




HOUSE COMMITTEE REPORT
( i i )
Dt'ti Referred, to Committee: January 16, 1998 FURTHER REFERRALS:

Date of Committee Action: *\ 11

The FINANCE Committee considered: HB 325

HOUSE BILL NO. 325 APPROPRIATIONS: OPERATING BUDGET

“An Act making appropriations for the operating and loan program expenses of state government, for certain programs, 
and to capitalize funds; making appropriations under art. IX, sec. 17(c), Constitution of the State of Alaska, from th-** 
constitutional budget reserve fund; and providing for an effective date.”

recommends it be replaced . s  v. [ ] the same title
w ith the fo llow ing committee substitute Q J t S  n  S  S )  ^  C  ̂  \ C \ \  [ ] a new title

[ J additional referral t o _________________________ Committee
[ 1 attached amendment(s)

A D O P T S : Letter o f  Intent

ATTACHES NEW  FISCAL NOTE(s): (DepI. APPROVES PREV IO US :
[ J fiscal note(s) _________________________  [ ] fiscal note(s) _________________________________

[ J zero fiscal note(s) __________________ [ ] zero fiscal note(s)

! SIGNING WITH RECOMMENDATIONS
i

CHA IR 'S  SIGN
S ' t—' rv v

r r v A A



S t a t e  o f  A l a s k a _____________________________
T o n y  K n o w le s ,  G o v e r n o r  O f f i c e  o f  M a n a g e m e n t  a n d  B u d g e t

P O  B o x  1 1 0 0 2 0  
J u n e a u  A K  9 9 8 1 1 - 0 0 2 0  

(9 0 7 )  4 6 5 - 4 6 6 0 , fa x  4 6 5 - 3 0 0 8

T o : A n n a le e  M cC o n n e ll 

D ire c to r

F ro m : B rad  P ie rce
S en io r P o licy  A n a ly s t

D a te :  F eb ru a ry  4 , 1998

S u b je c t :  O p e ra tio n s  and
M a in ten a n ce  C o s ts  o f  
S ta te  B u ild in g s  an d  
In fra s tru c tu re

A tta c h e d  is an  e s tim a te  d ev e lo p e d  fo r the  L o n g  R an g e  F in an c ia l P la n n in g  C o m m iss io n  in  
1995 o f  w h a t sh o u ld  be sp e n t fcv ad eq u a te  o p e ra tio n s  and  m a in ten an c e  o f  A la s k a ’s p u b lic  
in fra s tru c tu re .

T h e  e s tim a te  fo r p u b lic ly -o w n e d  b u ild in g s  uses fo n ^ ^ iu s  d ev e lo p ed  b y  n a tio n a l fa c ility  
m a in te n a n c e  ex p e rts  b a se d  o n  a  p e rcen tag e  o f  th e  b u ild in g ’s re p la c e m e n t v a lu e .

I ’d  lik e  to  s tre ss  tha t th ese  a re  o n ly  e s tim a tes  b ased  on  1995 data .



O p e r a t i o n s  a n d  M a i n t e n a n c e  C o s t s  o f  A l a s k a ' s  P u b l i c  I n f r a s t r u c t u r e

P u b lic  B u i ld in g s

O p e r a t io n s  c o s t s  a r e  f ix ed  c o s t s  a s s o c i a t e d  w ith  th e  d a y  to  d a y  o p e r a t io n  o f a  p u b lic  
facility. P e r s o n n e l  c o s ts ,  utilities, jan ito ria l, g ro u n d s  m a in te n a n c e  a n d  risk  m a n a g e m e n t  
f e e s  a r e  b a s i c  c o s t s  o f o p e r a t i o n s  a n d  a r e  f u n d e d  a s  s u c h  in e a c h  a g e n c y 's  b u d g e t .  
O p e ra t io n a l  e x p e n s e s  g e n e ra l ly  t a k e  p r e c e d e n c e  o v e r  o th e r  e x p e n s e s .  M a in te n a n c e  
a n d  r e p a i r  a n d  r e n e w a l  a n d  r e p la c e m e n t  c o s t s  a r e  ju s t  a s  ta n g ib le  in th e  life c y c le  o f 
p u b lic  b u i ld in g s  b u t  a r e  o f te n  n o t  a d e q u a t e l y  f u n d e d .

R o u t in e  M a in t e n a n c e  a n d  R e p a i r

R o u tin e  m a in te n a n c e  is th e  d a y - to -d a y  s c h e d u le d  a n d p r e v e n ta t iv e  
m a in te n a n c e  re q u ire d  to  k e e p  bu ild in g s o p e ra tio n a l a n d  in a  co n tin u a l 
s t a t e  o f r e a d i n e s s .  M in o r  r e p a i r  is  a l s o  in c lu d e d  in th is  c a te g o r y .

* R o u tin e  m a in te n a n c e  c o s t s  for A la sk a 's  public bu ild in g s is e s t im a te d  a t 
$ 3 5  m illion  p e r  y e a r .

T h e  a v e r a g e  a g e  of A la s k a 's  p u b lic  b u ild in g s is  2 3  y e a r s  o ld ; m a n y  o f th e  
facilities built d u rin g  th e  8 0 s  b o o m  y e a r s  a r e  n o w  re a c h in g  th e  e x p e n s iv e  
s t a g e  o f th e i r  u s e f u l  life.

R e n e w a l  a n d  R e p l a c e m e n t

R e n e w a l a n d  re p la c e m e n t  c o v e r s  th e  s c h e d u le d  re p la c e m e n t  of w o rn  o u t 
m a jo r building c o m p o n e n ts  a n d  th e  retrofitting o r  re p la c e m e n t of o b s o le te  
o r  inefficient building s y s te m s .  U p g rad in g  to  c u rre n t c o d e s  is  a lso  
in c lu d e d  in th is  c a te g o ry . R e n e w a l a n d  re p la c e m e n t fu n d in g  m a in ta in s  
a n d  in s o m e  i n s t a n c e s  e x t e n d s  t h e  u s e f u l  life o f fa c il it ie s .

R e n e w a l a n d  re p la c e m e n t c o s t s  for A la sk a 's  pub lic  bu ild in g s is e s t im a te d  
a t  $ 2 9  m illion .

D e fe r r e d  M a in te n a n c e

Institu tions d o  n o t no rm ally  p ro g ra m  for d e fe rre d  m a in te n a n c e  b u t it 
b e c o m e s  a  fa c t of life w h e n  a n n u a l  r e s o u rc e s  a r e  n o t su ffic ien t to  
c o m p le t e  th e  w o rk  r e q u ir e d  to  k e e p  fa c il it ie s  in o p t im a l  c o n d i t io n .

O v e r  th e  long  te rm , it is  m u c h  le s s  co s tly  to  m ain ta in  facilities th a n  to  let 
th e n  d e te r io ra te  to  th e  p o in t w h e re  it is n o t c o s t  e ffec tiv e  to  k e e p  th e m  
o p e ra tio n a l a n d  n e w  c o n s tru c tio n  is re q u ired . T h u s  d e fe r re d  m a in te n a n c e  
is  a  r e a l  m e a s u r e  o f t h e  c o s t  o f n e g le c t .

♦ T h e  a n n u a l  c o s t  of m a in te n a n c e  fo r s ta te  facilities is p ro je c te d  to  b e  $ 6 4  
m illion, w hile  th e  d e f e r re d  m a in te n a n c e  b a c k lo g  is e s t im a te d  a t  $251  
m illion . ( S e e  T a b le  .)



Facilities Won^i.oel

F acilities M ain tenance M odel

<1> (2) Required O  &M, Deferred Percent of

No. ot Square Average Replacement Maintenance & Renewal & Repair & Replace Malnit nance Replacement

Agency Bldgs. Feet A g e Value Repair Replacement Budget Backlog Value

Courts 1 1 64,087 19.5 102,205,823 1,534,287 1,173,279 2,707,566 1,755,300 1.7%

DCED 12 16,970 11.8 3,108,015 46,620 21,573 68,194 0 0.0%

A D F G 304 518,785 24.1 104.V83.442 1,562,752 1,476,954 3,039,705 3,702,000 3.6%

DHSS 36 538,779 16.0 203,939,463 3,059,092 1,919,430 4,978,522 13,552,500 6.6%

D M V A 82 593,598 23.6 82,993,492 1,244,992 1,152,228 2,397.221 2,905,952 3.5%

DNR 151 208,938 22.8 23.627,196 354,408 316,882 671,290 2,960,100 12.5%

O O A 12 492,327 21.2 118,580,047 1,778,701 1,478,763 3,257,464 9,838,300 8.3%

D O C 82 1,034,379 17.0 320,740,575 4,811,109 3,207,406 8,018,514 12,365,000 3.9%

DOE 28 380,909 33.5 63,626,885 954,403 1,253,824 2,208,227 4,500,000 7.1%

DOT/PF 651 2,461,945 21.6 357,181,516 5,357,723 4,538,306 9,096,029 44,281,000 12.4%

DPS 62 270,259 19.9 76,102,155 1,141,532 890,843 2,032,375 1,199,900 1.6%

Legislature 2 118,540 46.0 32,815,230 492,228 887,942 1,380,170 385,000 1.2%

University 372 4,860,691 21.8 847,542,799 12,713,142 10,868.490 23,581,632 153.923,585 18 2 %

Total 1,805 11,640,207 23.0 52,336,732,650 535,050,990 529,185,920 564,236,909 5251,368.637 10.8%

Notes: (1) Association ol Physical Plan I Administrators Formula = 0.015 " Replacement Value. 
(2) Modified Sherman -  Dergis formula = 0.75 * Replacement Value " Age /1,275.

Source: "Alaska's State Owned Buildings: An Inventory and Assessment," U ol A Slatowido Facilities Ollice, February 1995.



A l a s k a ’ s  T r a n s p o r t a t i o n  N e t w o r k :  H i g h w a y s .  A i r p o r t s .  H a r b o r s  a n d  F e r r i e s

D O T P F  E s t i m a t e d  M a i n t e n a n c e  N e e d s
($  t h o u s a n d s )

C u r r e n t  M & O  F u n d in g

A d d itio n a l A n n u a l  M & O  
N e e d e d  to  P ro p e r ly  M a in ta in  th e  
S y s te m

H i g h w a y s  A v ia t io n  H a r b o r s  T o ta i

5 7 .0 0 0  1 6 ,2 0 0  1 0 0  7 3 ,3 0 0

1 6 .0 0 0  4 ,5 0 0  4 ,0 0 0  2 4 ,5 0 0

T o ta l A n n u a l  M & O  N e e d e d 7 3 ,0 0 0  2 0 ,7 0 0  4 ,1 0 0  9 7 ,8 0 0

C a p i ta l  In fu s io n  N e e d e d  to  E l im in a te
D e f e r r e d  M a in t e n a n c e  B a c k lo g  3 0 ,0 0 0  1 2 ,0 0 0  3 0 ,0 0 0  7 2 ,0 0 0

D e te r io r a t i o n  o f  t h e  s t a t e ' s  t r a n s p o r t a t i o n  n e tw o r k  d u e  to  u n d e r f u n d i n g  o f  a n n u a l  
m a i n t e n a n c e  is  a  s ig n i f i c a n t  c o s t  to  t h e  e c o n o m y .  S t a n d a r d  e n g i n e e r i n g  e s t i m a t e s  
p ro v id e  t h e  b a s i s  fo r  t h e  t a b l e  a b o v e .  T h e s e  e s t i m a t e s  a r e  fo r  f a c i l i t ie s  m a in ta in e d  by  
th e  s t a t e  o n ly  -  m u n ic ip a l i t i e s  a r e  r e s p o n s i b l e  fo r  m a i n t e n a n c e  o f  s o m e  o f  th e  r o a d  
s y s t e m  a n d  s e v e r a l  h a r b o r s ,  w h ile  t h e  i n te r n a t io n a l  a i r p o r t s  h a v e  th e i r  o w n  p r o g r a m  
r e c e ip t s  fu n d in g .

A la s k a  is  a  g ro w in g  s t a t e  w ith  m a s s iv e  in f r a s t r u c tu r e  n e e d s .  T h e  
f u n d a m e n ta l  p ro b le m  is  to  s t r ik e  a  s u s t a i n a b l e  b a l a n c e  in o u r  c a p i ta l  a n d  
m a i n t e n a n c e  s p e n d in g  th a t  a l lo w s  fo r u p k e e p  o f e x is t in g  in f r a s t r u c tu r e  
v 'h i le  c o n t in u in g  to  b u ild  to  s u p p o r t  a  g ro w in g  e c o n o m y .

• E x p e r ie n c e  h a s  s h o w n  th a t  w h e n  m a i n t e n a n c e  o f p u b l ic  in f r a s t r u c tu r e  is  
n e g l e c t e d  fo r  a  p e r io d  o f  y e a r s ,  p o litica l p r e s s u r e  b u ild s  a n d  th e  r e s u l t  is  
likely  to  b e  a  v e ry  la rg e  c a p i ta l  s p e n d in g  s p r e e  w h e n  r e v e n u e s  b e c o m e  
a v a i la b le  a s  w a s  th e  o ,? s e  in F Y  9 4  w h e n  $ 7 0 4  m illion  in s t a t e  g e n e r a l  
f u n d s  w a s  s p e n t  o n  c a ,  ' t a '  p r o je c t s ,  m u c h  o f it to  a d d r e s s  d e f e r r e d  
m a i n t e n a n c e  i s s u e s .



P r o j e c t i o n  w i t h  G o v .  K n o w l e s '  F Y 9 9  I n i t i a t i v e s  a n d  J a n u a r y  O i l  P r i c e  F o r e c a s t  f o r  F Y 9 9

F is c a l  Y ear

. j . w.SQPQ. . : 2QQ1 < 2flQ2
A ll dollars in m illions except o il prices. Average O il Price ($/bbl.) $16.48 $17.28 $18.34 $18.93 $19.50

O il Production (M M bbl/day) 1.32 1.31 1.36 1.35 1.33
Assuming SI5/bbl. for rest January

A vailab le  Revenues: D epartm ent o f Revenue o fF Y 98 Update Fall Revenue Sources Book

I General Fund Net Disposable Unrestricted Revenue 2,004.4 1,901.0 1,962.6 1,965.7 1,946.4
2 Constitutional Budget Reserve Fund (CBRF) Earnings (requires 3/4 vote o f  legislature) 285.0 237.4 237.7 239.5 232.8

3 General Fund Surplus Carryforward and ILTF 75.0

4 T o ta l General Fund Revenues and C B R F  Earnings 2,364.4 2,138.4 2,200.3 2,205.2 2,179.2

Expenditures: O ffice o f  Managem ent and Budget 1/06
5 Operating - Agency budgets including supplemental. 1,099.2 1,129.0 1,129.0 1,129.0 1,129.0

6 K -12  Education (FY 99 w ith Gov's. Q uality Education initiative, then w ith enrollment @ 1.5% plus 670.1 710.3 728.1 746 3 764.9

1% statutory increase)
7 Other Formula - Longevity Bonus, Medicaid, Temporary Assistance to Needy Families, Power Cost 413.6 389.1 391.0 393.0 395.0

Equalization, etc. A fte r FY99, growth at 0.5%.

8 Existing General Obligation Debt 5.9 3.0 2.4

9 Existing School Debt Reimbursement (Schools backlog funded entirely with tobacco tax revenues.) 56.1 44.8 54.7 42.7 31.0

10 Existing Lease Financing 10.3 16.3 16.5 16.7 16.2

11 Capital Budget 91.7 92.3 92.3 92.3 92.3

12 Loans and Fund Transfers 22.3 22.2 17.3 17.3 17.3

13 T o ta l General Fund Expenditures 2,369.2 2,407.0 2,431.3 2,437.3 2,445.7

14 (Projected D raw  on C B R F P rinc ipa l)/E arn ings Surplus (4.8) (268.6) (231.0) (232.1) (266.5)

.2000 - 2 0 0 1  1 2002
15 CBR F B a la n ce -a t S ta rt o f Fiscal Year 3,171.7 3,180.5 3,185.1 1,227.1 3,233.4

16 Income at 7.16% (Jan. Department o f Revenue Cash Flow Update) 285.0 237.4 237.7 239.5 232.8

17 O il &  Gas Tax Dispute Resolutions 10.4 270.0 270.0 235.0 35.0

18 Miscellaneous Transfers 3.2 3.2 3.2 3.2 (0.5)

19 Draw from Income for Annual Budget (285.0) (237.4) (237.7) (239.5) (232.8)

20 Draw from Principal for Annual Budget (4.8) (268.6) (231.0) (232.1) (266.5)

21 C BR F Balance -  a t End o f Fiscal Year 3,180.5 3,185.1 3,227.3 3,233.4 3,001.4

• 'i i i i l : f t i - i i i ; rdi'ilV a * S i i ' E i.1 9 .9 9  u a .1 8 9 9 2QQP ■ 3 H H 1 . . . .

22 Earnings Reserve Account - at End o f FY 377 357 331 372 509
23 Permanent Fund Balance - at Find o f F'Y (m arke t) 23,387 24,651 25,991 27,486 29,161

Office of Management and Budget, 1/27/98

DRAFT DRAFT



S t a t e  S p e n d in g  p e r  A la s k a n  
D e c l i n e s  in  T o d a y rs  D o l l a r s

$4,000 l l l l l l l l l l

H I  O p e r a t i n g  1 1 1

4 7 0  l e s s  t h a n  ’ 7 9

l l l l l l l l l l l
$ 0

*79 ■89 '99

Office of Management and Budget 1/27/98



$ 3 3 8  M i l l i o n  o f  I n f l a t i o n  a n d  P o p u l a t i o n  

I n c r e a s e s  A b s o r b e d  S i n c e  F Y 9 5

B i l l i o n s  

$ 3 .5

$ 3 .0

$ 2 .5

$ 2 . 0

$ 2 , 8 9 1  b i l l i o n

$ 2 , 5 5 3  b i l l i o n
$ 2 , 4 0 7  b i l l i o n

F i n a l  F Y 9 5  G e n e r a l  G o v ' s  F Y 9 9  G e n e r a l  F Y 9 9  I f  A d j u s t e d  f o r  
F u n d  B u d g e t  F u n d  B u d g e t  C P I  a n d  P o p u l a t i o n

S i n c e  F Y 9 5

Office of Management and Budget 1/27/98



C o n s t i t u t i o n a l  B u d g e t  R e s e r v e

H e a l t h i e r  t h a n  E x p e c t e d
$ 4   — ----------------------------------

i $ 3 .3  b i l l io n

Billions

' 9 6  ' 9 9  ' 0 2

C o n s t i t u t i o n a l  B u d g e t  R e s e r v e

P r o j e c t e d  v s .  A c t u a l  D r a w s

D raw  Projected W hen 
Legislature Passed Budget

Actual CBR Draws 
and Jan. ‘98 Proiection

FY95 $513 m illion $22 m illion

FY96 379 285

FY97 409 ( 7 0 )  S u rp lu s

FY98 305 212 Jan . u p d a te

4 y r  to ta l $1606 m illion $449 m illion

FY 99 Gov 506 ??

Office of Management and Budget 1/27/98



TONY KNOWLES, GOVERNOR

D E P A R T M E N T  O F  R E V E N U E P.O. BOX 110400

O F F IC E  O F THE COM M ISSIONER

JUNEAU, ALASKA 99811-0400 
TELEPHONE: (907) 465-2300 
FACSIMILE: (907)465-2389

October 3 1, 1997

The Honorable Tony Knowles 
Governor of Alaska 
P.O. Box 110001 
Juneau, Alaska 99811 -0001

Dear Governor Knowles:

Though it’s not exclusively glad tidings, our Fall 1997 Revenue Sources Book offers much to enjoy. I am happy 
to report that in FY 1997 we collected nearly S2.5 billion in net disposable general fund unrestricted revenues. 
This was the best year for state revenues since 1991. Higher revenues were the direct result o f Alaska North 
Slope oil averaging $20.85/bbl.

However, we project lower revenues in FY 1998 and FY 1999 because of declining North Slope production and 
oil prices that are expected to average just over $ 18/bbl. We expect net disposable general fund unrestricted 
revenues o f $2,124 billion in FY 1998 and $1.9876 billion in FY 1999.

ANS production declined to an average of 1.405 million barrels/day in FY 1997 and we expect it to drop to 
1.325 million barrels/day in FY 1998, then to 1.310 million banels/day in FY 1999.

Returning to the good news, we forecast an increase in production in FY 2000 to 1.355 million barrels/day as the 
result of new fields currently under development. We expect production to remain at about that level through FY 
2001 before beginning to decline again.

Even with the short-term oil-patch renaissance, we still expect state oil revenues to decline over the long term 
since the new fields qualify- as economically marginal and therefore will not pay the same higher taxes as our 
larger yet diminishing fields. We are also faced with somewhat higher transportation costs to market our oil 
production as the existing ANS tanker fleet is refined or replaced with double-hull tankers.

The Revenue Sources Book projects state revenues from FY 1998 through FY 2020.

Though oil revenues will decline over time, Alaska’s total revenue picture, which we have developed with the 
Office of Management and Budget, continues to look very good. Our Revenue Sources Book projects the 
Constitutional Budget Reserve Fund will hold S3.6 billion by year-end FY 1999 and the Permanent Fund will 
reach a market value of $23.5 billion.

Sincerely,

.Wilson L. Condon 
Commissioner



Figure 10. GENERAL FUND UNRESTRICTED REVENUE, Nominal Dollars 
Actual (FY 1982-1997) and Projected (FY 1998-2020)
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Figure 11. GENERAL FUND UNRESTRICTED REVENUE, Real 1997 Dollars 
Actual (FY 1982-1997) and Projected (FY 1998-2020)
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