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from Committee



Building the Bridge

A n A Ilte rn a te S o lu tio n



So, where’s the problem?

FYO5 Operating & Capital Budgets

$7.6 Billion
O Trust/
Dedicated
$150 M 2%
_ _ ClFede *al Funds I
Jti Statutorily $3.01 B 39%
Restricted
$937 12%
O Permanent
Fund
$1.26 B 1>'ty3
a General Funds
0 CBR Draw $1.96 B 26%

$372 M 5%

Source: Legislative Finance



... and what’s the problem?
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. but things can change quickly

“"For the <"N"oodor for theB
(millions) FYO5 General Fund Budget - $2.34 Billion
3.500
3.000
2.500
2.000
1.500
1,000
ANS West CoastJune 2, 2004
500 ' " $39.01/bbl
S/hbl* :
33 34 35 36 37 38 39 40 41 42 43
(500)

Spring Forecast $28.30/bh

(1,000) 72 million eFiscal Gap_
! Long-term Forecast $22/bhl

$750 million -Fiscal Gap

(1,500)
(2,000)

‘Includes rovenues not directly alloclod by fluctuations in oil prices
‘Assumes DOR Spring 2004 Production Projection ol .980 million barrels per day

Source: Legislative Finance



. ..and they have

ALASKA CONSTITUTION
ARTICLE IX

| The CBR has been used
fﬁg:tleoir; i_:t.aEILijsdhgeedt :sezi;VSaraL;ZCiurEZ) in the to fi” the fiscal gap.

State treasury the budget reserve fund.
Except for money deposited into the

permanent fund under Section 15 of this Ap p rOXi mate I y $5 ' 5

article, all money received by the state after

July 1, 1990, as a result of the termination, bi I I ion haS bee n

through settlement or otherwise, of an

administrative proceeding or of litigation in a thd

State or federal court involving mineral lease WI rawn .
bonuses, rentals, royalties, royalty sale

proceeds, federal mineral revenue sharing The State has depos i ted

payments of bonuses, or involving taxes

imposed on mineral income, production, or $5 6 b' I I - d d
property, shall be deposited in the budget . I Ion an ea r n e
reserve fund.... Money may be appropriated

from the fund only as authorized under (b) or $2 bi I I ion in i nte reSt.

(c) of this section.

Voters approved amendment in 1990.
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but Alaska I1s a resource state
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Potential

Future Oil

and Gas Revenue

and a bridge I1s needed
cront Toacws L0 develop

Spring 2004 Revenue Forecast, FYO5 Conference Committee GF Budget

r>nnn n
FY 05 _Conference ittee General
2500.0 Fund Budget - $2.34 Billion
2.000.0 -
1,500.0 .
- - - g f
5000 - Spring 2004 Forecast

t

>g88 .

1 | Ci

Gas Line

Bristol
D-aw/?t_t-ho
day/Uiner,

tm
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Fiscal Year

D Kiitliik 200M Forecast . NPRA O Central North Sope - Beaufort Sea. ANWt O Gas Line » Bristol Bay/Other

Source:

Office of Management and Budget
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Several Pots of Money

Reduce State Spending Income Tax

(Save a $%$, Earn a $9%) ($600 M)

Permanent Fund

Earnings
Corporation Tax n> Other Revenue
$50-$100 M . i
( ) $1.5 B realized (varies)
earnings

($740 M after PFDs and
Inflation Proofing)

| Alaska Perm Fund Financial Projections
Sales Tax April 30, 2004 CBR

) ($200-%$300 M) ($2.1 B) 0



and why not just the CBR?

and Gas Revenues

Potential Future O il
3.000 _
FYO05 GF Budget Bristol
$2.34 Billion v Bay/Other
2500 e
2.000 CBR
DRAW G i
I Unfilled Fiscal as Line
§ Gap
= 1,500
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" — —
1,000
500 .Spring 2004 Forecast ras
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0O Spring 2004 Forecast a NPRA 0O Central Nortli Slojx- 0 Beaufort Sea m ANWR a Gas Line ¢ Bristol Bay/Other m CBR Filler

Source: Legislative Finance and OMB (Based on Spring 2004 Revenue Forecast)



.. but what If.

T h e Legislature splits the

future fiscal gaps with
equal contributions from
the Constitutional Bucfget

R eserve and th e Earninas.

R eserve A ccount?



$ Millions

...and we build a bridge

Potential Future O il and Gas Revenues
3.000
FYO5 GF Budget
$2.34 Billion v
2.500
Infilled Fisc
ERA DRAW
2.000
?2Developmer
aS»SRevnuc»!
1.500
1,000
Current Projected Oil
Revenue
500

2005 200G 2007 2008 2009 2010 2011 2012 2013 201«1 2015 2016 2017 2018 2019 2020

Source: Legislative Finance and OMB (Based on Spring 2004 Revenue Forecast)



but can we?

An Alaskan's
Guide to the Permanent Fund

The Fund would help create an
investment base to continually generate
future income. When oil ran out, Alaska
would still have a major source of state
revenues. Alaskans could use these
revenues to pay the costs of basic
government services, or for whatever
purposes future generations of Alaskans
decided.

Each year, the Fund would channel a
significant portion of the oil revenues
away from the legislature. Less state
income reduces the opportunity for
excessive state spending.

The Fund would transform non-renewable
oil wealth into a renewable source of
wealth for future generations of Alaskans.

Alaska Permanent Fund Corporation
9’h Edition, 1998, Pages 1 &2

yes, Weca’\iww

The Earnings Reserve
Account, a result of
wise Investment of our
Permanent Fund, has
been and Is stili
available to the
legislature by a
majority vote of 21-11.



PF financial projections say ..

ALASKA PERMANENT FUND FINANCIAL PROJECTIONS 2004-2014
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our Fund and our Earnings

Alaska Permanent Fund

PRINCIPAL

Protected by the Constitution

Value = $23.5 Billion

(PLUS $1.5 Unrealized Gains)

EARNINGS RESERVE ACC'T

Value = $1.5 Billion

(Available to the Legislature by Majority Vote)



the Earnings Reserve

“the Crowujewel of Alaska's, Fiscal Future?™

Only legislature in America deciding how
to manage $27 billion for 640,000 people

Every minute, every hour, every day, the
world helps build Alaska by

* Investing in corporate A merica
e Investing in America's society

e Investing in A merica's future

The Earnings Reserve Account Is an
abutment to our Bridge to Development



Fiscal
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. but what about my check
ssetnes s RESEIVE?

ERA
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$
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$

$
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Source: Legislative Finance (Based on 7.6% rate of return, Perm Fund Financial Projections, April 30, 2004)
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Dividend Check Amount

.. how does this compare to

the status quo?

N\
How much less is my PFD ifthe Legislature draws
$275 M (1/2 the average annual fiscal gap) from the
ERA every year for 10 years?
[O Dividend Check: no CBR/ERA draw O Dividend Check: $275 M CBR/ERA draw
$2.,500
$2,000 *
$1,500
$1,000
$500
$_
FYO5 FYOG6 FYO7 FYOB FYO09 FY10 m i FY12 FY13 FY14 J
Answer: In five years, it's 32 less.

In ten years, it's $120 less.
18



Dividend Check Amount

and to the suggested POMYV
method?

How much less is my PFD under the POMYVY method
rather than under the 50/50 ERA/CBR method?

O Dividend Check: $275 M CBPt/ERA draw m Dividend Check by POMV 5*0o method

$2,500

$2,000

$1,500 -

$1,000

$500 -

$-

FVOS FYO®6 FVO07 FYOO FYO09 FYIO FYy1l1l FYy1i12 FY13 FY1l14
Answer: In five years, it's $738 less.

In ten years, it's $748 less.



but Is this the best way?
LetISoowivart other revenue Sources.

Income Tax Sales Tax
Raise $275 Million _ Raise $275 Million
Married, Two Children Cost $1,0509 Married, Two Children Cost $1,035
($57,000 Adj. Gross Income) ($57,000 Adj. Gross Income)
Source: Department of Revenue Source: Department of Revenue (2.75% Sales Tax)

Earnings Reserve

Raise $275 Million
Married, Two Children COSt $12

Source: Legislative Finance

Under the Build the Bridge Plan, all Alaskans

share the Power of Earnings.
20

Information is based on the second year of implementation.



.. .and what about over time?

Cumulative Cost to a Family of Four

$12,000

O Income Tax
m Sales Tax

B Earnings Reserve

Source: Department cf Revenue and Legislative Finance

Cost to fill $550 fiscal gap: $ 275 M from C BR

and $ 275 M from one of three options.



but does this help the CBR?

General Fund Revenue State Spending
($1.96 B to $1.16 B) $2.3 Billion (GF)

V —

FYO5 FYO0O6 FYO0O7 FYO08 FYO09 FY10 FY11 2 FY13 FY 14
CBR Balance, Shared -0 CBR Balance, Not Shared

Source: Legislative Finance - expected CBR return @ 4.7% plus expected settlements

22



and what about the ERA?

6,000 _
Revised ERA
Original ERA (Match CBR to fund Fiscal Gap;
5.000 i1e
4.000
ifi
3,000
2,000
1.000 ta u
"1 H |
0 J L
FYO5 FYO6 FYO7 FYOS8 FYO9 FY10 FY11 FY12 FY13 FYl14
Source: Permanent Fund Financial Projections, April 30, 2004
B alance after dividends & inflation proofing
A fter funding state services, the ERA

m aintains a steady, evVven growing balance



.. A brief comparison...

POMV Method Build the Bridge

1. Amount of PFD 1. Amount of PFD
more predictable follows the market

2. More negative 2. Less negative
Impact on your PFD Impact on your PFD

3. Perm Fund principal 3. Perm Fund principal
may be Impacted protected

4. Perm Fund draw for 4. Earnings used only
state services IS If necessary for state

automatic services



let’s use 1itonly when we need

It...

Build the Bridge Plan demands
spending accountability because . . .

the Earnings Reserve Account Is the
people's money and . . .

each legislator must answer to the
Dublic on how much was spent from
'he Earnings Reserve to fund state
services.

For example .



. let’s summarize . . .
. Build the Bridge Plain,

.+~ Recognizes Alaska's natural resource
potential and opportunity for jobs

Recognizes the power of the Earnings
Reserve - «». CFOVN,Jevel of a flsc-al pl

dh Bridges the State of Alaska revenue
needs until development can occur

Establishes accountability by forming a
spending partnership with all voters



... and now the challenge
f0... sovernor cwuwa 10 the Legislature

It's tim e to recognize the power of the E arnings

R eserve.

It's tim e to have the courage, when needed, to

use the Earnings Reserve.

W e 're elected to work hard, get smart, and m a k e

th e right decisions for the people of Alaska,

= That's why we're here.

Thank you
Gary Wilken
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Anchorage Daily News

O pinion

(Published: June 14, 2004)

Stick with democracy
State fiscal fix needs to happen; constitutional juggling doesn't
Democracy is both hard to do and worth the trouble. It works, when it's applied. So why not trust it7

That's the question to ask about proposals to find a series of constitutional amendments that would
buy off enough votes in the Alaska Senate for a state fiscal plan — but at the price of less democracy
and accountability.

All this comes up in the effort to round up votes and ideas before next week's legislative special
session. Some people just can't resist trying to rig Alaska's democracy their way -- by demanding
permanent constitutional protection for something that ought to be a continuing policy decision.

Here are the general outlines of a deal being pursue The governor would get his 5 percent of
market value plan for managing the Alaska Permanent Fund and new revenues for government.
Democrats would get a 60-40 split enshrined in the constitution to provide generous dividends as
close to forever as government can provide. Republicans would get a constitutional spending limit
intended to prevent a future spending spree.

What's wrong with all that? Only that putting it in the constitution is unnecessary, that it assumes
this crop of politicians is smarter than all future ones, and that it would be a classic case of legislative

overreach.

Why not use the constitution we already have? Why not Insist this Legislature use its existing
authority to solve a problem everyone understands just fine -- rather than usurp the authority of
future legislatures to address problems nobody can predict?

Republicans make a mistake by seeking a spending limit that Inevitably would distort future
decisions. Democrats make a mistake by demanding enshrinement of a particular split for dividends
versus state services. Both would be better off to resist the urge to clutter up the constitution and
just do their work: restoring balance to state finances. Then they cr jld go home with the satisfaction

of a job well done.

BOTTOM LINE: Fix the fiscal gap, but leave the constitutional juggling act out of it.

it
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Anchorage Daily News

Subject: Anchorage Daily News
Date: Wed, 23 Jun 2004 09:00:09 -0800
From: "Walter J. Hickel" <wjhickel@gci.net>
To: Scnator_Gary Wilken@legis.state.ak.us

Good morning Senator Wilken:

| totally agree with your statement as reported in today’s Anchorage paper. A solution to the state's current budget
problems does not belong in the constitution.

The legislature was empowered by the constitution and given the legal standing in statute to make these decisions.
Nor do they require a vote of the people.

God Bless.

Wally

Infi 6/23/2004 10 33 AM
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