
The C om m ission w ould  consist of the follow ing m em bers:
1) A m em ber of the H ouse of Representatives appo in ted  by the Speaker
2) A m em ber of the State Senate appointed by the President
3) An official of the A dm inistration appo in ted  by the G overnor
4) A T rustee of the P erm anent Fund appo in ted  by the Chairm an
5) An official of the U niversity of Alaska appo in ted  by the President of the UA 
6-11) 2 m em bers of the public selected by each of the following: The G overnor, the 
presid ing  officer of the Senate, the presid ing officer of the House.

The C om m ission w ould  select a chair and  vice-chair from  am ong the public m em bers. 
M em bers w ould  serve w ithout com pensation b u t are entitled  to travel expenses and per 
diem . Designees w ould  no t be perm itted.

All public m em bers w ould initially serve until A pril 1, 1995. Thereafter, public 
m em bers w ould  serve staggered terms of three years (i.e. two m em bers w ould be 
appo in ted  annually).

D uties
• Review and  identify  anticipated expenditu res, recurring  revenues, reserves, o ther 
potential revenue sources and  fiscal assum ptions for each of the next four fiscal years.
• Q uantify  any  expected shortfall betw een revenues and expenditures for each of the 
next four fiscal years and recom m end m ethods of addressing  the shortfall.
• Recom m end strategies for generating sustainab le  sources of future revenue and  
recom m end any needed  legislation.
• If new  taxation actions are recom m ended, investigate specific tax structures and 
revenue consequences and subm it a d raft taxation proposal when the financial plan is 
subm itted .
• D issem inate inform ation and  solicit public in p u t from the various regions of the state 
in the developm ent and  the review  of a d raft financial plan and any taxation proposal.
• H ire staff and  consultants as needed to conduct the business of the Com m ission.
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B r e a k i n g  t h e  F a l l :  

B u d g e t  R e c o m m e n d a t i o n s  f o r  A l a s k a

Declining oil production and low oil prices are bringing Alaska’s state govern­
ment closer to the financial cliff—but we can still save ourselves from falling over 
the edge.

The state currently faces a $ 1 billion budget deficit and will face future deficits, 
because oil revenues—which pay 85 percent o f government costs—are declining.

Commonwealth North (CW N ) proposes budget actions the state should take 
immediately, and others it should take over the next four years.

CW N  recognizes that some o f these actions are politically unpopular and will be 
strongly resisted. But if we don’t begin now, there will soon be a steep fiscal drop 
that will require far more draconian remedies.

These recommendations grew out o f C W N ’s October 1993 budget conference 
and subsequent work by a CW N  budget committee. A ll the tools for closing the 
state's "fiscal gap", as identified by Scott Goldsmith o f the University o f Alaska 
Anchorage's Institute o f Social and Economic Research, are utilized in these 
recommendations.



CO M M O N W EA LTH  
N O R T H

Commonwealth North is a non-profit corporation, organized and existing under the laws of the State of 
Alaska. It addresses state and national public policy issues and involves approximately 400 of Alaska's 
leaders and concerned citizens representing business, labor, education, public service and the Alaska Native 
community. It was founded in 1979 on a bipartisan basis by Governor William A. Egan and Governor Walter 
J. Hickel.

The goals of the organization include: Strengthening the private sector of our economy; Understanding 
Aiaska’s role in the larger world; Educating members on major issues affecting our state and nation; 
Influencing state and national public policy decisions by providing a forum for nationally recognized 
speakers and conducting studies of critical issues facing the state and the nation.

C O M M O N W E A L T H  N O R T H  B O A R D  O F  D IR E C T O R S

Founding Co-Chairm en
Governor Walter J. Hickel
the late Governor William A. Egan

Skip Bilhartz, Vice President 
Perry Eaton. Vice President 
Jeff Lowenfels, Vice President 
Jane Angvik, Secretary 
Marc Langland, Treasurer 
Jamie Linxwiler 
Bill McHugh 
Susan Ruddy

President
Lee Gorsuch

Bill Allen 
Richard F. Bames 
Janna Brattain 
Governor Steve Cowper 
Karen Hunt 
Loren Lounsbury 
John Morgan 
William J. Tobin

Executive Director
Pat Pourchot

Robert B. Atwood 
Judy Brady 
Fuller Cowell 
Robert Hatfield, Jr. 
Archbishop Francis Hurley 
Jim McElroy 
Governor Bill Sheffield 
Dr. F. Thomas Trotter

C O M M O N W E A L T H  N O R T H  B U D G E T  S T U D Y  C O M M IT T E E

C hair: Lee Gorsuch 
Robert B. Atwood 
Roger Cremo 
Karen Hunt 
Bill McHugh 
Susan Ruddy

Mike Abbott 
Judy Brady 
Gene Dusek 
Marc Langland 
Nancy McHugh 
Larry Wiget

Jane Angvik 
Milton Byrd 
Joe Griffith 
Jim McElroy 
Kristen Nelson 
Thomas A. Wilson II



N O R T H

935 West Third Avenue 
Anchorage, Alaska 99501 

(907) 276-1414



W h a t  t h e  S t a t e  S h o u l d  D o  N o w

R E C O M M E N D A T IO N S F IS C A L  I M P L IC A T I O N S

C u t  S p e n d i n g

s
J

Freeze the operating budget below current levels. S60 million reduction in FY 95.

• Reduce the capital budget to below historic 
levels.

• Cap Permanent Fund Dividend expenditures 
at current levels.

A $100 million budget is $150 million below 
historic levels and $516 million below FY 94.

Save at least $34 million in FY 95.

I n c r e a s e  R e v e n u e s

• Increase taxes and user fees. Consider increas­
ing “sin,” motor fuel and fish taxes.

• Change the statutory priority to inflation-proof 
Permanent Fund first.

Up to $90 million in new revenues annually.

Could add $850 million more to principal by 
2005, depending on use of Earnings Reserve.

• Encourage increased oil exploration and 
development.

100,000 bbl/day increase in production yields 
$50-100 million/year.

^  ( jU /? /C /^ M S
G e t  A  P l a n

Create Alaska Finance Commission with admin­
istrative, legislative and public members to 
produce a four-year financial plan.

• Develop a plan for saving, consolidating and 
providing prudent access to reserves and non- , 
recurring future revenues.

v  ̂ ^
• Create income tax commission including legis­

lative, administrative, and public members to 
hold hear, ,gs nalyze tax structures and submit 
a tax proposal to the legislature in Jan. 1995.

Year-to-year predictability and stability of 
revenues and expenditures.

Existing and future reserves ($1-S3 billion) 
protected from short-term liquidation. Total 
reserves available would be predictable.

Revenues ($250-400 million) from an income 
tax will take a minimum of two years from 
enactment to fully realize.

. ’I ,<
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P u t t i n g  t h e  B u d g e t  T o o l s  t o  W o r k  i

R e d u c e  S ta te  S pe n d in g

In recent years state spend ing  has far ex ceed ed  norm al 
recurring  revenues. The S tate has used s-v m dfalls, tax 
se ttlem ents, and reserves to  fill the gap.

A laska m ust cut spend ing  before tak ing  any o ther 
steps to ba lance  the budget. T he S tate can  sign ifican tly  
reduce sp end ing  o v er tim e  by hold ing  the budget at 
cu rren t levels and abso rb ing  inflation  and popu lation  
grow th . Such  action w ou ld  allow  the sta te  to  m aintain  
basic  serv ices and avo id  serious d isrup tion  o f  A lask a 's  
econom y, w hich  relies heav ily  on sta te  spend ing . O ffi­
cia ls  w ould be forced to  set spend ing  prio rities , increase 
e ffic iency , and  m ake cuts.

A laska m ust im m ed ia te ly  draw  up ^ lon g -te rm  fin an ­
cial plan. S uccessive  adm in is tra tio n s an d  leg isla tu res 
have sim ply  budgeted  from  year to year, dep le tin g  a large 
s’’ are o f reserves, m aking  sta te  sp end ing  volatile , and 
n  :ing A la sk a 's  lon g -te rm  financial health .

Save R eserves_________________________________________

D espite the  S la te ’s lack o f  d isc ip lin e  in spending  
reserves in recen t years, co n sid erab le  reserv es  rem ain—  
includ ing  m ore than S800 m illion  in the  C o n stitu tiona l 
B udget R eserve  Fund (C B R ), S 1.1 b illion  in th e  E arnings 
R eserve A ccoun t (E R A ) o f  the P erm an en t Fund and 
perhaps SI to  S3 b illion  in ou tstand ing  legal d ispu tes.

W e assum e that the S ta te  w i)' spend  as m uch  as $800 
m illion  o f  ex isting  reserves th is  year to  m eet u n ex p ec t­
ed ly  large defic its  fo r fiscal years 1994 and  1995. W ea lso  
assum e tha t the leg isla tu re  w ill add ress the nearly  $1 
b illion  co u rt-o rd ered  d ep o sit to the C B R . S till, as m uch 
as S 1.2 b illion  in reserves w ill rem ain— e ith e r  in  the C B R  
o r in the E R A . But, p ro jec ted  defic its  fo r the  nex t tw o  to 
th ree years cou ld  equal m o st o f  these  rem ain in g  reserves.

N either the C B R  nor the  E R A  appears adequately  
p ro tec ted  from  easy, sh o rt-te rm  access or, on  the o ther 
hand, s truc tu red  to a llow  realistic  flex ib ility  to  m eet 
un fo reseen  fu ture c ircu m stan ces . W e m ust d e te rm in e  a 
b e tte r w ay  to con so lid a te  and  husband  the reserves we 
still have and  those we ex p ec t to get in the fu ture . A ny 
restric tions on these funds that w ould  b in d  fu ture leg is­
la tures w ould  require  a co n stitu tio n a l am en d m en t.

Protect the P ermanent Fund

T he leg isla tu re  c a n 't  sp en d  the p rincipal o f  the P erm a­
nen t Fund, but it can ap p ro p ria te  the earn in g s. A bout h a lf  
is used to  pay d iv idends to  A laskans. P ay ing  d iv idends 
takes p recedence  o v er any  o th e r use o f  earn ings.

E arnings should  go tow ard  in fla tion -p roo fing  the Fund 
first. In the fu ture under cu rren t law  paying d iv idends 
will use so m uch o f the ea rn in g s that there w o n 't  be 
enough  left to  fully  in fla tio n -p ro o f the Fund, and there 
w ill be no earn ings availab le  to help  pay for general 
governm ent.

T he am oun t tha t goes tow ard  pay ing  d iv idends should  
first be capped  and then reduced  $50  m illion  per year 
over the next severa l years. T h e  d iv id en d  p ro g ram  could  
con tinue , a lthough  d iv idends w ou ld  be sm aller. R em ain ­
ing earn ings w ould  stay  in the ea rn in g s  reserve and  be 
availab le  to  he lp  pay fo r gen era l go v ern m en t.

Broaden T ax B ase

Increasing  som e ex isting  taxes an d  user fees— like 
alcohol, to b acco , m o to r fuel and  fish tax es— cou ld  fill a 
sm all part o f  the  gap  an d  help  pay  fo r sta te  serv ices.

A laska w ill need  an  incom e tax in the n ear fu tu re . It 
cou ld  ra ise  an  estim a ted  $ 2 5 0 -4 0 0  m illion  an n u a lly , it is 
p rog ressive , it is d ed u c tib le  aga in st federa l taxes and it 
taxes w ages o f  no n -resid en t w orkers. It cou ld  a lso  help 
cap tu re  and  pay fo r b en efits  o f  d ev e lo p m en t, w ithou t 
im peding  the  co m p e titiv en ess  o f  the  d ev e lo p m en t.

T he S ta te  shou ld  im m ed ia te ly  crea te  a tax co m m issio n  
to d e te rm in e  by  January . 1995, how  best to  s tru c tu re  an 
incom e tax. It w ould  take a t least tw o  years a fte r e n a c t­
m en t for full tax  revenues to flow  into the s ta te  treasury .

Promote E conomic D evelopment_____________

T he lio n ’s share  o f  sta te  revenues in the fo reseeab le  
fu ture w ill— d esp ite  the  o vera ll d ec lin e  in p ro d u c tio n —  
still be from  o il d ev e lo p m en t. D ev elo p m en t o f  new . 
sm alle r o il fie ld s  is possib le  and  sh o u ld  be en co u rag ed .

T he S ta te  sh o u ld  co n tin u e  to  p ro m o te  d ev e lo p m en t o f  
a gasline  to  ca rry  natu ral gas from  th e  N orth  S lope , the 
lifting  o f  the ban  on the ex p o rt o f  N orth  S lope o il, and the 
open ing  o f  the  A rctic  N ationa l W ild life  R efu g e  to oil 
deve lopm en t. B ut w e c a n 't  co u n t on tho se  d ev e lo p m en ts  
fo r fu tu re  s ta te  revenues.

T he S ta te  sh o u ld  p rov ide  a  po sitiv e  c lim a te  fo r  d e v e l­
opm ent. R eso u rce  d ev e lo p m en ts  o th e r  than  o il w ould  
p rov ide  re la tiv e ly  little  sta te  rev en u e  un d er the cu rren t 
tax system . B u t new  d ev e lo p m en ts  can  b enefit local 
g o v ern m en ts  th rough  p ro p erty  and  o th e r local tax es—  
w hich  cou ld  he lp  o ffse t red u ced  sta te  aid  to  local g o v ­
ernments .  A lso , a sta te  incom e tax cou ld  cap tu re  the 
benefits  o f  new  econom ic  d ev e lo p m en t and  jo b s  by 
tax ing  in creased  personal incom e.
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W h a t  t h e  S t a t e  S h o u l d  D o  O v e r  t h e  N e x t  F o u r  Y e a r s

R E C O M M E N D A T IO N S

• Hold future budgets below inflation and popula­
tion growth. Reductions achieved by:
- L im iting  g row th  o f  fo rm ula /en titlem en t program s
- Phasing out un ique  program s no t based  on need.
- R estructu ring  program s fo r e ffic iencies, p riv a tiza ­
tion o p p o rtun ities , possib le  local govern m en t re sp o n ­
sib ility  and w age, benefit sav ings.

• Reduce, but not eliminate, total Permanent Fund 
Dividend expenditures over time.

• Reimpose a personal income tax.

• Establish a consolidated account for existing 
reserves and future non-recurring revenues with 
restrictive access provisions, including super 
majority vote and maximum annual withdrawal.

• Emphasize equities in Permanent Fund invest­
ments.

• Re-evaluate the inflation-proofing mechanism 
and dividend program to reflect Permanent Fund 
unrealized capital gains, earnings and asset 
allocations.

• Provide a positive economic and regulatory 
climate for future developments.

• Continue to promote the marketing of North 
Slope natural gas. the opening of Alaska National 
Wildlife Refuge and lifting of the oil export ban.

F I S C A L  IM P L IC A T IO N S

Up to 5% annual reduction in inflation-adjusted 
dollars; Reduces state spending by SI00-120 
million annually, or a cumulative budget cut of 
nearly $500 million by 1998.

Reducing expenditures by $50 million/year would 
save $278 million in FY 98. Would permit indi­
vidual dividends of approximately $675 in FY 98.

Could raise $250-400 million in revenues annually.

Existing and future reserves (51-3 billion) would be 
protected from short-term liquidation. Total re­
serves available would be known and predictable 
and could be used as needed over many years.

Equities have outperformed other investments over 
time and have earned returns well in excess of 
inflation. A 1% increase in the Fund’s earnings 
equals $186 million in FY 2000.

Currently unrealized gains are not calculated in the 
Fund’s value. The decision to take capital gains 
may be affected by potential impacts on annual 
earnings, inflation-proofing and dividends. Some 
inflation-proofing is occurring through equity 
investment.

Diversified development would build an employ­
ment base to help offset declining oil revenues.

A gasline could contribute $250-450 million annu­
ally, ANWR development $0.8-52.5 billion annu­
ally and the export ban repeal $150-200 million.



M
ill

io
ns

 
of 

D
ol

la
rs

F I S C A L  I M P L I C A T I O N S  O F  C W N  R E C O M M E N D A T I O N S

3000

2500

2000

1997

Noies:
1. Maintenance level budget (operating budget 3% growth, $300 mil. capital)
2. CWN recommended total spending cap ($2.46 billion)
3. Income tax comes in 1/2 year in 1997, full year 1998
4. PFD reductions from status quo; increase $ in ERA available lor appropriation
5. Existing reserves remaining in FY98 - about $500 million
6. Dept, o f Revenue forecast: FY94, Actuals; FY95, 2/94 forecast; FY96-98, Fall 93 

low-case ($ 15 -17/bbl.)
revenues at current oil prices($l3.25/bbl.)

CBR: Constitutional Budget Reserve Fund 
ERA: Permanent Fund Earnings Reserve 

Account
PFD: Permanent Fund Dividends 
GF: Unrestricted Stale General F u n d s
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Commonwealth North is a non-profit corporation, organized and existing under the 
laws of the State of Alaska. It addresses state and national public policy issues and 
involves approximately 400 of Alaska's leaders and concerned citizens representing 
business, labor, education, public service and the Alaska Native community. It was 
founded in 1979 on a bipartisan basis by Governor William A. Egan and Governor 
Walter J. Hickel.

The goals of the organization include: Strengthening the private sector of our 
economy; Understanding Alaska's role in the larger world; Educating members on 
major issues affecting our state and nation; Influencing state and national public 
policy decisions by providing a forum for nationally recognized speakers and 
conducting studies of critical issues facing the state and the nation.

A report by
Commonwealth North 

935 West Third Avenue 
Anchorage, Alaska 99501 

(907) 276-1414
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February 1994

Dear Conference participant and Commonwealth North member:

I am pleased to present this summary of the proceedings and conclusions of the Common­
wealth North Budget Conference held in October, 1993. Over 125 members and guests 
participated in the Conference, The findings and conclusions are the product of five work 
groups involving nearly 60 citizens. I commend the work groups for their interest and time in 
seeking solutions to one of the most critical issues facing Alaska.

On behalf of Commonwealth North, I want to thank Governor Walter Hickel, former 
Governors Jay Hammond and Bill Sheffield, the state officials, state legislators and other 
presenters who shared their views and valuable information with us. We are also indebted to 
the facilitators, resource people and recorders who worked with each discussion group.

Recent court rulings and falling oil prices have further heightened our awareness of the 
seriousness of our budget problems. But, these short-term crises and their short-term fixes 
should not deflect our view from the fundamental long-term “budget gap” and the need for 
hard choices in the future.

I 'ecom m end this budget conference summary to you as a thoughtful set of considerations 
and recommendations on how Alaska could confront and manage the serious fiscal problems 
associated with long-term declines in oil production.

Founding Co-Chairmen Governor Waller J. Hickel and the late Governor Wiliam A. Egan

• Lee Gorsuch. President • H. L."Sktp" Btlhartz Vice President • Jeff Lowen/els. Vice President
• Perrv Eaton. Vice President • Jane Angvik. Secretary • M a r c  Langland, Treasurer

• Bill Allen • Robert B. A t w o o d  • Richard F. Barnes  • Judith M. Brady  • Janna Brattain
• Fuller Cowell • Governor Sieve C o w p e r  • Robert Hatfield Jr. • Judge Karen L  Hunt

• Archbishop Francis Hurlev • James Linxwiler • Loren H. Lounsbury
• Jim McElroy  • William M c H u g h  • John M o r g a n  • Susan L  Ruddy  • Governor William Sheffield

• Willuan J. Tobin • Dr. F. Thomas Trotter

Sincerely.

Lee Gorsuch 
President

935 West Third Avenue  • Anchorage. Alaska 99501 • 907-276-HI-4 • F A X  907-276-6350
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I n t r o d u c t i o n

Commonwealth North was founded wiui the goal of bringing together Alaska’s 
business and civic leaders to learn about, discuss and make recommendations on 
major public policy issues facing our state. Perhaps no issue affecting the economic 
and social fabric of Alaska looms larger than the inexorable decline in production 
from the North Slope ou fields. Taxes and royalties from these fields account for 
nearly 85% of current revenues to state government.

It is clear that major public policy decisions must be made over the next 10 years 
to bridge “the gap” expected between current revenue sources and spending levels. 
UAA’s Institute of Social and Economic Research (ISER) laid out five approaches to 
address this gap: 1) Budget reductions; 2) Use of reserves; 3) Implementatation of 
new taxes; 4) Use of Permanent Fund earnings; and 5) Increased economic 
development. Each and all of these involve tough fiscal, economic and political 
choices.

In November of 1992 Governor Hickel hosted an Economic Summit which 
brought together leaders from all over the state to review state revenue and spending 
projections, discuss the ISER fiscal tools and to make recommendations for future 
actions. Some things have changed since then, but the critical problem created by 
declining revenues still lies largely unaddressed.

This conference was designed to follow the format of the Governor’s Economic 
Summit. Participants were asked to review and discuss the Summit recommendations, 
the ISER strategy and events following the Summit. Commonwealth North 
members and invited guests were asked to develop recommendations for actions 
needed over the next 10 years. It is believed that the views and recommendations of 
concerned citizens and civic leaders can influence our public policy makers and 
shape Alaska’s future.

P r o c e e d i n g s

Over 125 members of Commonwealth North and invited guests participated in at 
least part of the two-day conference held October 20 and 21, 1993. Approximately 
60 people participated in one of the five small discussion groups which formulated 
recommendations (see Appendix I for a list of group participants).

The conference began on October 20 with a two-hour budget and revenue 
briefing by Shelby Stastny, Director of the Office of Management and Budget, and 
Chuck Logsdon, Petroleum Economist for the Department of Revenue. A view of 
future revenues by Tom Williams of BP Exploration (Alaska) and legislative 
perspectives by Rep. Mark Hanley and Rep. Kay Brown were also presented.
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The following morning, October 21, a breakfast briefing was held with 
Governors Hickel, Sheffield and Hammond who gave their experiences and views on 
needed budget actions. Following the Governors, the following presentations were 
made:

• Operating budget overview and reserves, Shelby Stastny, Director OMB
• Revenues and taxes, Darrel Rexwinkel, Commissioner Dept, of Revenue
• The Permanent Fund, Jim Kelly, Alaska Permanent Fund Corporation
• Economic development, Paul Fuhs, Commissioner Department of Commerce

and Economic Development
• Defining the “gap” and putting the pieces together, Scott Goldsmith and

Lee Gorsuch, UAA ISER

After the presentations people broke into five discussion groups. Members were 
preassigned groups in an effort to create diverse group memberships. Each group 
had 11-13 members including a facilitator, a recorder and at least one resource 
person having budget expertise.

The groups were to review the information presented by the speakers, the results 
of the Governor’s Economic Summit and subsequent legislative actions. Each 
participant was given a notebook with written materials tracking the presentations on 
spending, revenues, taxation, the Permanent Fund, economic development and the 
ISER strategy. The groups had approximately four and one-half hours to discuss the 
issues and make recommendations as to actions needed to meet the projected budget 
“gap." Each group presented a summary of its recommendations to all the 
reassembled groups at the end of the day.

Appendices II and III illustrate the projected “gap” and major fiscal tools 
suggested in the ISER strategy. See Appendix IV for summaries and comparisons of 
the Governor's and other economic summits.
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B u d g e t  C o n f e r e n c e  S u m m a r y

A r e a s  o f  G e n e r a l  A g r e e m e n t

•  The “Gap.” Ail the working groups agreed that there was a fiscal “gap” now, 
that it was growing, that it will be substantial in the near future and that actions 
need to be taken now.

•  All the groups felt that no single action was sufficient to meet the “gap", but that
most, if not all, the fiscal tools identified in the ISER strategy must be 
implemented by 2005.

•  Spending. Most groups recognized the real political and programmatic problems 
of further large budget cuts. However, various approaches were suggested to find 
efficiencies, re-prioritize and hold the line on future spending increases. Most 
assumed that savings in real dollars could accrue over time if programs were not 
allowed to increase with inflation and population growth. No specific programs 
were consistently targeted for cuts or reductions.

•  Reserves. AH groups recognized the need to use liquid reserves but felt that 
better mechanisms were needed to capture and husband reserves and non­
recurring revenues for future use, rather thar spending them as they become 
available.

•  Taxes. All groups recommended new taxes for meeting the “gap" and all
suggested the reimposition of the personal income tax as the preferred form. It
was felt th.it the income tax was the most progressive (least impact on those with 
lowest income;, could capture non-residents’ income earned in Alaska, and was 
the best method for the state to pay for and benefit from economic developments.

•  Permanent Fund. All groups recommended that the Permanent Fund principal 
and inflation-proofing monies not be used. No group recommended eliminating 
the dividend. However, a majority recommended that the dividends be capped, 
and that earnings beyond dividends and inflation-proofing be used for general 
government or deposited in the Permanent Fund to generate future earnings.

•  Economic Development. Most groups felt that any new economic developments 
would be based largely on market conditions and economic decisions outside the 
control of the stai™. However, a stable tax policy and removal of regulatory 
hurdles by the state would be helpful. No group believed that large-scale 
economic development would result in revenues substantially reducing the 
budget"gap" by 2005.

4



O t h e r  R e c o m m e n d a t i o n s

•  Two groups gave serious consideration to a proposal by Roger Cremo in which 
all reserves and natural resource revenues would be deposited in the Permanent 
Fund. A fixed percentage would be allocated from the Fund for expenditure each 
year to maintain a stable and predictable budget and economic climate. 
Permanent Fund dividends would be paid out of the same earnings stream in 
competition with all other spending. Additional non-resource revenues would be 
needed to meet expected expenditures.

There remain questions on the mechanics of the proposal, particularly the 
method and length of the phase-in until the “pay-out” from the Fund would reach 
a constant percentage of the principal.

•  Two mechanisms were suggested for helping reduce spending. The first was a 
“ rrramm-Rudman" type of forced ratcheting down. The second was the 
creation of a new Commission similar to the Federal Base Closure Commission. 
The Commission budget recommendations would have to be accepted or rejected 
in toto by the Legislature or Administration.
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G r o u p  1
Summary of Conclusions/Recommendations

The Budget Gap
The “budget gap” is real and it will grow substantially over the next 10 years. A 
target “gap” of $2.3 billion was utilized by the year 2005.

Spending
An initial budget cut of $300 million or roughly 10% should be made. Then, the 
budget should be reduced annually by holding it constant or not letting it rise with 
inflation. Real dollar reductions of $900 million would be targeted for 2005.

Reserves
The group assumed reserves of $2-4 billion from litigation and tax settlements over 
the next 10 years, and that most would be needed to balance the budget. Approximately 
$300 million would be needed annually on average.

Taxes
“Like it or not" the group felt increased taxes were required in the next 10 years. 
Most of the estimated $500 million needed from new taxes would come from 
reimposition of an income tax. One advantage of such a tax would be the capturing 
of non-residents who utilize state resources and employment. Other taxes mentioned 
were increased fish taxes and a school tax.

Permanent Fund
The principal and inflation-proofing should not be spent or altered. However, 
monies from the Earnings Reserve Account and current dividends would be needed. 
By 2005, $200 million would be expended annually from the earnings reserve and 
$200 million from monies that would otherwise go to the dividends (currently about 
$530 million goes to dividends).

Economic Development
Revenues from new or increased economic development were not substantially 
relied upon to fill the “gap." New revenues of $20 million each year would result in 
$200 million in revenues in 2005.

6



G r o u p  1

F ac ilita to r:

Jane Angvik

P a rtic ip a n ts :

Mike Abbott 
Bill Blessington 
Julius Brecht 
Louann Cutler 
Dick Green 
Mark Holland 
Jim Maley 
Joe Marks 
Craig Renkert

R esource:

Scott Goldsmith

R eco rd e r:

Alaska Native Heritage Park

Alyeska Pipeline Service Company
Port of Anchorage
Wohlforth, Argetsinger
Preston, Thorgrisom
Natural Garden Supply
Exxon Company USA
Alaska Children’s Services
Marenco/Anchorage School Board
UAA Small Business Development Center

University of Alaska Anchorage/ISER

Alice Galvin Anchorage Telephone Utility
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G r o u p  2

S u m m a r y  o f  C o n c l u s i o n s / R e c o m m e n d a t i o n s

T h e  B u d g e t G a p

The “budget gap" is real and it wiLl grow substantially over the next 10 years. 

S p en d in g

While no target numbers were used, it was generally felt that some type of “Gramm- 
Rudman” approach to the budget was necessary to force cuts and let the system “sort 
out” and look for efficiencies and priorities. A target of 1-2% real cuts annually was 
discussed. A review of programs is needed to institute needs-based standards, 
including student loans and pioneer homes. Institute a mechanism to reward 
efficiencies, especially in the school foundation program.

R eserves

No specific recommendations were made, although there was considerable interest in 
a proposal advocated by Roger Cremo wherein all reserves and natural resource 
revenues would be placed in the Permanent Fund. A fixed amount of earnings would 
be earmarked annually for expenditure.

Taxes

While most felt reimposition of an income tax would be needed in the next 10 years, 
there was considerable debate on the timing of enactment. A point of agreement was 
that the framework of an income tax should be established in the near future at a zero 
rate which could be increased later as needed. One advantage of such a tax would be 
the capturing of non-residents who utilize state resources and employment. Other 
taxes mentioned were increased taxes on fisheries and tourism.

P e rm a n e n t F u n d

No specifics were recommended, however, as mentioned a l«. ve, there was 
considerable interest in the Cremo proposal. Under this pin the Permanent Fund 
dividend would be paid out of the same annual earnings allocation forcing 
competition with all other budget items.
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E conom ic D evelopm ent

There should be efforts to “Alaskanize" our industries such as fishing and tourism to 
increase employment and revenue opportunities. There appears little beyond a good 
business climate that will significantly alter decisions to develop new resources.

G r o u p  2

Facilitator:

Tim Bradner Alaska Economic Report
Alaska Journal of Commerce

Participants:

Dick Decker 
Gene Dusek 
Harold Heinze 
Joe Henri 
Carol Heyman 
Gary Light 
David Roderick 
John Wheatley 
Esther Wunnicke

United We Stand 
Municipality of Anchorage

Southcentral Timber/UA Regent 
Anchorage Chamber of Commerce 
ARCO, Alaska

Willis Coroon Corporation

Resource:

Kay Brown Alaska State Representative

Recorder:

Teeny Metcalfe
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T h e  B udge t G ap

The "budget gap” is real, is here now, is getting bigger and needs to be addressed. 

S p en d in g

There needs to be a new way of dealing with spending cuts to avoid political traps 
and to maintain a long-range view. It was recommended that a new Commission be 
established similar to the Federal Base Realignment and Closing Commission. This 
Commission would review all programs from a bottom-up, zero-base budgeting 
standpoint. It would look at alternative delivery systems. Recommendations would 
have to be accepted or rejected in toto by the Legislature and the Administration. If 
rejected, the recommendations would go to the voters.

R eserves

All reserves should be deposited in the Permanent Fund pursuant to a plan similar to 
that proposed by Roger Cremo. They would then be part of the principal from 
which earnings would then be allocated annually for the expenses of government.

Taxes

The income tax should be reimposed immediately and proceeds placed in the 
Permanent Fund. Earnings would then be used under a “Cremo-type” plan. A 
severance tax on our fisheries should be investigated.

P e rm a n e n t F u n d

No use of the principal or inflation-proofing except as transition funding. In accord 
with the “Cremo-type plan” dividends would be paid out of the annual earnings 
allocation along with all other budget items.

E conom ic  D evelopm ent

Large block economic leasing should be undertaken. Actions taken for development 
must be related to market-driven programs. An in-depth review of the exis'.ng 
regulatory environment should identify regulations inhibiting economic 
development. Ensure a stable tax policy to foster a stable business environment.



O th e r  R ecom m endations

A plan similar to that advocated by Roger Cremo should be adopted. Under this 
plan all reserves and all natural resource revenues would be deposited in the 
Permanent Fund. Each year a certain percentage of the Fund would be allocated for 
budget expenditures, including the dividend program. The Fund would build to have 
a constant earnings stream to fund most functions of government, perhaps in 
conjunction with non-natural resource revenues. The goal is to “smooth” annual 
revenues and expenditures fostering a more predictable and stable economy.

There should be term limits for the Governor and legislators. But, longer lengths of 
terms are needed to ensure expertise and a longer-view. One six-year term for 
Governor is recommended. House terms should be extended from two to three 
years. Senate terms would remain at four years. Service would be limited to two 
consecutive terms in each body.

G r o u p  3

Facilitator:

Joe Griffith Chugach Electric Association, Inc.

Participants:

Jerry Anderson Municipality of Anchorage
Milton Byrd Charter College
C. Joe DiNiattec Alaska Council for the Prevention of Drug

and Alcohol Abuse
Walt Furnace Alaska Support Alliance
Norman Levesque Alaska Municipal Bond Bank Authority
Loren Lounsbury International Management Group
Sharon Macklin Sharon Macklin - Government Relations
Sayoko Mimoto Anchorage School District
Tom Williams BP Exploration (Alaska)

Resource:

Cheryl Frasca Office of Management and Budget

Recorders:

Tom Wilson Hughes. Thomess et.al.
Cindy Pieper Commonwealth North

/ /
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G r o u p  4

S u m m a r y  o f  C o n c l u s i o n s / R e c o m m e n d a t i o n s

T h e  B udget G a p

The “budget gap’’ is real, it is big and getting bigger.

S p end ing

There was a recognition that the need and demand for state services and programs 
were growing, and that some spending increase was inevitable with inflation and 
population growth over time. When looking for cuts, look where most of the money 
is going—education, social services, corrections. Growth in spending should be 
controlled through re-prioritization of resources, less-costly preventative strategies, 
looking at life cycle costs of capital expenditures and requiring local matches and 
personal contributions to programs.

R eserves

We need to get reserves off the table to allocate them more judiciously. Half of all 
liquid reserves and future settlements should go into the Permanent Fund. The other 
half should be placed in the Constitutional Budget Reserve, but the rules changed to 
require access only by 2/3 vote (rather than current 3/4, or 51% escape clause).

Taxes

The income tax should be reimposed as preferable to other kinds of taxes. Income 
taxes have the advantage of capturing non-residents who benefit from Alaskan 
employment, resources and services. Increased taxation on our fisheries is justified.

P e rm a n e n t F u n d

Instituting an income tax and capping the Permanent Fund dividend are not mutually 
exclusive. It was recommended that the PFD be capped at S500 and that the balance 
of dividend monies be deposited in the Permanent Fund. Extra earnings would yield 
approximately $500 million to the General Fund in 2005.

E conom ic  D evelopm en t

Stable taxation is critical to economic development. New development must pay its 
own way. The method of paying for added government services needs to be 
identified and planned for up-front of any developments. An income tax seems a 
preferable “capture” mechanism.

12



G r o u p  4

Facilitator:

Clay McDowell

Participants:

Bruce Carr 
Jo Fenety 
Prent Gazaway 
Alicia Iden 
Ken Reither 
Steven Shropshire 
Kym Swift

Resource:

Jim Kelly

Mark Hanley

Anch. Assembly Policy and Budget Office

Alaska Railroad Corporation 
Senator Drue Pearce’s Office 
Gazaway and Associates

Exxon Company USA
Northern Forum/Green Connection, Inc.
Common Sense for Alaska

Alaska Permanent Fund Corporation 

Alaska State Representative

Recorder:

Nancy Schoephoester ARCO Alaska, Inc.
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G r o u p  5

S u m m a r y  o f  C o n c l u s i o n s / R e c o m m e n d a t i o n s

T h e  B udget G a p

The “budget gap” is real, it is getting bigger but it is unpredictable year to year 
because of wide revenue swings due to settlements, etc.

S p en d in g

There was a recognition that much of the state budget was composed of programs 
like education having ever-growing pressures, and that large cuts were not practical. 
However, “rationalization” of the budget and gaining efficiencies over time was 
needed and possible. Needs-basing of programs was desirable. A target of 0% real 
dollar increase in the budget should be established over the next 1 0  years resulting in 
$300 million in real savings by 2005 from the ISER figures.

R eserves

We need to allocate reserves more judiciously. There needs to be a better mechanism 
for capturing and retaining settlements and extraordinary monies as they come in to 
avoid the temptation of spending them all in a single year. It was recommended that 
reserve spending be “smoothed” to approximately $ 2 0 0  million annually to help 
meet the "gap.”

Taxes

It was felt that approximately $500 million would be needed in new taxes by 2005.
Of this, most would come from a personal income tax. Other taxes could include 
increased user fees, fishery taxes, and motor fuel taxes (dedicated). Sales taxes were 
best left to the province of local governments. It was felt an income tax had the 
advantage of capturing non-residents working in the state and that it was the best 
method of capturing and paying for new development of our non-oil resources.

P e rm a n e n t F u n d

The dividend program should be capped at current total spending levels. Excess 
monies in future years should be deposited i.i a specially enacted Dividend Reserve 
Fund in the Permanent Fund. Access would be possible, though difficult. Unlike the 
corpus of the Fund these monies would be accessible when needed, but would be 
invested along with other Permanent Fund monies. Unlike the current Constitutional 
Budget Reserve, access would not provide the current “loophole" (a majority vote of 
the Legislature when less revenues than in prior year!.

14
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E conom ic D evelopm ent

The state can help somewhat on economic development through removal of 
regulatory hurdles and funding through agencies such as AJDEA, but most economic 
development decisions are outside the control of state. The group assumed that the 
beginning of a gasline and some additional marginal oil field developments would 
result in 51350 million in increased revenues by 2005 over DOR projections.

O th e r  R eco m m en d a tio n s

The group felt that strategies to meet the “gap” were as much a political problem as 
an economic or financial one. It was felt considerable leadership and education 
within our community as well as the Legislature and the Administration was needed 
to avett short-term crises in the future.

Facilitator:
G r o u p  5

Larry Wiget Anchorage School District

Participants:

Don Argetsinger 
Larry Crawford 
Gordon Glaser 
Jim McElroy 
Nancy McHugh 
Kristen Nelson 
Pat Pourchot 
Scott Thorson

Argetsinger and Associates 
Municipality of Anchorage 
ASEA
Locher Interests

Petroleum Information Services 
Commonwealth North 
Network Business Systems

Resource:

Mike Greany Legislative Finance Division

Recorder:

Sudy Sanders
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P a r t i c i p a n t s
A\ bott, Mike 
A iderson, Jerry 
Argetsinger, Don 
Blessington, Bill 
Brecht, Julius 
Byrd, Milton 
Carr, Bruce 
Crawford, Larry 
Cutler, Louann 
Decker, Dick 
DiMatteo, C. Joe 
Dusek, Gene 
Fenety, Jo 
Furnace, Walt 
Gazaway, Prent 
Glaser, Gordon 
Green, Dick 
Heinze, Harold 
Henri, Joe 
Heyman, Carol 
Holland, Mark 
Iden, Alicia 
Light, Gary 
Levesque, Norman 
Lounsbury, Loren 
Macklin, Sharon 
Maley, Jim 
Marks, Joe 
McElroy, Jim 
McHugh, Nancy 
Mimoto, Sayoko 
Nelson, Kristen 
Reither, Ken 
Renken, Craig 
Roderick, David 
Shrophshire, Steve 
Swift, Kym 
Thorson, Scott 
Wheatley, John 
Williams, Tom 
Wunnicke, Esther

F a c i l i t a t o r s
Angvik, Jane 
Bradner, Tim 
Griffith, Joe 
McDowell. Clay 
Wiget, Larry

Alyeska Pipeline Service Company 
Municipality of Anchorage 
Argetsinger & Associates 
Port of Anchorage 
Wohlforth. Argetsinger, et al 
Charter College 
Alaska Railroad Corporation 
Municipality of Anchorage 
Preston, Thorgrimson, Shidler et al 
United We Stand, Inc.
AK Council on Prevention of Alcohol & Drug Abuse
Municipality of Anchorage
Office of Senator Drue Pearce
Alaska Support Industry Alliance
Older Persons Action Group
ASEA/AFSCME Local 52
Natural Garden Supply

Southcentral Timber Devlpmt/UA Board of Regents 
Anchorage Chamber of Commerce 
Exxon Company USA

ARCO Alaska, Inc.
AK Municipal Bond Bank Authority 
International Management Group 
Sharon Macklin - Government Relations 
Alaska Children’s Services, Inc.
Marenco, Inc./Anchorage School Board 
Locher Interests

Anchorage School District
Petroleum Information Services
Exxon Company USA
UAA Small Business Development Center

Northern Forum/Green Connection, Inc.
Common Sense for Alaska 
Network Business Systems 
Willis Coroon Corportation of Anchorage 
BP Exploration (Alaska)

Manager, Alaska Native Heritage Park
Editor, Alaska Economic Report
Exec. Mgr. Finance. Chugach Electric Company
Director, Anch. Assembly Policy and Budget Office
Director, Gov’t Affairs/Anchorage School District



R e c o r d e r s
Galvin. Alice 
Metcalfe. Teeny 
Pieper. Cindy 
Sanders, Sudy 
Schoepoester, Nancy 
Wilson, Tom

R e s o u r c e
Brown, Kay 
Goldsmith, Scott 
Gorsuch, Lee

Greany, Mike 
Hanley, Mark 
Kelly, Jim 
Frasca, Cheryl

C o o r d i n a t o r
Pourchot, Pat

P r e s e n t e r s
Rep. Kay Brown 
Paul Fuhs

Scott Goldsmith 
Lee Gorsuch

Governor Jay Hammond 
Rep. Mark Hanley 
Governor Walter J. Hickel 
Jim Kelly

Dr. Chuck Logsdon 
Darrel Rexwinkel 
Governor Bill Sheffield 
Shelby Stastny

Anchorage Telephone Utility
Commonwealth North
ARCO Alaska, Inc.
Hughes, Thorsness et al

Alaska State Representative 
Professor, University of Alaska Anchorage/ISER 
Dean, School of Public Affairs, University of 

Alaska Anchorage 
Director, Legislative Finance Division 
Alaska State Representative 
Research and Liason Officer, AK Permanent Fund 
Deputy Director, Office of Management and Budget

Executive Director, Commonwealth North

Alaska State Legislature, House of Representatives 
Commissioner, Department of Commerce and 

Economic Development 
Professor, University of Alaska Anchorage, ISER 
Dean, School of Public Affairs, University of 

Alaska Anchorage 
Governor of Alaska (1974 to 1982)
Alaska State Legislature, House of Representatives 
Governor of Alaska (1968 to 1970, 1990 to present) 
Research and Liason Officer, Alaska Permanent 

Fund Corp.
Chief Petroleum Economist, Dept, of Revenue 
Commissioner, Department of Revenue 
Governor of Alaska (1982 to 1986)
Director, Office of Management and Budget



F i s c a l  O u t l o o k :  F Y  9 4  -  9 9

O M B  I U p d a t e d  2 / 9 4

FY 94 F Y 95 F Y 96 F Y 97 FY 98 F Y 99

Oil Price $/bbl. 
Production MMbl/day

13.25
1.645

15.04
1.682

18.74
1.644

19.85
1.513

20.42 
1.387

2 1 . 0 0  
1.278

REVENUES:
Unrestricted General Fund Forecast* 
Other UGF Revenues

1,771.0
200.0

1,820.0 
80.0

2,051.1
125.0

1,993.3
125.0

1,902.5
125.0

1,760.0
125.0

TOTAL UGF REVENUES 1,971.2 1,900.0 2,176.1 2,118.3 2,027.5 1,885.0

EXPENDITURES:
Operating
Capital
Loans & Transfers

2,384.0
616.0
180.0

2,363.0
100.0
37.0

2,417.3
300.0

37.0

2,486.2
300.0
37.0

2,557.0
300.0

37.0

2,629.9
300.0

37.0

TOTAL EXPENDITURES 3,180.0 2,500.0 2,754.3 2,823.2 2,894.0 2,996.9

A N N U A L  D E F I C I T - 1 2 0 8 .8 - 6 0 0 .0 - 5 7 8 .2 -7 0 4 .9 -8 6 6 .5 - 1 ,0 8 1 .9

T O T A L  - 4 ,6 9 2 .4

♦Does noi include settlement or reserve monies 
NOTE: This table is for illustrative purposes only and does not reflect Administration policy or decisions
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C l o s i n g  T h e  G a p  -  S a f e  L a n d i n g  S t r a t e g y
(M illions o f  1992 D o lla rs)

I S E R  1 1 /9 2

M aintenance Level GF Spending 
Less: Revenues from  Existing Sources 
Equals: Fiscal G ap

New Use of Resources:

1993 1994 1997 2 0 0 1 2005
$2,921 $2,950 $3,040 $3,163 $3,291
$2,270 $2,245 $2,232 $1,467 $982

$651 $705 $808 $1,696 $2,309

Budget Cuts $100 $200 $525 $875 $1,100
Taxes $0 $110 $235 $340 $350

Use of Perm anent Fund $0 $0 $0 $150 $440
Economic Development $0 $0 $45 $120 $260

Reserves & Assets $550 $395 $0 $210 $159

Resources Used $2,920 $2,950 $3,037 $3,162 $3,291

Shortfall $1 $0 $3 $1 $0

B u d g e t  C u t s  -  G r a d u a l l y  r e d u c e  state s p e n d in g  to h it  a  s u s ta in a b le  s p e n d in g  target o f  a b o u t  $ 2 . 1  b i l l i o n .  T h i s  necessitates a  r e d u c t io n  or  s o m e  a n d  e l im in a t io n  
o f othe r  state terriers to a  leve l  m o r e  c losely  rese m b l i n g  o t h e r  states.

T a x e s  -  P h a s e  I n  taxes o n  I n c o m e ,  pr o p e r ty ,  a n d  resources at n a t io n a l  a v er age  rates. R eserv e  the  sales tax for  lo ca l  g o v e r n m e n t .

P e r m a n e n t  F u n d  -  G r a d u a l l y  r e d u c e  the  D i v i d e n d  p r o g r a m  a n d  reinvest a l l  a v a i l a b le  e a r n in g s ,  I n c l u d i n g  In f la t io n  p r o o f in g  a n d  the e a r n in g s  reserves to 
m a x im is e  Its lo n g - t e r m  real In c o m e  g e n e r a t io n  c ap ac ity .  H i e  future  e a r n in g  stream  w i l l  b e  a b l e  to p a y  for  at least 2 5 %  o f  the cost o f  g o v e r n m e n t

E c o n o m i c  D e v e lo p m e n t  -  A s s u m e  g r a d u a l  a n d  m o d e r a te  n o n - p e t r o le u m  resource d e v e lo p m e n t  a n d  new  p e tro leum -re late d  d e v e lo p m e n t s  after 20 00 , w h ic h  
m a y  b e  the  co ns tr u c t ion  o f  a  g a s l ln e  a n d /o r  a  d e v e lo p m e n t  i n  A N W R .  T h e  state c a n  in f lu e n c e  e c o n o m ic  d e v e lo p m e n t  b u t  h a s  less co ntro l  h ere t h a n  I n  the use 
o f  th e  o t h e r  toots. T h e r e f o r e ,  w h i le  p u r s u in g  e c o n o m ic  d e v e lo p m e n t ,  the  state s h o u ld  s im u lt a n e o u s ly  b e  b r i n g i n g  s p e n d in g  I n  l i n e  with a  su s ta in a b le  target.

T r a n s i t io n  F u n d s  -  (Jse reserves a n d  s o m e  assets to a v o id  the sho ck  o f  U r g e  b u d g e t  cuts a n d /o r  n e w  taxes h a p p e n i n g  a l l  at on c e .  K e e p  a  f u n d  to act as a 
s ho ck  a b s o r b e r  I n  the  ev e nt  o f  a  d r o p  i n  o i l  pr ices .
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A P P E N D I X  I V

S U M M A R I E S  O F  B U D G E T  C O N F E R E N C E S

Governor’s Economic Summit November 29 - December 1. 1992

Common Ground Fiscal Policy Conference March 13-14, 1993

Alaska Credit Union League March 19 and 20, 1993

Kenai Regional Economic Summit April 25-27, 1993

Commonwealth North Budget Conference October 20 and 21, 1993

T H E  “ G A P ’

G overnor’s Sum m it All groups concurred that there is a significant “gap”, and that 
all the ISER identified fiscal actions will be needed.

Common Ground. All the groups recognized a significant budget “gap” and 
employed all or most of the ISER actions to meet revenue shortfalls.

Alaska Credit Union League. General agreement that a substantial fiscal “gap” 
exists and that most or all the ISER actions will be needed in the near future.

Kenai Regional. All groups recognized the existence of a sizeable “gap” and most 
used all the ISER actions to address it.

Commonwealth North. All the working groups agreed that there was a fiscal “gap” 
now, that it was growing, that it will be substantial in the near future and that actions 
need to be taken now. All the groups felt that most, if not all, the actions identified in 
the ISER budget report must be implemented by 2005.

SP E N D IN G

G overnor’s Sum m it All identified state budget reductions as the first priority for 
action. Several “unique” programs were consistently identified for cuts or 
elimination including the longevity bonus program, power cost equalization and 
pioneer homes.

Common Ground. Sensible spending cuts should be made with particular emphasis 
on Alaska’s unique programs. Some programs should be made self-sufficient like the 
seafood marketing program.



coMgiwiALm

Alaska Credit Union League. General agreement to reduce spending through 
phasing out or elimination of “unique” programs, formula funding containment, 
services based on need and freezing of state salaries and benefits to bring to the level 
of private sector.

Kenai Regional. Most groups suggested substantial budget cuts and use of caps or 
ceilings for annual spending. The longevity bonus program was consistently 
targeted for cuts or elimination.

Commonwealth North. Most groups recognized the real political and programmatic 
problems of further large budget cuts. However, various approaches were suggested 
to find efficiencies, re-prioritize and hold the line on future spending increases.
Most assumed that savings in real dollars could accrue over time if programs were 
not allowed to increase with inflation and population growth. No specific programs 
were consistently targeted for cuts or reductions.

R E S E R V E S

Governor’s Summit. Most groups proposed the spending of reserves to help 
smooth the volatility of future revenues. Some suggested depositing reserves in the 
Permanent Fund, some would consolidate all reserves in a single account with 
earnings going to the general fund.

Common Ground. Some or all reserves (including future windfalls) should be 
deposited in either the Permanent Fund or the Constitutional Budget Reserve Fund 
to bolster future earnings. Some groups would utilize a portion of the reserves 
directly as transitional funds for general government.

Alaska Credit Union League. Recognition that reserves have to be used as 
last-resort transition funds. One suggestion was to depos't reserves in Permanent 
Fund and earnings used for general government.

Kenai Regional. Half the groups would deposit some or al) of the reserves in the 
Permanent Fund while half would utilize as transition funds.

Commonwealth North. All groups recognized the need to use liquid reserves but 
felt that better mechanisms were needed to capture and husband reserves and non­
recurring revenues for future use, rather than spending them as they become available.
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T A X ES

G overnor’s Summit. Most groups recommended reimposition of the personal 
income tax. Most of the groups supported increased motor fuel and “sin” taxes.

Common Ground. General agreement on reimposition of personal income tax. 
Considerable support for increased motor fuels, “sin”, “tourism” and fisheries taxes. 
Some recommended “school” or payroll tax.

Alaska Credit Union League. General recognition that new taxes will be needed 
including: personal income, “sin” taxes, taxes on other natural resources and payroll 
taxes. Taxes which captured non-resident wages were favored.

Kenai Regional. All groups supported reimposition of the personal income tax. 
Most favored an increase in motor fuel taxes. None favored a state sales tax.

Commonwealth North. All groups recommended new taxes for meeting the “gap”, 
and all suggested the reimposition of the personal income tax as the preferred form. 
It was felt that the income tax was the most progressive (least impact on those with 
lowest income), could capture non-residents’ income earned in Alaska, and was the 
best method for the state to pay for and benefit from new economic developments.

P E R M A N E N T  FU N D

G overnor’s Sum m it All groups opposed use of the principal of the Permanent 
Fund. Most favored capping dividends for use either for state operations or to 
reinvest excess earnings in the Permanent Fund principal to increase future earnings.

Common G round. No use of the pi ncipal of the PF or any change to full 
inflation-proofing. Most groups recommended capping the dividends for either 
deposit to the Permanent Fund principal or for general fund use.

Alaska Credit Union League. Earnings of the PF, including funds now going to 
PFDs, will be needed to bridge the “gap."

Kenai Regional. Most groups recommended some plan to use Permanent Fund 
earnings to support state government. Most supported capping the Dividend and 
putting saved earnings back into the principal of the Fund.

Commonwealth North. All groups recommended that the Permanent Fund 
principal and inflation-proofing monies not be used. No group recommended 
eliminating the dividend. However, a majority recommended that the dividends be 
capped, and that earnings beyond dividends and inflation-proofing be used for 
general government or deposited in the Permanent Fund to generate future earnings.
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E C O N O M IC  D E V E L O P M E N T

Governor’s Summit. While all expressed the importance of future economic 
development, many expressed concern not to rely too heavily on speculative projects 
for future revenues, and that developments produce net revenue, to the state above 
costs. Most supported the development of ANWR, construction of a gasline and 
lifting the expoi: ban on Alaskan oil. Most identified the need to settle the mental 
health lands issue. Half the groups recommended streamlining the state’s regulatory 
and permitting systems.

Common Ground. Most groups assumed that either oil declines would not be as 
precipitous as projected, or that there would be additional small fields developed. 
Most also assumed revenues from construction of a gasline after the year 2000.

Alaska Credit Union League. Strong emphasis was placed on economic 
development. Governmental impediments in regulation and permitting should be 
removed, and incentives, including tax breaks, subsidies and infrastructure 
development, employed.

Kenai Regional. Most groups relied on revenues from the completion of a gas 
pipeline after 2001. Several groups supported aggressive marketing of our natural 
resources, settlement of the mental health lands issue and repeal of the export ban on 
Alaskan oil.

Commonwealth North. Most groups felt that any new economic developments 
would be based largely on market conditions and economic decisions outside the 
control of the state. However, a stable tax policy and removal of regulatory hurdles 
by the state would be helpful. No group believed that large-scale economic 
development would result in revenues substantially reducing the budget "gap” by 
2005.




