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1037 GF/Menlal Health 0.0 0.0 0.0 0.0 0.0 0.0
Other (Specify Type-Do not abbreviate) 0.0 0.0 0.0 00 0.0 0.0
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This bill adds a requirement for a long-range financial plan covering the succeeding 25 fiscal years.
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Sponsor Statementfor SB2S

“An act relating to the state budget and to planning and reports
regarding state finances and operations; and providing for an effective

date”
January 22, 2007 .
Contarc¥: Luc% Shultz at Senator Fred Dyson's office (907) 466-219

This bill, if enacted, will require the governor tg develop as part of the state bud?et, and
tq present to the Ieglslature ach Jantiary, key elements of a 25-year long-range financial
plan for the state of Alaska.

Many of the decisions made and the actions taken by the governor and the legislature
have'an enduring and long-ran elmeac_t on the citizens of Alaska. The bulk ofthe 2006
Ieg|sla_t|ve $essjon was devotedto re |smg Alaska’s petroleum severance tax, an action
that will have dramatic Impacts on state révenues for many years to come. Much of the
remaindey of the session and two of the special sessions were devoted to debating a fiscal
contract for a natural gas pipeline. At the heart of both ;Ssues are the state’s revenues for
the next Ato 50 years, an% perha?s longer. Add|t|ona"3/, revenues from a natural Igas _
pipeline won't be'realized by the state fOr perhaps 10vears or more. Yet the governor is
currently onIP/ required to present a plan for the next fiscal year and a capital
Improvéments plan for the next six years.

Also of long-term concern are the state’s near- and Ionﬁ—te_rm expenses. . Last year a .
consultant Rired by the legislature presented a report showing dramatic increases in fire
state’s Medicaid expenses In the next few years. Durln% the presenéatlon the consultant
stated that Ifwe onlly looked at the near term we m|ﬁht ot see the dramatic chanPes In
store for Alaska in fater years. Demographics are ¢ anglng{ nationwide. Medical’and
education costs are forecast to increase substantially, even'to the point according to some
consultants of the potential of consuming all revendies in some states. How will'the
Alaska meet these obligations?

Three factors will combine to compound Alaska’s expenditures for Medicaid alone.

First, the cost Of_l\/lfdlcald IS ijec_ted to continue toTjse. Second, Alaskals =
experiencing an intlux of senlor Citizens who, along with Alaska s_agmq(populatlon, are
expected to Consume a greater share. of Medicaid services. Third, its likely the federal
share of funding Medicaid will continue tq decline as the federal government struggles to
t%alance the federfal budqet._ While increasing Medicaid benefits fOr next year may Seem
the proper thing for the Tegislature to do, a long term perspective must be"considere
because of the compoundlnq effect. In short, the legislature and the %overnor must
consider what Medicaid costs will be five, ten, or twenty years into the future.

PERS and TRS is another issue that necessitates a long-term perspective. Unfunded
liabilities such as PF.RS and TRS cannot be remedied Tnjust a few years. An unfunded
liability ofjust under S6 billion last year, may soon approach $10 billion,



Sponsor Statement for SB 25 (continued)

In addition, there are sybstantial deferred maintenance needs, the costs of which continue
to grow at a compounding rate.. Deferred maintenance for the Department of
Transportation and the University alone may soon reach SL billion. Unless action s,
taken soon to arrest the deterioration of Alaska’s roads and buildings, this amount will
Increase at an ever accelerating rate.

The state must have a Blan that %ddresses all these issues, not just for next year, not just
for the next six years, out over the long haul.

Alaska Statute 37.07.020 only requires the governor to present to the Ie(Tus_Iature a budget
for the next fiscal gfgar, and & capital Improyements program for the next six Xears. A
one-year look aheda does not ﬁlve the legislature surficient information to méke

meaningful decisions, especiafly if those decisions will impact Alaskans for generations

to come.

While no one can a?curatel forecast 25 years into the future, we Cﬁn look at trends, and
we can make annual adjustments as circumstances changg. Brazil has a 40-year energy
Rlan; BP has a 50-year plan for its Alaskan operations; and many Japanese companies

ave 100-year plans.

Alaskans from all walks of life, from ervate citizens to government officials, are
demanding a Iongnra%e plan, a plan that eve%one can understand, even if theél don't
agree with'the plan.. They want to know that their government Is responsibly considering
tfie long-term ramifications of decisions and actions. As the chief executive for the state
of Alaska It Is incumbent upon the governor to have such - plan and to communicate it to
all Alaskans. This bill institutionalizes these requirements.



Sectional Analysis
SB 25

“An act relating to the state budget and to planning and reports regarding
state finances and operations; and providing for an effective date”

Section 1-Pa e])Iines7 8 .
A AS 3/ 07.0%0(a currently sets forth requirements for the ,%overnor to prepare a

budget for the succeeding year and to prestnt it to the legislature.

B. In addition to the requirements of subparagraph (3) AS 37.07. currentl
requires the governgr to submit a six—?/ear%a ital( %provemer%%%)gram. Y

C. This bill will add to subparagrap,h (ba]a requirement for the governor to also submit a
“long-range financial plan covering the succeeding 2 years.”

Section 2-Page 1 line 12 , _
AS 37.07.02%§ currently s(sa es that the governor S proRosed expenditure for the
coming year mdy not exceed the estimated revenue for the coming year.

The subparaqraph also states that the proposed expenditures for the six-year capital
Improvements program any not exceed estimated revenues and bond authorizations.

This bill wall require the governor to explain how she expects to fund expenditures for
the next 25 years with sirilar restrictions of limiting expenditures to estimated revenues
and bond authorizations.

Section 3 - Pages 1through 3 . .
AS 37.07.040 IS amended nPa e 2 line 4to agd to the duties of the Office of
Management and Budget the requirement to assist the governor in the preparation and

explanation of the 25-year long-range financial plan.

Section 4 -Pa es_aiine16thJou?h Page 5, IiPeY o ,
AS 310 .060_&) 15 restructured to Ttemize the elements required in the %overnors
recomn|1endat|ons and amended to incorporate the new required elements ofthe long-
range plan.

A ltems ,(12 and (2) on Page 3, lines 23 and 24 - changes “vesults™to reuc ‘desired
results” 10 be consistent with us%ﬂe elsewhere in the Statute and with the verbiage
associated with the Missions & Measures pr?%ram. _

B. Item (3) on Page 3, lines 27 & 28- This item IS expanged to not only include an
assessirient of performance toward missions andl desired results, but also an
Indication of whether the governor considers adequate progress to have been made
toward achieving the missions and desired results. Prior stiomittals have included a
restatement of the statistics with no qualitative evaluation of what the statistics mean

0710y Rarge FarySdiod Arelysis 0L 1707 1



or whether the measlires have shown adequate progress. This item, along with
others included below, moves the Missions & Medsures from mere'y a réporting tool
toward a management tool, L
C. Item (4) on Page 3, lines 29 & 30 - Past administrations have been good about
providing this information. However, this new item requires the governgr to include
In the glans presented hereunder an estimate of revenues for the comm? fiscal year,
listed Dy revenue source. The intent is to have in one comprehensive plan, al| of the
elfetr}r]]en 5 necessary for the legislature and the public to evaluate the reasonableness
of the plans. _ . . .
D. Item (5) on Page 3, line 3L through Pagez} line 1- In like manner as ltem @’ this
:jtelm reg%llres thiat the major areas of expénditures for the coming fiscal year b
elineated. . . .
E ltem on Page4 lines2 & 3-The requirement alreacly exists. _
F. Ijem on Paje 4 lines4 & 5-Like Item (4) above, this item requires anestimate

o%the revenuis, by source and by year, for the six year capital improvements

100ra. . _— .

G. pltegn?ég on Page 4, lines 6 & 7-This requirement already exists. _

H ltem™ " (9on Page4 lines8  through 10- This existing requirement is amended to
ensure propoSed starttimes are included In the'governor’s recommendations

regardin pro%rams 0 _up%rade public buildings and facilities.

. Item (10) on Page 4, lineS 11 & 12 - This existing requirement is amended to add
clarifying verbiage fo reflect that “the programs” mentioned are the upgrading

Pro eCts addressed in Item (9). . _

tem (11) on Page 4, lines _th_rough 15- This item adds a new requirement for

the Igove nor to present a projection Of revenues for the next 2 years for each major

source of revenue. . The Iitem-also requires the governor to explain any significant

changes from rewou?_prOJectl%ns. _ ,

K. Item™(12) on Page 4, lines" 16 through 18- In like manner as Item (11) above, this
item adlds a new Tequirement for the governor to project expenditures, By each major
area of expenditure, for the next 2 years, and to explain any significant changes
from previous rogecﬂons. o _

L. Item (13) on Page 4, line 19- This new item requires the governor to state the
assumptions upon which bath the revenue ang expenditure 25-year projections have
been made so that the legislature and the public can evaluate reasonableness of such

r0jectiogs. _ T .

M. Pte élzg on Pa%e 4 lines 20 & 21 - If jhe projections indicate thaf expenditures
may excéed revenues this item requires the govemor to propose actions necessary to
either reduce expendityres or increase revenles. _

N. Item (15) on Page 4, lines 22 through 24 - This item requires the governor to
Include i the plan a discussion of not only the different actions set out in Item (14),
but also any necessaérly changes to the staté’s overall long range strategy.

O. tem (16)0n Page 4 lines 25 through 28 - Tins item requires:

1 Ananalysis ot the state’s debt burden;

2 The maximum debt burden the governor believes the state should undertake;

3 Astatement of whether the projected debt, based on the planned capital projects
and programs, will exceed such maximum;



VI.

4. fthe projected debt exceeds the governor’s maximum:
a. Plans for reducing state debt, below the maximum;
. Plans for satisfying outstanding bonds; and
. Plans for meeting Oeferred maintenance neecs. _
P. Item gl on Page 4, lifes 29 & 30 - This item requires the governor to provide:
1 Astatus of tfie state’s unfunded liabilities;
A trend analysis for such liabilities; and

3 The trategyfor funding such liabilities. . _

Q. Item (18) on Page 4, line 31 through Page 5, line 1- This item requires a
statemen regardm_% any anticipated™changes In federal fundlnP, and If there are
antlﬁlp%tedt_reductl ns in federal funding, how the governor plans to accommodate
such reductions.

R ltem %.35 n Page 5, lines 2 through 5- This item reguires the governor fo set a
minim ?evel rt%e buclget rese_r%e f5und, and to set 9orth a plaﬁ for making

E)ayments to the fund until the minimum Is achigved.

tém (20? on Page 5, lines 6 & 7- Ifthe state has an emerqenc fund to_cover

disasters the governor Is required to state the minimum levél of undln(f for such

fund and, 1f below such level, the plan for achieving the minimum level.

T. ltem (21) on page 5, line 8- If there are projected revenue surpluses this item

requires g discussion ?_f how su'h surE_Ius s Will be handled. _

U. Item (22) on Page 5, lines 9.& 10- Finally, the governor’s recommendation must
Incluge & discussion of the actions the legislature must take for the stated strateqy to
succeed. The recommendations must indicate the timing necessary for such actions.

Section 4 -Pages 5, line 11 through Page 6, line 30

A AS 3707, is amended to include the long-range plan (Page 5, line 12) in the
governor’ggﬂr%)al budget presentation to the Ieggislat%reP (e’ )

B. The chan%e at Page 5, line 14 requires the explanatory report, previously submitted
concurtrein ly with'the presentation, to be submitted td the legislature prior to the
presentation,

C. AS 37.07.060(b)(1) on page 5, line 17the revisor has made a grammatical
correction.

D. AS 37.07.%b 3) beginning on page 5, line 22 through page 6, line 30 is amended
{0 clarity wna %Ie?ns”gare adgresslgagJ ar%l 0 delingate gatha(I] prOJects,at%e capital
Improvéments program and the long-range financial plan.

Section 5-Page 6, line 31 establishes an effective gate of July é2(1)7 with the
resultant effect that these requirements are to be included in the Governor’s budget for
FY09 and her presentation t0 the second session of the twenty-fifth legislature in

January' 2008



Sec. 37.07.020. Responsibilities of the governor.

(3) The governor shall prepare a budget for the succeeding fiscal year that must
cover all estimated receipts, including all grants, loans, and money received_from the
federal government and all proposed expenditures of the state government. The budget
shall be"organized so that the proposed expenditures for each agency are presented
se aratoe%. he budget must e accomPanl_ed by the information required under AS
370750 an by_th? following separate bills: _%an ag ropriation b|||_author|zmgnth?
operating angl capita exgendltures of the state's integrated comprehensive mental nealth
program under AS 37.14.003(2); (2) an appropriation bill authorizing state_operatmg
exgendltures other than those Included in th%state's Integrated comprehensiye mental
hegltn rqgram; ??an_approprl tion bill authorizing capita %xpen Itures other than those
Included In the state’s integrated comprehensive mental healtn program; and (4)a bill or
bl|gf covering recommendatlonf, ifany, inthe budﬁet f_?r new or additional revenue. The
budget for the succeeding fiscal year and each ot the bills shall become public
Information on December 15at which time the (T1overnor shall submit CorPleS to the
legislature and make copies available to the P'Ub ic. The bills, identical in content to the
coP|es released on D_e?ember 15 shall be delivered to the rufes committee of each house

betore the fourth legislative day of the next regular session for introduction.

(b) In addition to the bud?e_t and bills submitted under @ of this section, the
goverrior shall submit a capital' improvements program and financial plan covering the
Succeeding six fiscal years.

-0 Proprosed expenditures may not exceed estimated revenue for the succeeding
fiscal year. The expenditures propased in the six-year capital improvements program and
financial plan may not exceed the estimated reveritie and bond authorizations passed and

proposed.
(d) [Repealed, Sec. 35 ch 126 SLA 1994],

@ The budg_et prepared under (3) of this section must present the proposed
0 e_ralng expendlitures for each agency for annual facility operations, annual _
aintenance and ,re_Paw, and periodic fenewal and replacement for components ofgubhc
buildings and facilities separately from the other proposed qperating expenditures by the
a%enc ~Proposed annual a&)proprlatlons for an %%;enc 's fac] %ogeratlons, maintenance
and répair, and rc ewal and replacement for comipopents of public buildings and facilities

contained n an appropriation bill Ipre ared under (a) of this section must ke presented
separately from appropriations for other proposed operating expenditures by the agency.

From Infobases Provided by Senator Dyson January 18,2007
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Executive Summary

Executive Summary

In April 2006 the Alaska Department of Health and Social Services (ADHSS) contracted
with the Lewin Group and ECONorthwest to develop a long-term forecasting model of
Medicaid spending for the State of Alaska. This document describes the steps
undertaken in the development of the forecasting model and provides details on the
projected growth in enrollment, utilization, and spending on Alaska's Medicaid
program through 2025,

This report is intended to inform ADHSS executives and the Alaska State Legislature of
the substantial projected growth in total spending on Alaska’s Medicaid program and
die projected growth in state m itching fund spending on the Medicaid program. The
projections of total and state matching fund spending presented in this report assume
that the mix of Medicaid services remains constant and that eligibility criteria do not
change in die future. These assumptions were necessary {0 show how Medicaid
spending in Alaska would grow under the program's status quo. The statistical models
developed for this analysis will be provided to ADHSS staff providing them die ability
to update the Medicaid forecast as more timely data become available.

KEY FINDINGS _
The Alaska Medicaid program will fundamentally change over the next 20 years from a

program that centers on children to one tiiat is dominated by seniors (age Gand older).
This is a result of changes in Alaska's demographic profile, which will include many
more seniors. On a per-recipient basis, spending on Medicaid services for seniors IS
substantially higher tiian spending for children. As this portion of the population grows
rapidly over the next 20 years, Medicaid spending will also grow rapidly. In calendar
year 2006, approximately 42% of spending on Medicaid claims was devoted to children
and 2% was devoted to seniors. By 2025, we expect that approximately 45% of
Medicaid spending will be devoted to seniors and approximately 30% will be devoted
to children. As Figure 1 shows, we expect spending on Medicaid claims for the elderly
to surpass spending on the working-age population by 2015and to surpass spending on
children by 2018

The Leivin Group, Inc. and ECONaorthzvest



Executive Summary

Eié;ure 1. Spending on Elderly will Surpass Spending on Other Age Groups by

Forecasted Proportion of Tota' Spending on Medicaid Claims by Age Group, 2005-2025

Year

Source: Lewin Group & ECONorthwest analysis of Alaska Department o f Health and Social Services data.
Note: Spending projections are on an incurred service basis.

Among the key findings of this report are the following:

 More important than any of the other factors in our projectionof the Alaska
population, the 6 and older population is projected to growrapidly, almost
tripling from 43,000 to 124,000 hetween 2006and 2025,

 Alaska's Medicaid program has been a program dominated by spending on
services for children but it will change to one much more focused on the elderly.
This change will affect the mix of benefits that 3 ledicaid provides and, more
importantly, the cost. Average per-recipient costs of Medicaid services are much

higher for the elderly than for children.

The Lewin Group, Inc. and ECONorthwest



Executive Summary

* Projected to grow a little faster than the state's population, we expect Medicaid
enrollment—on a full time equivalent basis—to reach 131,000 by 2025 (compared

to 9%,000in 2004).

e Total spending on Medicaid claims will increase from approximately 3075
million in CY 2006 to approximately $4.7hillion in CY 205,

e An increasing share of the Medicaid burden will be shifted away from the
federal government to the state. State matching funds for Medicaid claims are
projected to increase at a faster rate than the total Medicaid program—38%%

versus 7.6%for total funds (see Figure 2).

Figure 2: State Matching Fund Spending on Medicaid to Grow 8.9% Annually

Total Forecasted State Matching Funds for Medicaid Claims (in Millions of Dollars), 2005-2025
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Year

Source: Lewin Group & ECONorthwest analysis of Alaska Department of Health and Social Services data.
Note: Spending projections are on an incurred service basis. Not adjusted for inflation.

The Letviti Group, Inc and ECONorthwest



Executive Summary

Table Land Table 2show projected utilization and spending for the five fastest growing
Medicaid service categories. With the exception of Vision Services, these categories are
also expected to be among the most expensive Medicaid services provided in 2025, In

fact, As Table 2 shows, over half of state matching funds will be spent on
service categories—Personal Care and HCB Waiver. These are two of t
important Medicaid service categories for Alaska's seniors.

g\ust two

e most

Table 1. Forecast of the 5 Fastest Growing Service Categories by Utilization,

2005-2025
Medicaid Service
2005

Personal Care 5,029
HCB Waiver 4,167
Residential Psych./BRS 1,227
Therapy/Rehabilitation 9.949
Vision 24,288
Unduplicated Count of 113,953

Medicaid Recipients

Unduplicated Count of
o 132,344
Medicaid Enrollees 323

Calendar Year

2010

8,626
7,004
1,898
15,240
35,006

130,047

151,036

2015

14,587
11,428

2,766
22,242
47,669

141,184

163,971

2020

23,617
17,686

3,889
31,135
61,614

148,117

172,022

2025

35,311
25,263

5,319
41,529
75,190

150,743

175,073

Average

Annual %

Change
(2005-2025)

9.7%
9.0%
7.3%
7.1%
5.7%

1.4%

1.4%

Rank by
Avg.
Annual %
Change

1

2
3
4
5

NA

NA

Source: Lewin Group & ECONorthwest analysis of Alaska Department of Health and Social Services data.
Note: In this analysis we define service utilization as the annual unduplicated count of persons who used a particular

Medicaid service during the fiscal year

Table 2. Forecast of the 5 Fastest Growing Service Categories by State Matching
Funds (In Millions of Dollars), 2005-2025

Calendar Year

Medicaid Service

2005
Personal Care $48.7
HCB Waiver $49.0
Residential Psych/BRS $27.1
Therapy/Rehabilitation $11.5
Vision $0.4
All Medicaid Services $350

2010

$105.0
$1J0.6
$52.9
$21.7
$0.8
$591

2015

$200.6
$181.8
S88.0
$35.4
$1.2
$902

2020

$367.3
$316.1
$141.1
$56.3
$1.7
$1,377

Avg.

Annual %

2025 Change

(2005-2025)

$629.1 12.8%
$520.4 11.8%
$221.5 10.5%
$85.9 10.0%
$2.4 8.6%
$2,070 8.9%

Rank
by Avg.
Annual %
Change

1
2
3
4
5

NA

Source: Lewin Group & ECONorthwest analysis o f Alaska Department of Health and Social Services data.

Note: Dollars are not adjusted for inflation.

The Lewin Croup, Inc. and ECONorthwest



Executive Summary

e State matching fund spending on claims provided by the Alaska Medicaid
program will grow from approximately $350million in calendar year 200610 just
over &2billion in calendar year 205,

* The main factors responsible for growth in spending on Medicaid services are
population growth, aging of the population, increasing utilization of Medicaid
sendees by enrollees, and growth n die prices of medical services.

e Growth in total (federal and state funds) spending on claims will slow from the
pace of the last decade. On an average annual basis, total spending on Medicaid
claims is projected to increase by 7.8% Comparatively, between 1998 and 2004,
spending on Medicaid claims increased by 16.6%

e |n calendar year 2005, state-matching fund spending on Medicaid claims was
approximately $600 per Alaskan citizen. We project this will grow to
approximately $2600 by 205—an 80% average annual growth rate.
Comparatively, per-capita personal income in Alaska Is projected to grow by less
than 3 0% per year over this same period.

e By 205 more than half of state mat:hing fund spending on Medicaid claims is
expected to be for Personal Care and HCB Waiver. In CY 2006 these two service
categories account for less than 30% of the state's spending on Medicaid claims.

e Medicaid enrollment will grow at almost twice the annual rate of Alaska's
population (L4%vs. 0.85%).

* For the elderly, Medicaid enrollment is also projected to grow at a greater annual
rate than the population (6.3%Vs. 5.3%).

e Medicaid utilization will grow by approximately 43% per year between 2006
and 2010, but this rate of growth will decline to approximately 2.1% between

2020and 205,

* \We project relatively slow growth in the enrollment rates of eligibility categories
specific to children (eg. Title XIX Kids), but high rates of growth in eligibility

The Lewin Group, Inc. ami ECONorthwest



Executive Summary

cateh%ories geared more heavily toward the elderly (eg. Long Term Care Non-
Cash).

e The elderly population in Alaska will almost triple between 2006 and 2025 from
43000 to 124000; while the child population will remain relatively stable
growing only from 206,000 to 245,000 in 20 years.

e The Native population will increase on average by 1.71% per year, while the
Non-Native population is expected to increase br only 0.6/ The difference
between the two growth rates is expected to result in the Native proportion of
the population increasing from approximately 1/%in 2006 to approximately 21%

by 205,

* Currently, Natives are almost three times as likely to be enrolled in Medicaid as
are non-Natives.

« The enrollment of males into the Medicaid program is projected to grow slightly
faster than females. Still, due to greater life expectancies, higher rates of poverty,
and pregnane)* and related needs, we expect the proportion of females in the
Medicaid program to remain higher than males.

 The Anchorage/Mat-Su region, with almost half of all Medicaid enroUees in
2006, is expected to increase its Medicaid population by 20% per year—the
fastest growth of any of the regions.

The Lewin Group, Inc. and ECONorthwest
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Table 1Il.7  Qll Production-Forecast
NPRA Wﬁﬁ«

1975 . * 0.7 - . 0.7 - - - ur
1976 - - 10 - 10 * - - - 10
1977 - - 1132 - . 1132 - - * - 1132
1978 3977 - . 3977 . * 3977
1979 R - 4684 . - 4684 - - * * 4664
1980 5556 - 5556 * . - - 5556
181 5556 00 5556 11 * 11 - 5567
1982 . . 5594 02 5596 324 . 324 - 5920
1983 5611 01 5612 399 00 399 r 601 1
1984 5623 03 562 6 461 01 462 . 6088
1985 _ 5686 11 569 7 7 03 600 07 6504
1986 00 51 8 36 5654 950 0.3 953 47 6653
1987 88 5867 s 167 603 3 1037 - 18.7 00 7168
1988 379 5787 If1 5948 1.1 . m.a1 7439
1989 369 5229 neé6 5377 1098 1096 37 68.1
1990 386 4862 s 159 5p.1 10. % - 1072 68 6545
1991 425 4867 u7 5014 1136 . 1136 7.5 6649
1992 31 4565 140 470.5 1185 1186 69 6390
193 408 4097 185 4282 1152 . 152 68 5909
199 358 3743 a 507 4250 118 - 1ms 6.7 679.3
1995 344 3404 - 652 4056 107.0 107.0 8.7 5557
19% 277 3126 756 3882 995 995 u1 5294
1997 . 29 264.0 737 3577 960 0.0 960 190 4956
1998 0.7 186 2528 0061 616 3148 9.7 46 963 204 4506
1999 12 57 2238 1723 4.6 2730 824 127 950 19.7 4045
2000 09 22 135 a72 2117 3.1 2554 741 122 663 191 377.4
2001 07 320 13 18 1942 4.86 296 2286 683 1n5 798 193 3734
2002 06 350 179 103 1776 146% 246 2171 589 185 774 187 3770
2003 03 356 230 106 1663 16582 223 272 585 189 774 187 3727
2004 b1 251 85 1532 16973 216 1918 532 186 718 187 3520
2006 00 438 224 75 1400 171 187 1757 504 159 663 160 RL8
2006 04 01 181 65 1355 181 71 1708 474 185 659 61 3178
2007 04 461 145 57 Bli 203 58 167.0 445 222 667 160 21 3185
2008 04 492 116 53 1264 231 146 41 423 241 668 159 79 21
2009 04 484 93 52 124 251 137 1612 403 259 663 161 152 3220
2010 02 447 74 52 1166 257 129 151 386 275 66 1 160 255 43 3243
2011 384 60 52 1122 250 12. 1493 370 289 659 156 333 n1 3248
2012 309 50 53 1081 235 1.5 1431 355 01 656 150 337 172 3158
2013 250 42 54 1045 218 1.0 13r.2 A1 308 650 146 25 2.1 31
2014 211 37 55 011 203 105 131.9 329 312 641 146 281 244 2934
2015 186 3.3 57 963 189 100 1252 e 312 630 144 149 286 219 2956
2016 16.7 30 59 935 176 96 1208 307 293 600 144 242 298 194 2941
2017 147 27 59 R3 165 92 1180 297 265 562 148 220 301 71 2817
2018 129 25 57 905 155 88 146 288 240 527 156 201 280 151 2672
2019 115 23 54 877 145 65 1106 279 216 496 162 183 250 134 2522
2020 104 22 49 775 135 82 992 2.1 195 467 169 166 221 1.8 2309
021 9 20 45 748 126 79 953 264 177 40 165 5.1 19.7 105 2170
022 84 19 40 722 1n8 76 916 5.7 160 4.6 156 138 176 93 2037
2051 76 1B 36 697 n1 73 1 250 144 394 146 25 157 82 915
2024 69 16 29 674 104 71 M 8 244 131 374 138 1n4 140 7.3 1601
2025 63 15 23 652 97 69 8L8 236 1n8 356 126 104 125 64 1696
Notes

“Actual reported p_rodqction (romAQGCC Monthly Production Repons through 2005 Figures include NGLs
Forecast production isBased on sum ot remaining recoverable reserves. Forecast horizon is2006-2035, shown to 2025 intable and related chan

2)i| Rim and Gas Cap.

ncludes L1sbume. Niakuk, North Prudhoe Bay, Point Maclntyre PA, and West Beach
* Includes Liberty and other known onshore and offshore.
5ased on U.S.G.S estimates.

Sources: Alaska Oil and Gas Conservation Commission. "Alaska Production Summary by Field and Poor (monthly reports)
and Alaska Department ot Revenue (forecast)
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State and Local Government Debt Soars

Author: Chris Edwards
Published: The Heartland Institute 09/12/2006

Itis well known that the federal government is amassing large amounts of debt, but state and
local governments are piling up debt as well.

Total state and local debt was stable during the 1990s but soared from $1.19 trillion in 2000 to
$1.85 trillion by 2005, an increase of 55 percent. About 39 percent of the total is state debt, and

61 percent is local debt.

Most state and local debt takes the form of long-term bonds ("municipal bonds™). Issues of
municipal bonds raised an annual average of $230 billion in new funds between 2001 and 2005,
up sharply from the $152 billion average between 1996 and 2000.

Future Revenues Become Debts

There are two main types of municipal bonds: General obligation (GO) bonds and revenue
bonds. GO bonds make up about 39 percent of long-term municipal debt, and revenue bonds

compose 61 percent.

GO bonds are backed by general taxation and are often subject to constitutional limits. Issues of
GO bonds usually need to be approved by voters.

Revenue bonds are backed by specific sources of revenue and are usually subject to fewer
restrictions. They are financed by receipts of future taxes, fees, lease payments, federal grants,
lottery earnings, or tobacco settlement payments. The idea is to securitize expected streams of
cash to allow state and local officials to spend now rather than later. The trend to securitize and
spend is called "innovative finance" in state budget circles.

An industry journal, The Bond Buyer, is full of stories on the latest Wall Street methods to help
government officials put their jurisdictions further into debt. A growing trend is to securitize
future federal aid for highways, housing, and other items in "grant anticipation" debt.

Federal aid has long spurred overspending by the states, but such debt innovation is
exacerbating the problem. Recent federal legislation has created new ways for states to go
further into debt, such as the creation of three types of municipal "tax credit bonds."

Policies Favor Govt. Debt

Interest payments on municipal bonds are generally exempt from the federal income tax. State
and local debt is thus tax-favored over private debt, creating an economic distortion. As a result,
debt issued to finance government schools, airports, parking lots, and other facilities is favored

Provided by Senator Dyson
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over debt to finance similar private facilities. Thus, tax law encourages monopoly government
ownership and is prejudiced against private-sector competition and innovation.

The tax advantage for municipal bonds also creates an incentive for private groups to lobby
government officials to issue debt on their behalf. In 1986, Congress tried to clamp down on this
problem by imposing limits on the issuance of tax-exempt "private activity bonds." But in a
series of tax bills since then, Congress has reversed course and embraced economic
micromanagement by creating additional types of tax-favored private purpose debt.

Census Bureau data show "public debt for private purposes" is 23 percent of total municipal
debt, but the efficient amount of such debt would be zero percent. It makes no sense, for
example, that dozens of major sports stadiums have been built with tax-exempt municipal debt
while private projects that are the real backbone of the economy, such as oail refineries, must be
built on taxable finance.

Debt Has Pitfalls

Governments can finance capital projects by issuing bonds or by using current revenues, called
pay-as-you-go financing. For state governments, most capital investment is funded on a pay-as-

you-go basis.

Governments in a few states, such as ldaho and Wyoming, issue very little debt and seem to do
just fine.

In theory, it might make sense for governments to finance capital projects with debt, as private
businesses of*en do. But in practice, when politicians are given the power to issue debt, they
have an incen..ve to issue far too much because it allows spending without the political
oonstraint of having to tax current voters. The private interests that benefit from spending
encourage officials to issue excess debt, and they push for passage of bond issues at the ballot
box in voter referenda.

From the perspective of the average taxpayer, debt financing should be minimized. It is more
costly than pay-as-you-go financing because of the interest payments incurred. It also comes
with an overhead cost in the form of the large municipal bond industry, which employs tens of
thousands of lawyers and finance experts in underwriting, trading, advising, bond insurance,
and related Wall Street activities.

Another problem with debt is that mixing big government with big finance usually causes
corruption. The municipal bond industry has had many scandals. In "pay-to-play" schemes,
bond underwriters use bribes or campaign contributions to win bond business from state and
local officials. There are federal laws to prevent such abuses, but violations are common.

A recent pay-to-play scandal in Philadelphia resulted in criminal sanctions against the city's
treasurer and allegations that the mayor’s office paid out big fees to politically connected bond
firms that gave money in exchange for contracts to arrange big debt issues.

Debt Hides Government Costs

High levels of debt make government finances less transparent to citizens. People don't
recognize the high costs of projects that officials are pursuing if they don't feel the bite of current
taxes. And if concerned citizens look into their government's debt situation, they may find itvery
difficult to understand. A recent "debt primer" by the State of California is 606 pages long.

Perhaps the best reason to start reducing debt is that large financial burdens are looming over
the states. Medicaid costs are growing rapidly and breaking state budgets. Pension plans for
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state and local employees have huge funding shortfalls that could total $700 billion nationwide,
according to Barclays Global Investors.

Even more costly may be the generous retirement health care plans promised to state and local
workers. An estimate by Mercer Human Resources put the unfunded costs of those plans at $1
trillion. Finally, disasters such as hurricanes might impose added budget stress on the states in

the future

To budget in a conservative manner, debt loads should be reduced to create room for such
contingencies.

Right Time Is Now

State and local tax revenues are currently growing strongly, so now is a good time to start
reducing debt loads. There is no particular optimal level of government debt, but there should
be a strong bias in favor of pay-as-you-go financing for infrastructure because it is cheaper,
more transparent, and more prudent given the large costs that face the states in coming years.

Routine capital projects, such as school construction, should be financed on a pay-as-you-go
basis. Debt financing is more appropriate for large and unforeseen needs, such as rebuilding

after disasters.

State and local governments should cease issuing debt for private purposes. Investments that
generate streams of income, such as stadiums, airports, and parking lots should be privatized,
not subsidized by issuance of government debt. The federal government should repeal the tax
exemption for municipal bond interest, perhaps in exchange for reducing overall tax rates on

savings.

For their part, citizens need to remember that government debt simply represents deferred
taxes and charges, and that they will have to bear the burden sooner or later.

Chris Edwards (cedwards@cato.org) is director of tax policy studies at the Cato Institute. A
version of this article appeared in the July 2006 issue of the Cato Institute's Tax and Budget
Bulletin. Used by permission
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Saving 20% by 2020: EU Unveils Action Plan on Energy Efficiency
Delegation of the European Commission to the U.S. 10/19/2006
URL: http://www.rigzone.com/news/article.asp7a id=37293

As a major step toward meeting the unprecedented energy challenges facing the EU, the
European Commission today presented its Energy Efficiency Action Plan. The Plan contains a
package of priority measures covering a wide range of cost-effective energy efficiency initiatives.

"Europeans need to save energy. Europe wastes at least 20% of the energy it uses. By saving
energy, Europe will help address climate change, as well as its rising consumption, and its
dependence on fossil fuels imported from outside the Union's borders," said Energy
Commissioner Andris Piebalgs. "Energy efficiency is crucial for Europe: If we take action now, the
direct cost of our energy consumption could be reduced by more than euro 100 billion annually by
2020; around 780 million tons of CO2 will also be avoided yearly."

The plan calls for actions to make energy appliances, buildings, transport and energy generation
more efficient. It proposes stringent new energy efficiency standards, promotion of energy
services, and specific financing mechanisms to support more energy efficient products. The
Commission will furthermore establish a Covenant of Mayors of the 20-30 most pioneering cities
in Europe and will propose an international agreement on energy efficiency. Altogether the plan
includes over 75 measures.

The Action Plan, which will be implemented over the next six years, is in response to the urgent
call from Heads of State and Government at the Spring European Council this year for a realistic
Energy Efficiency strategy. The plan underlines the importance of minimum energy performance
standards for a wide range of appliances and equipment (from household goods such as fridges
and air conditioners to industrial pumos and fans), and for buildings and energy services. In
combination with performance ratings and labeling schemes, minimum performance standards
represent a powerful tool for removing inefficient products from the market, informing consumers
of the most efficient products and transforming the market to make it more energy efficient.
Minimum performance requirements for new and renovated buildings will be developed. Very low
energy consumption buildings (or passive houses) will also be promoted.

The plan emphasizes the considerable potential for reducing losses in the generation,
transmission and distribution of electricity. The Action Plan proposes targeted instruments to
improve the efficiency of both new and existing generation capacity and to reduce transmission
and distribution losses. A comprehensive set of measures for improving energy efficiency in the
area of transport is put forward. The plan recognizes that energy savings can be achieved, in
particular, by ensuring fuel efficiency of cars, developing markets for cleaner vehicles, ensuring
proper tire pressure and by improving the efficiency of urban, rail, maritime and aviation transport
systems. The plan recognizes the importance of changing transportation behavior. The Action
Plan also calls for appropriate and predictable price signhals, essential for improving energy
efficiency and overall economic performance. The plan also contains a number of additional
proposals to raise energy efficiency awareness, such as education and training. Finally, the plan
emphasizes the urgent need for energy efficiency issues to be addressed on a global level

through international partnerships.

The Action Plan on Energy Efficiency, when fully implemented, can thus improve the Union's
competitiveness, improve the living standards of its citizens, boost employment and increase
exports of new, energy-efficient technology. On an individual level, small changes in our energy
consumption patterns will mean saving money, improving the environment and doing our share

for our common European goals.
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JOHN E. PETERSEN

Seat-Belt Budgeting

The pilot intones the familiar phrase: “Put
on your seat belts, we've gotbumpy
weather ahead." It's agood time for states
to be thinking about that admonition. After
afewyears of smooth flying through the
recovery in the national economy, states
need to be asking whether cheir budgets
and fiscal systems are prepared for an economic downturn.

The states are currently being kept aloft by revenue sys-
tems that have undergone restructuring during the past
decade. They are now much more sensitive to changes in
personal and corporate income. During good years, sub-
stantial corporate profits and capital gains bring in slugs
of money. But this is followed by droughts when financial
markets, business earnings and incomes turn down. Even
'he sales tax runs on amuch more volatile mixture, with

gher tax rates spitting out revenues on an ever-narrow-
ing base. So. when incomes and expenditures change— up
or down— the resulting bounce in state revenues is much
greater. The shallow but prolonged recessionary condi-
tions 0f 2.001 through 2003 reflected this: State income
tax collections in 2003 fell by about 4 billion from their
peakin 2000.

State spending is also changing. Increasingly, itis driven
by the needs of the very old, the very young and the less af-
fluent. The major cost driver has been the Medicaid pro-
gram. which has grown explosively and now accounts for
one-quarter of state spending. The long-term prognosis is
not good: State populations are aging, and the costof health
care continues to rise more rapidly than prices in general.
Medicaid costs are projected to go up 8 percentayear over
the next decade. In good years, state revenue systems meet
thatmark but notin bad years.

Furthermore, after adecade of subdued inflation, the
prices that governments have to pay are growing. The over-
all price index for government spending, heavily influenced
by the growth in the costs of medical care, is going up faster
than the general price index. Thus, states in fiscal year2006
increased spending by 7.6 percent, which appears pretty
healthy until you crank in that the state and local price defla-
tor has been rising by 6 percent recently.

Whatis happening on the inflation frontis of critical im-
irtance in anticipating fiscal storms. Concern rotates
.ound the impact of higher oil prices and interestrates on

the state government sector. A few states— Alaska, Okla-
homa, Wyoming— have benefited from higher prices with
higher tax revenues, but most are burdened, both directly as
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the cost of fuel and energy rises and indirectly as increasing
costs erode the buying power of consumers. The extra SL0
to 20 per week constituents spend on filling up their car
means less money to spend on other things. Since most
gasoline is taxed per gallon, the higher prices don't help gas
tax revenues: but the fewer dollars spenton other things
does reduce state sales tax revenues.

Add to that the leveling off of real estate values. Hous-
ing starts are at their lowest levels in 15 years, and home
listings are up by afactor of three in many markets. Local
government finances, which held up well in the early part
of the decade thanks to rising property values, may not do
so this time around. The sagging real estate market may,
in fact, trigger adownturn.

Adding to the uncertainties is the continuing malaise in
pension finances. While better times and improved invest-
ment results brought some improvement to pension fi-
nances the past couple of
years, the overhang of un-
funded liabilities is unlikely
to be dissolved by booming
financial marKets. And that
doesn'tevencountin the lat-
est fiscal joker— the un-
funded employee retirement
health benefits.

Nonetheless, state budg-
etsforfiscal2007 arecalling
for modest increases in
spending and, after an as-
sortmentof tax cuts, areduction in reserves. According to the
National Association of State Budget Officers, state fiind
balances including rainy day funds, were rebuilt to 8.7 per-
cent of expenditures by the end of2005. Now, they are
slated to drop to about7.9 percent, with no growth foreseen
in dollar reserves. Lest we forget, states ate a hole in their re-
serves in the recentrecession— when those reserves were at
10.4 percent of expenditures. The windfalls from the to-
bacco settlement and the S20 billion in federal payments
that were tied to the tax reduction actof 2003 are unlikely to
be repeated. Thus, states approach future uncertainties with
dwindling reserves, which is likely to mean quicker and
deeper cutbacks as deficits emerge.

A downturn is not yet on the horizon, but adose of fiscal
prudence seems to bein order. Check those seat belts!

and fiscal
systems may

John E. Petersen can be reached at jep9gmu.edu

There's economic
turbulence ahead
that state budget

not weather well.
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Fiscal Candor

A new report tells governments something they need to know-

but would rather not hear.

When it comes to tilting at windmills,
you've got to hand it to the National
Academy of Public Administration, a
rabbitwarrenof policywonksthatstill
clings tenaciously to the notion that
complex issues of long-range impor-
tance to our country deserve serious
analysis, debate and discussion.

NAPA’slatest effort actually man-
ages to tilt attwo windmills atonce: It
explores the intergovernmental im -
plications of long-range tax policy]7 f
there's one subject the political lead-
ership of this country likes discussing
less than long-range tax policy, it's
the intergovernmental implications
of anything.

But NAPA has taken on the chal-
lenge in ajust-released reportbasedon
the proceedings from aone-day forum
thatbroughttogetherabroad range of
scholars and practitioaers to discuss
the importance of coordinating long-
range revenue policies among and be-
tween layers of eovemment.

Among the assembled were G.
William Hoagland, top adviserto Sen-
ate Majority Leader Bill Frist; Kather-
ine Baicker, of the President's Coun-
cil of Economic Advisers; Mick Cor-
nett, the mayor of Oklahoma City; and
Jay Rising, 'he Michigan state treas-
urer. Hoagland offered one of the
more intriguing proposals o f the day:
He suggested that the President
should regularly include in his budget
a statement on its intergovernmental
fiscal impacts.

The group managed to lay out a
pretty convincing case for why we
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ought to attempt a more sophisticated
approach to long-range tax policy, it
came to an agreement that we all
should beworried aboutthe long range
fiscal health of the United States, and
that no single layer ot government is
going to be able to deal with all the tax-
ation and spending challenges.

Aboutthe only time Congress gets
close to introspection on these subjects
is when it tries to preempt state and
local powers to collecttaxes across state
lines. Itdid thatin apieceof legislation
considered this spring, one that, if en-
acted, could cost state and local gov-
ernments Si billion in the first year
and S8 billion peryearby 2011.It's just
the sortof blunt-instrumentanswerto
complicated fiscal questions that the
NAPA reportwarns against trying.

kattier tnan play preemption
games, the NAPA panel concluded,
legislators at all levels of government
need to be thinking about such factors
as the shifting political and economic
climate across the globe; the aging U.S.
population (and the health care costim-
plications thereof); our aging infra-
structure; a ballooning federal debt;
and rapidly rising public pension obli-
gations atthe state and local level.

The good news about the NAPA
forum and the resulting report- is that
a group of such ideological and pro-
fessional diversity managed to reacha
fairamount of consensus in just one
day of deliberation. The bad news is
that it's not likely to happen again;
NAPA doesn't have the resources to
continue such quixotic enterprises on

anything like an ongoing basis. And
the report makes for such sobering—

evendepressing— reading thatit's un-
likely to get much circulation outside
a dwindling handful of hard-core in-
tergovernmental specialists.

So very few citizens, even those
who try to keep themselves informed
on fiscal questions, are likely ever to
come upon the warning of the NAPA
forum that “fragmented and incon-
sistent tax systems among the states
or evennations will increasingly serve
to undermine economic productivity ’
and growth." Or the idea that to get
back to real fiscal health— and to
maintain it— will require tax-policy
revisions on a"whole of government
basis," involving “aneed to recastand
update tax systems atall levels of gov-
ernment to be better aligned with
trends in a rapidly globalizing and
changing economy."

In the end, there's little reason to
think that the eminently sensible
NAPA recommendations will become
partofthe national political discussion
anytime soon. Still, it would be nice to
figure out a way to hammer home
such a message with some kind of
consistency. The mere factthat NAPA
was able to generate a reasonable
amount of unity among a group of
high-level federal, state and local offi-
cials— evenfor just one day— makes it
an exercise thatwould be wellworth re-
peating. —Jonathan Walters

Jonathan Walterj can be reached at
Jowaz229gmail.com



