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The H onorable Gene T h erriau lt 
P residen t of the Senate 
A laska S tate  Legislature 
S ta te  Capitol, Room 111 
Ju n e a u , AK 99801-1182

D ear P residen t T herriau lt:

The operating  budget bill delivered today con ta ins my p ro p o sa l for the 
2005 fiscal year.

The Fiscal Year 2005  o p era tin g  budget m arks the a d m in is tra tio n ’s 
second opportun ity  to d em o n stra te  its com m itm ent to fiscal d isc ip line . O ur 
budget p lan is stra ightforw ard: control spending, m ake governm ent sm aller 
an d  m ore effective, stabilize revenues over the short-term , an d  increase  
revenues over the long-term .

The proposed budget is bu ilt on one principle: th a t we m u s t tak e  
responsibility  today for A laska’s tom orrow . Jo b s , hope, an d  acco u n tab ility  are  
the  reasons for the  a d m in is tra tio n ’s work to align s ta te  spend ing  in a  way th a t  
p rom otes econom ic developm ent an d  jobs in A laska and  provides hope for the 
fu tu re  to ou r younger genera tions.

The ad m in istra tio n  se t two p a ram ete rs  w ithin w hich it bu ilt th e  p roposed  
Fiscal Year 2005 budget: spend  less th an  th is y ear and  u se  no m ore th a n  $400 
million from the  s ta te ’s reserve accoun t. This la te r lim it is im p o rtan t because  
over the last 13 years th e  s ta te  h a s  sp en t m ore th an  $5 billion from th is  
reserve in order to prop u p  sp en d in g  a t a  level the s ta te  o therw ise cou ld  not 
afford. W hen we took office th e  ra te  of w ithdraw als from the reserve  acc o u n t 
w as projected to deplete the reserve by February' 2006.

Today there  is less th an  $2 billion in the reserve. It w ould be 
irresponsible to con tinue  sp en d in g -as-u su a l an d  ru n  the reserve a c c o u n t down 
to zero. C urrently  84 p e rc en t of s ta te  revenue com es from oil and  gas. The 
reserve was se t u p  to serve a s  a buffer ag a in st sw ings in oil prices. W ithout 
such  a cush ion , d ram atic  revenue d rops would m ean d ram atic  m id-year 
reductions in s ta te -su p p o rted  services. To prolong the life of th e  reserve, the
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adm in istra tion  is p ruden tly  u sing  it so it will la s t longer and  serve a s  a  “bridge” 
to the day w hen increased  revenue is realized from n a tu ra l resource 
developm ent. B ecause of ou r fiscal discipline, the reserve acco u n t is ex tended  
to J a n u a ry  2008. B u t it also is im p o rtan t th a t the  reserve m ain ta in  a  ba lance  
of a t least $1 billion to serve as a cu sh io n  a g a in st oil price fluc tuations. B ased 
on ou r spending  and  revenue proposals, the  reserve is expected to d rop  to $1 
billion in Ju ly  2006.

Spending m ore th an  we can  afford h a s  created  un rea lis tic  ex p ec ta tio n s of 
w hat governm ent can  and  shou ld  provide and  h as  created  services th a t  c a n ’t 
be suppo rted  over the  long-term  u n le s s  new  revenues are  found. This 
u n certa in ty  h as  d iscouraged private  b u s in e ss  from m aking serious in v es tm en ts  
in Alaska.

Until new s ta te  revenues a re  generated , we a sk  all A laskans to recognize 
th a t we m u st sh a re  the responsib ilities—an d  m ake sacrifices—to p u t th e  s ta te  
on course.

In developing the Fiscal Year 2005  proposed  budget, every d e p a r tm e n t 
engaged in a  process of self-exam ination in w hich it got down to th e  basics:

• Why does the d e p artm en t an d  program  exist—w hat is its  m ission?

• Does each  program  effectively co n tribu te  to achieving the  
d e p a rtm e n t’s m ission?

• W hat resu lts  a re  p rogram s su p p o sed  to be getting—and  a re  they?

• How efficient is the program  in u s in g  public dollars to get th ese  
resu lts?

This process, called “M issions and  M easu res ,” w as in itia ted  by the  
Legislature several years ago. My ad m in istra tio n  h as  bu ilt on the  L eg isla tu re’s 
work and  expanded it into a  m an ag em en t tool. We recognize th a t  these  
fram ew orks not only com m unicate  to A laskans the  “bang  for the b u c k ” th a t  the 
sta te  receives, b u t they also provide p rogram  m anagers w ith feedback on a 
p rogram ’s effectiveness, w here changes m ay be needed to im prove services, an d  
ju s t  a s  im portantly , w hich p rog ram s shou ld  be stopped  because  they  a re  n o t 
effective. In addition to reporting  th ese  re su lts  to the Legislature as p a r t  of the 
a n n u a l budget p rocess, we also will rep o rt to A laskans th ro u g h o u t the  y ear via 
the S tate  of A laska’s hom e page on the W orld Wide Web.
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The sp en d in g  p roposed  in  F iscal Year 2005  also reflects policy prio rities 
and  in c reases  the  s ta te 's  investm en t in  a re a s  of trad itio n a l responsib ility— 
protecting  th e  pub lic ’s safety  an d  education :

• E nforcing the  Laws: Tw enty T roopers, six  crim inal p ro secu to rs , and  
six  public  defenders a re  ad d ed  to im prove the  safety  of com m unities 
th ro u g h o u t th e  sta te ;

• P ro tecting  th e  V ulnerable: Tw enty social w orkers an d  n ine  civil 
a tto rn ey s , includ ing  a tto rn ey s  for Child in  Need of Aid, sexual and  
v io lent a ssa u lt, juvenile  delinquency, a n d  h u m a n  serv ices cases, are  
added  to increase  the s ta te 's  p ro tec tion  of those  w ho a re  m ost 
vu lnerab le ; an d

• K-12 foundation  form ula is funded  a t th e  h igher p e r s tu d e n t funding  
level approved by the  L egislature la s t  session . In  add ition , local 
schoo l d is tric ts  are  re im b u rsed  for school c o n s tru c tio n  d eb t an d  the  
p up il tra n sp o rta tio n  p rog ram  is funded  a t the  level requ ired  by law.

The top priority  for th is  a d m in is tra tio n  is to develop A laska 's  n a tu ra l 
resou rces in  o rder to generate  s ta te  revenue and  crea te  jo b s  to su p p o rt the  
quality  of life th a t  we w an t no t only for those  w ho a re  in A laska  today, b u t  also 
for those  th a t  will be here  in  the  fu tu re . Econom ic grow th is th e  b e s t w ay to 
balance a budget. If the  econom y is growing an d  expand ing  th a n k s  to policies 
th a t encourage  job  creation  an d  innovation , A laskans will be able to b e tte r  
provide for th e ir  fam ilies and  com m unities. The a d m in is tra tio n  h a s  b u ilt a 
budget th a t  encou rages private  investm en t.

B ut th e  receip t of revenues from  resou rce  developm ent tak e s  tim e—it 
took eight y e a rs  for the  s ta te  tre a su ry  to get revenues from  P rudhoe  Bay. While 
we diligently w ork  to develop these  reso u rces, we m u s t have “bridge financing" 
to a ss is t in ge tting  u s  to w hen th ese  new  revenues will s ta r t  to flow into  the  
treasu ry . O u r reserve acco u n t serves a s  th is  “bridge" an d  m u s t  be p ru d en tly  
u sed  betw een now  an d  then .

Investm en t in  o u r resou rce  d e p a rtm e n ts  is n ecessa ry  a s  we expand  ou r 
developm ent efforts. The proposed  bu d g e t ad d s  key s ta ff to the  D epartm en t of 
N atural R esources Oil an d  G as Division to aggressively w ork on th e  gas line, an  
expedited A laska  P en in su la  oil an d  gas lease  sale, opening  of N ational 
Petroleum  Reserve-A laska, and  fu rth e r  s tream lin in g  of o u r perm it p rocess.

The H onorable G ene T h erriau lt
J a n u a ry  12, 2004
Page 3



The D epartm ent of E nvironm ental C onservation  also is p roposing  to 
a ssu m e  prim acy for issuance  of C lean W ater Act perm its from the  federal 
governm ent. Not only will th is  m ean  A laskans are m aking  decisions in s tea d  of 
ou tside  b u reau cra ts , b u t we will be able to have m ore responsive d ec is ion ­
m aking th a t advances resou rce  developm ent an d  p ro tec ts th e  env ironm ent.

In term s of spending level, the  p roposed  operating  bu d g e t is a b o u t th e  
sam e level a s  the cu rre n t year. To m ain ta in  flat spending, a  to ta l of $145  
million in reductions had  to be tak en  in o rder to cover unavo idab le  in c reases , 
w hich include:

• R etirem ent system  costs  of an  add itional $29 p lu s  a n o th e r  $5  m illion 
in unem ploym ent in su ra n ce  and  w orkers’ com pensa tion  in c reases ;

• M edicaid, foster care, an d  o th er fo rm ula-driven  program  in c re a se s  
th a t w ent u p  $52 million due  to h igher m edical care  co sts  a n d  
increased  caseloads; an d

• S tate  deb t service obligations th a t increased  $42 m illion, of w hich $13 
million is to re im burse  school d is tr ic ts  for localty approved school 
construction  (bringing the  p rog ram ’s to ta l cost to $79 million), an d  
an o th e r increase  of $27 million to pay  for school c o n stru c tio n  an d  
tran sp o rta tio n  bonds approved by voters in  2002.

In spite of reductions to cover these  increases, the d e p a rtm e n ts  a re  
m aking  every effort to m ain ta in  the  c u rre n t level of d irect services. T h is is no t 
to say there will no t be changes in how  services are delivered to A lask an s—b u t 
no  roads will close in w in ter n o r will any s ta te  p a rk s  close.

To m anage reductions, d e p a rtm e n ts  were asked  to identify how to 
achieve adm inistrative-type savings. H um an resource  func tions have been  
consolidated  in the D epartm en t of A dm inistra tion  in stead  of being sp re ad  o u t 
acro ss 15 departm en ts. Not only will th is re su lt in a  savings of $ 6 4 0 ,0 0 0 , 
there  are  o ther efficiencies includ ing  c o n sis ten t m an ag em en t a d m in is tra tio n  of 
personnel law, labor co n trac ts , and  policies.

The D epartm ent of C orrections is conso lidating  adm in istra tive  
responsib ilities to save over $760 ,000  while the  D ep artm en t of H ealth  an d  
Social Services h a s  reorganized and  co n tin u es to reduce layers of m id ­
m anagem ent. The D epartm ent of A dm inistra tion  h a s  led an  en te rp rise-w ide  
inform ation technology (IT) review th a t  resu lted  in c reation  of IT s ta n d a rd s  and
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coordination  of technology w ithin and  betw een departm en ts. The s ta n d a rd s  
will tran sla te  into a t lea s t a  five percen t savings in com puter p u rch a se s . 
Im proved IT coordination  will m ean the  re su lts  of technology in v estm en ts  are  
sh a red  betw een program s and  d ep artm en ts , thereby  avoiding fu tu re  costs . A 
new  decision-m aking board  is tasked  w ith m aking  IT investm en t decisions from 
an  en terp rise-perspective  and  a  group of technology professionals h a s  been 
tasked  w ith offering enterprise-w ide advice.

In term s of the n u m b er of s ta te  em ployees, the  proposed budget de le tes 
409 full-tim e positions, of which 69 percen t (283) cu rren tly  a re  vacan t. 
E lim ination of vacan t positions rep resen ts  an  effort to have th e  budget b e tte r 
reflect the ac tu a l level of resources (both dollars and  staffing) necessary7 to 
deliver program  services, which is im p o rtan t in a  co st/b en e fit analysis.

In term s of revenues, the s ta te  is enjoying h igher oil prices. B u t in  sp ite  
of th is , the ad m in is tra tio n ’s overall p roposed spend ing  for F iscal Year 2005  
requ ires an  additional $75 million (this is above the  $400  m illion from  th e  
s ta te ’s reserve account.) To p ro tec t p ru d e n t u se  of the  s ta te ’s reserve, th e  
adm in istra tion  will be in troducing  several m easu re s  to generate  add itional 
revenues.
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Sincerely yours,

■Frank H. M urkow ski 
Governor

E nclosure




