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SPONSOR STATEMENT

Senate Bill 88
A Policy on General Fund Revenue Shortfall

Senate Bill 88 reads as follows: It is the policy of the State ofAlaska that the amounts

appropriated equally from the Constitutional Budget Reserve fund ami the Earnings
Reserve Account. These few words adopt a course of action that balances the state

budget when a shortfall in general fund revenue exists.

Senate Bill 88

*  When needed, fills the potential fiscal gap in a way that minimizes
the financial impact on Alaska families.

* When needed, provides a bridge over the gap between general
fund expenditures and general fund revenues until our state's

natural resources can be further developed.

* Doubles the life expectancy of the Constitutional Budget Reserve
fund.

* May strengthen the Slate of Alaska bond rating and save millions
of dollars on future bond offerings.

Senate Bill 88 affirms a policy of Ihe stale that provides fiscal certainly when Ihe
general fund revenue is insufficient to fully fund the stale budget. Please join me

in support of this legislation.
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Senate Bill 88
A Bridge to development

April 5, 2005
www.akrepublicans.org/wilken
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FYO6 Operating & Capital Budgets - $7.6 Billion

Statutorily
Restricted
$744 M 10%

Other
Unrestricted
$68 M 1%

0B Permanent
Fund
$1.42 B 19%

Trust/
Dedica ted
$156 M 2%

(68% - 90%
Oil and Gas
Tax Revenue)

FY06 Budget as proposed by Governor Murkowski
Source: Legislative Finance



Billions of Dollars

1 ..What's the problem?

0 New General Fund Revenue Projected State Spending
3.5 m General Fund Baseline with a 2% increase
0 General Fund Budget

$2.3 B. General Fund base budget with FY06 & FY07 PERS unfunded liability adjustments.

Source; Legislative Finance
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.. ..and things can change quickly

"For'tre daodl orfor .

FYO6 Proposed General Fund Budget *

3000
2500
2000
Ho00 Unrestricted General Fund Revenue **
1000
500

0
$41 $42 $43 S44 $45 $46 $4. $46 S49 $30

Dollars Expressed n Millions

-500
Dollars per Barrel of O il-------=--m-mm-mmmmmmm e >
-1000

-1500

*  Assunes the Governor's pr buo%ﬁius $117.5 million for FYGG FERSTRS costs and $30 for new legislation/supplemental.
*x Iégrrtggs prerevgrayues nat directly affected by fluctuations In ail prices. Assures DOR Rl 2004 production projection of .932 million

Source: Legislative Finance



and they have

ALASKA CONSTITUTION
ARTICLE IX

Section 17. Budget Reserve Fund (&)
There is established as a separate fund in the
State treasury the budget reserve fund.
Except for money deposited into the
permanent fund under Section 15 of this
article, all money received by the state after
July 1, 1990, as a result of the termination,
through settlement or otherwise, of an
administrative proceeding or of litigation in a
State or federal court involving mineral lease
bonuses, rentals, royalties, royalty sale
proceeds, federal mineral revenue sharing
payments of bonuses, or involving taxes
imposed on mineral income, production, or
property, shall be deposited in the budget
reserve fund.... Money may be appropriated
from the fund only as authorized under (b) or
(c) of this section.

Voters approved amendment In 1990.

The CBR has been used
to,fill the fiscal gap 8
out of 12 years. oo

Approximately $5.5.
billion has been
withdrawh.

The state has deposited
into the CBR $5.6 billion
and earned $1.6 billion
In interest.



. for example

CBR Balance and Draws for FY94 - FYO5

nDraws Average Draw

$4,000
$3,500
$3,000 |
Ol
$2,500 ~
$2,000 q
$1,500 m’

$1,000

$500
M A

FYOIl FY02 FY03 FY04 FYO05
ource: Legislat

Draw. out of .. gears " Average draw.... M
Current balance



Alaska Is a resource state



... a bridge Is needed -

. Fl’(m TOdaU to Devetopfnei

Potential Future Oil and Gas Rev
Fall 2004 Revenue Forecast, FY06 Proposed General

4000
General Fund Budget.
(7))
C - -
o Unfilled Fiscal Gap
=
17es
General Fund Revenue
Fall 2004 Revenue Forecast
o]
2006 2007 2003 2009 2010 2011 2012 2013

$2.3 B. General Fund base budget with FY06 & FY07 PERS unfunded liability adjustments.

Source: Office of Management and Budget

/tt

enue
Fund Budget

2014 2015 2016

Base is inflated by 2%.



Several Pots of Money

Reduce State Spending Income Tax EH
(Save a $, Earn a $) ($600 M) .[*)

Permanent

Fund Earnings

Corporation Tax Other Revenue

L] ,, . L]
$ 2 - B reallzed tv jt (Tobacco Tax, Alcohol Tax,
($50_$100 IVI) 3 n * Fisheries Tax, Car Rental
nirly S Tax, Studded Tire Fee, etc.)
(After PFDs and Inflation rtf'
Proofing) dr
Alaska-Perm Fund FinanciatProjections
Sales -I-fo » December, 2004 CBR

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

(Constitutional Budget Reserve)



4,000

3,500

3,000

2,500

2,000

$ Millions

1,500

1,000

$2.3 B. General Fund base budget with FY06 & FY07 PERS unfunded liability adjustments.

2006

Potential Future Oil and Gas Revenue
Fall 2004 Revenue Forecast, FYO6 Proposed General Fund Budget

0 Baseline GF » NPRA

General Fund Budget

General Fund Revenue
Fall 2004 Revenue Forecast

2007 2008 2009 2010 2011 2012

2013

0 Central North Slope 0 Beaufort Sea »m ANWR » Bristol Bay/Other 0 Gas Line if CBR

2014 2015 2016

Base is inflated by 2%.



.sowhati f . e

The Legislature splits the
future fiscal gaps with
equal contributions from
the Constitutional Budget
Reserve and the Earnings
Reserve Account?

(SB . .)



$ Millions

... and we build a bridge

Potential Future Oil and Gas Revenue
Fall 2004 Revenue Forecast, FYO6 Proposed General Fund Budget

General Fund Budget®

General Fund Revenue
Fall 2004 Revenue Forecast

2006 2007 2008 2009 2010 ~.011 2012 ..013 2014 2015 2016

$2.3 B. General Fund base budget with FY06 & FY07 PERS unfunded liability adjustments. Base is inflated by 2%.

Source: Legislative Finance and OMB (Based on Fall 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
9th Edition, 1998, Pages 1 & 2

yes, We C&iA,IIII

The Earnings Reserve
Account, a result of *
wise investment of our
Permanent Fund, has
bejen andlstill i1s >
available to the
legislature by a simple
majbrity vote of 21-11.



PF financiaf projections say ..
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Our Permanent Fund®and our
250 o Earnings Reserve .

(bxcept NPR Alaska Permanent Fund Deposits

PRINCIPAL

Protected by the Constitution
Value = $27.2 Billion

(PLUS $2.6 Unrealized Gains)

EARNINGS RESERVE ACC'I

Value = $3.3 Billion

(Available to the Legislature by Majority Vote)

Dividends

Other
$2.1 B



Alaska’s Crown Jewels  's

.. The'ConstitutionalBudgetReserve fuiA,d cn/vd

the E flm m gs Reserve A ce Mui™t...

Only legislature in America deciding how
to manage $31 billion for 650,000 people

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

.* |nvesting |n corparate America

e |nvesting |n America’s socle
o [nvesting In Ame ncaquﬁctuty

The CBR and the ERA form the abutment
to our Bridge to Development |,



.. but what about my check

3

How m uch Less Is m y P FL If the Legt-stature”™ draw s
.$ 250 M from the ER A each yecrr?
Fiscal ERA Fiscal Years Ahead
Gap Draw
(millions) (millions) 1 2 3 4 5 6 7 8 9 JO

200 100 $0 $2 $4 $7 $12 $18 $25 $31 $38 $44
300 150 $0 $2 $5 $11 $18 $27 $37 $47 $56 $66
400 200 $0 $3 $7 $14 $24 $36 $49 $62 $75 $88
500 250 $0 $3 $9 $18 $30 $45 $61 $77 $93 $110
600 300 $0 $4 $11 $21 $36 $54 $73 $93 $112 $132
700 350 $0 $4 $12 $25 $42 53 $85 $108 $131 $154
800 400 $0 $5 $14 $28 $48 $72 $98 $123 $149 $176
900 450 $0 $6 $16 $32 $54 $81 $110 $139 $168 $199
1,000 500 $0 $6 $18 $35 $60 $90 $122 $154 $187 $221

Source: Legislative Finance (Based on 7.0% rate of return, Perm Fund Financial Projections, Dec. 31, 2004)
Differences shown are for eacn Fiscal year; total of each row would be the cumulative effect per person.



1

... how doqs this compare to *
status quo?.

Howmuch less is my PFDifthe Legislature draw s

$250 M from the ERA every year for 10 years?

$2,500
O Dividend Check: No CBR/EIMA draw Dividend Check: $250 M. CBR/ERA draw
£ $2,000
S
o
£
<
v $1,500
[}
o]
<
(@)
2 $1,000
@
N
2
)
$500
FYO06 FYO7 FVO08 FYO09 FV10 FY11 FVi12 FY13 FY14 FY15

Source: Legislative Finance (The PFD amounts are rounded to the nearest $10.00)

A nswer: In five years, it's 30 less. In ten years, its $110 less.



<

What does this realtymean?

W hat w ill I give up l'f the S arwlwgs. Tzeserve A ccoun't
ls reduced by4 2 -50 M each year for tew years?
Year On Year T Year Th
THACCINDL m
m sE S ‘Sa?Vv
myPT.TTE
V- hJ:
j
Alm ost. NotWoAQ Ov~t Latte oiA"e. M ovie

Year Four Year Ave Year Ten

t & E£E£7}% Ss. |

=

A iar:*t Tlz™a A Womfli/Vs Haircut® A FCI1A/C(I)/* 20

IXI/U'Lgi'" -for 3



e ... let's compare alternative
revenue sources.

Incom e Tax , Sales T ax
Raise $250 M illion |F ? Raise $250 M illion
Married, Two Children EbLst $§1,00880 Married, Two Children cest §95090
($57,tJD0 Adj. Gross Income) ($57,000 Adj. Gross Income)
Source: Department of Revenue Source: Department of Revenue (2.75% Sales Tax)

E arnings R eserve
Raise $250 M illion

Married, Two Children
Cost $12

_ ) ) (Slide 18)
Source: Legislative Finance

*Under the Bridge to Development Plan (SB 88),
all Alaskans share in the Power of Earnings.

Information is based on the second year of implementation.
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let’s use only when needed

- Senate Bill 88 demands spending

'.accountability because ... %
. .. . N

* (1) the Earnings Reserve Account is
Nihe people's money and

(2) each legislator must answer to the
public on how much was spent
from the Earnings Reserve to fund
state services.



.. and to summarize

The. ....... twelop. .... PUna,
Br qggs tf]e State of Alaska revenue needs
Unti~cievelopment can ocour

SR
W e N R
o SR e



and ... %
\Nh%] asrl@ee(#g“clwmln|m|zes the financial Impact

Doubles the Iife of the CBR
SR i e

Frowﬁn % th a Stable and depenaable
Thank You|

eeeeeeeeeeee
www.akrepublicans.org/wilken
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50-50 Modal

NWAFOM
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Q tnfil Inputs:

DORrtn:ixu foment

APFEC Projection Inputt:

trm viti®)

(millions)
Budnet Growth Rate
Inflation Rato
CBR Earnings Rato
Baseline GC Revenue
Resource Development

_ Statutory Net Income
Principal Ending) Balance
V Endmg Balance

ERA Ending Balance
Accumulated Unrealised
Dedicated Revenue

~ Other/Special
Dividend Transfer
Inflation Proofing

FYO06 FYO07 FYO08
2.0% 2.0% 20%
26% 2.6% 2.6%
47% 47% 4.7%

2301 1987 1701
0 0 0
1588 2114 2231
25681 20691 27,660
31172 32927 46
2732 3284 3732
2742 2934 3130
3% 312 245

A 23 24
690 885 1082
b1 676 01

JHCIUU AN [ *+*

FY09
20%
26%
47%

1616
0

2,340
28643
36186

4176

2

1170

FY12
2.0%
26%
4.7%

1549

26%4
31749

FY13
20%
26%
4.7%

1475
L1467

2822
32829

6,510
4309

1352
832

FY14 FY15
20% 2.0%
2.6% 26%
47% 4.7%

1416 1349
1710 1970
2,956 3094
33930 35051
45719 47846
7189 7911
4579 4863
206 1%

37 39
1417 1484
859 888

7:48 AM - 2/18/2005



Alaska Permanent Fund Corporation
801 West 10th Street, Suite 302 Juneau, AK 99801
Tel: (907) 465-2047 Fax: (907) 586-2057

MEMORANDUM

TO: Senator Wilken

FROM: Chris Phillips
Director of Finance
Alaska Permanent Fund Corporation

DATE: March 2, 2005

SUBJECT: SB 88 financial analysis

Per your request, we have reviewed your presentation materials for SB 88. usmg financial
analysis prepared by Legislative Finance. We focused our review on how SB 88 would
affect the Alaska Permanent Fund’s annual distribution, particularly the annual per

person dividend projection.

Specificall), we reviewed several scenarios of constant payouts of between $100 million
and $500 million annually, which would be drawn from the accumulated realized
earnings account each year, after paying the dividend and inflation proofing the principal
of the Fund. The projected dividend differences outlined on slides 18 and 19 of your
attached presentation are reasonable given the median case realized return assumptions
for the Fund. Due to rounding, our numbers may differ slightly from Legislative Finance
in any one year; however, we believe these differences are immaterial.

Under SB 8S, the resulting difference in the dividend check using an annual draw to fund
the fiscal gap is jmall early on. For example, if $250 million (less than 1% of the Fund’s
total value) is removed from the accumulated realized earnings account each year, the
dividend is affected only by the lack of earnings power of the amount withdrawn. Given
the five year average in the camings formula for the dividend outlined in statute, it takes
several years for the impact of annual draws to noticeably affect the per person dividend

check.

If you have a  further questions you would like us to address, please feel free to contact

us.
Attachment: PowerPoint slides

cc: Rob Carpenter, Legislative Finance
Laura Achec, APFC
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SENATE COMMITTEE REPORT
First CommitU 3 of Referral

DATE: 2/2/05 FURTHER:

Date of 5-Day Notice: 10 DATE TURNED /.n
(in accordance with Uniform Rule 23) INTO OFFICE: 3 /7217

State Affairs Committee considered SENATE BILL NO. 88

SB 88 POLICY ON GENERAL FUND REVENUE SHORTFALL

"An Act relating to the policy of the state regarding tle source of funding used to cover a shortfall in general
fund revenue."

and recommends:

Senate Bill:
] be replaced with CSs [ ] Same Title

[ 1 New Title
] adopt previous _ Cs

House BIll:
] attached amendment(s) [ ] Same Title

[ j Technical Title

adopt Letter of Intent b c itt Change

I adop Y ommitiee [ ] New Title W
] further referral to Committee SCR#__
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):
Department Date Fiscal Indet. Zero FN# Department Date Fiscal Indet. Zero FN#
[/lonCiMic 1

[ 1 APPROPRIATION - no fiscal note





