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()OUSE COMMITTEE REPUD 

(7) 
Date Referred to Committee: January 26, 2909 

Date of Committee Action: 	j) - '/ 9 

The STATE AFFAIRS Committee considered: 

FURTHER REFERRALS: Judiciary 
Finance 

HOUSE JOINT RESOLUTION NO.8 

Proposing amendments to the Constitution of the State of Alaska limiting appropriations from certain mineral revenue, relating to the 
balanced budget account, and relating to an appropriation limit. 

HJR 8 CONST. AM: APPROP. LIMIT/MINERAL REVENUE 

Recommends it be replaced with I J HCS or I I CS for  
For Senate Bills with new title:! J Technical Title f I New Title: HCR 	J Same Title J New Title 

attach amendments 
add new referral to 	 Committee 
Letter of Intent 	 Committee 

List of 
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Alaska State Legislature 

Juneau 
State Capitol Bldg., Rm. 513 
Juneau, AK 99801-1182 
Phone (907) 465-4976 
Fax (907) 465-3883 
Toll Free 866-465-4976 

0FT4 

ALAS 

Fairbanks 
1292 sadler Way, Ste 323 

Fairbanks, AK 99701 

Phone (907) 452-6084 
Fax (907) 452-6096 

Member 
House Finance Committee 

Representative Mike Kelly 
House District 7 

Questions & Answers for HJR 8 in House State Affairs Committee 
Tuesday, April 7, 2009 

Question: Where did the definition of "mineral revenue" come from on page 1, lines 

8-10 of the resolution? 

Answer: Article 9, Section 15 of the Alaska Constitution, which says: "At least twenty- 

five per cent of all mineral lease rentals, royalties, royalty sale proceeds, federal 

• 

	

	mineral revenue sharing payments and bonuses received by the State shall be placed in 

a permanent fund, etc..." 

Mineral production refers to the State's production tax (ACES) on oil. Mineral 

Transportation refers to the State's tariff on transporting oil through the Trans-Alaska 

Pipeline System. This section would apply to a potential gasline as well. 

Question: Has the Constitutional Budget Reserve been repaid? 

Answer: According to the Comprehensive Annual Financial Report of the State of 

Alaska, the remaining indebtedness to the CBR is $150 million and change. In FY08 the 

legislature appropriated $3 billion from the general fund to the CBR. Additionally, at the 

end of FY08 over $2 billion was swept from a variety of GF sub-funds and accounts, and 

transferred to the CBR. 

Question: Can we include fish receipts and tourism in the 5-year appropriation limit? 

Answer: Yes we can, but the state receives minimal revenue from these sources when 

compared to mineral revenue. For example, total unrestricted income from Fish Taxes 

was $22.4 and $22.6 million in FY07 and FY08. If these receipts were included in HJR 8, 

they would represent 1/2  a percent of total revenue in FY07 and even less in FY08. The 

Fall 2008 Revenue Sources book includes other restricted revenue from fish receipts, 

but because they are restricted they should not be included in the RJR 8 model. 

. 
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,0 

• 	Total unrestricted income from tourism includes: $9 million from the Car Rental Tax, 

$12.3 million from the Cruise Corporate Income Tax, $3.5 million from the Tourism 

Corporate Income Tax, and $6.7 million from the Cruise Gaming Tax. Total unrestricted 

revenue from tourism in FY08 was $31.5 million. These funds represent a 1/3 of a 

percent of total revenue for FY08. The Fall 2008 Revenue Sources book includes other 

restricted revenue from tourism, but because they are restricted they should not be 

included in the HJR 8 model. 

Question: Can we calculate a 3-year Average, deleting the high extreme and the low 

extreme? 
Answer: Yes. (See Attached) 

L 
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I ' 	 Page lot'l 

Rep. Max Gruenberg 

From: 	Santa Knull 

Sent: 	Friday, April 03, 2009 9:45 AM 

To: 	 Rep. Max Gruenberg 

Cc: 	 Deneen Tuck; Pat Davidson 

Subject: 	RE: Balance Owed to Constitutional Budget Fund Reserve 

Signed By: 	sarita_knulllegis.state.ak.us 

Attachments: Rep. Gruenberg memo. - 4-3-09.pdf 

Good morning Representative Gruenberg: 

Here the Legislative Auditor's response to your inquiry concerning the balance owed to the constitutional 
budget reserve fund. I will be sending you the hard copy of this memorandum through the mail. 

Have a wonderful day. 

Saritci Xnuf( 
Executive Secretary II 

Division of Legislative Audit 

P.O. Box 113300 

Juneau, AK 99811-3300 

,aPhone. (907) 465- 3833 
Fax: (907) 465 - 2347 

Confidentiality Statement: 
This message (including any attachments) contains confidential information intended for a specific individual and purpose, 
and is protected bylaw. If you are not the intended recipient, you should delete this message. Any disclosure, copying, or 
distribution of this message, or the taking of any action based upon it, is strictly prohibited. 

17 11473i2009 
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ALASKA STATE LEGISLATURE 
N. 
	LEGISLATIVE BUDGET AND AUDIT COMMI11I'EE 

Division of Legislative Audit 

P.O. Box 113300 
Juneau, AK 99811-3300 

(907) 465-3830 
FAX (907) 465-2347 

legauditIegis.state.ak.us  

,iv! F 11 0 R .4 N D (I M 

TO: 	The Honorable Max (fruenherg 
Alaska State House of Representatives 

FROM: Pat Davidson 
Legislative Auditor 

DATE: 	April 3, 2009 

RE: 	Balance owed to Constitutional 
Budget Reserve Fund 

0- 
You asked what is the amount owed by the General Fund to the Constitutional Budget 
Reserve Fund (CI3RF). The calculation below is based on an accrual basis of accounting, 
and, therctbre, the beginning point agrees with the FY 08 Comprehensive Annual Financial 
Report. 

Balance owed at the end of FY08 	 $150,093,111 

Increase in amount owed to CBRF during FY09 
Sec. 72(b) Cli. 29, SLA 2008 (management fees) 	 4,080,000 
Sec. 28(a) Cli 27, SLA 2008 (sub-fund reverse sweep) 	 1,466,159,407 
Sec. 28(c) Cli 27, SLA 2008 (management fees) 	 245,700 

General Fund repayments during F'? 09 
Section 28(e) Chapter 27, SLA 2008 (repayment) 	 (1,000,000,000) 

Estimated amount currentty owed to CBRF 	 $620,578218 

This calculation comes with some assumptions and limitations. First, the calculation assumes 
the total amount appropriated to Department ol Revenue Par treasury management fee is fully 
spent. Secondly, the financial effect of Sec. 28() has not been calculated, and, therefore, has 

.3 

	

	not been included in this analysis. Lastly, it does not include any potential FY 09 deficits 	that 
may re(Iuire a drJW ftoin the CE3RF. An) draw from the (13RF to cover an FY 09 deficit still 
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The Honorable Max (Jrucnberg 	 - 2 - 	 April 3, 2009 

jm 
	needs legislative approval and would not he calculated until the books close and the FY 09 

I 	financial statements have been prepared. 

lfyou have any additional questions, please feel free to contact me at 465-3814. 

a 
;\!' :t. •'.' I. 	'I 

	
)1% ;;(;N M LrGIsI vrivr 
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Juneau 

State Capitol Bldg., Rn. 513 

Juneau, AK 99801-1182 
Phone (907) 465-4976 
Fax (907) 465-3883 

Toll Free 866-465-4976 
0 A L 

Fairbanks 

1292 Sadler Way, Ste 323 
Fairbanks, AK 99701 

Phone (907) 452-6084 
Fax (907) 452-6096 

Member 
House Finance Committee 

Representative 

"An Act proposing amendments to the Constitution of the State of Alaska limiting 

appropriations from certain mineral revenue, relating to the balanced budget account, 

and relating to an appropriation limit." 

85-90 percent of unrestricted revenues for FY'07 through FY'10 will come 

:e 1988 Alaska North Slope crude oil production has declined by 64% - from 

over 2 million barrels per day to under 720 thousand barrels per day. During that same 

period of time the market price of oil has increased sixfold. We have gone from a 

significant deficit in FY '03, a $500 million draw on the CBR, to a significant surplus in FY 

'06 of over $1 billion, back to a projected deficit in FY'09. This makes rational budgeting 

nearly impossible. HJR 8 provides an appropriation smoothing and limiting mechanism 

applicable to the wildly fluctuating portion of the budget that is oil revenue. 

In recognition of the difficulty in building and balancing our budget in a responsible 

manner when the price of oil fluctuates, HJR 8 forces the legislature to incorporate its oil 

revenues into the budget in any given fiscal year on a five-year rolling average, (4 years 

back and 1 year forward). This averaging would act as a "dampener" to prevent 

spending sprees when oil prices are high and crashes when oil prices are low. 

Budget Acthunt" in the State Treasury. 

other mineral revenue received by the statein excess of the 5-year average amount 

referenced above would be deposited into the Balanced Budget Account. This account 

would not be subject to the Constitutional Budget Reserve sweep, but would be limited 

to a maximum amount that is equal to the oil and other mineral revenue appropriations 

for the current fiscal year, plus the immediate preceding fiscal year. Any excess amount 

would be transferred to the Constitutional Budget Reserve. 



This resolution would also provide for transfer of funds from the Balanced Budget 

Account into appropriations during years when actual revenue from oil and other 

minerals falls below the 5-year average. In lean years, the legislature may with a 

majority vote transfer funds from the Balanced Budget Account necessary to fill the 

"gap" between the revenue available and the 5-year average. If the legislature requires 

appropriations above what the 5-year average permits, it may choose to live within its 

means or seek funds from other sources of revenue including the CBR. 

HJR B could end the constant search by the legislature for rat holes in which to stash 

excess revenues so they can access those funds to balance the budget in the following 

years, without having to buy the 'A vote to get funds from the Constitutional Budget 

Reserve. The resolution also avoids "sacred cows" by having no effect on the 

permanent fund corpus or the earnings of the Permanent Fund, the Amerada Hess 

Account or the Permanent Fund Dividend. 

. 

26-130388\A 	 Page 2 	 3/30/2009 
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FISCAL NOTE 

.

STATE OF ALASKA 
2009 LEGISLATIVE SESSION 

Fiscal Note Number: 

Bill Version: 

3 Publish Date; 

HJR8 

Dept. Affected: 	 OOG 
RDU 	 Elections 
Component Elections 

Requester 
	

Component Number 	21 

ExpendituresiRevenues 	 (Thousands of Dollars) 

Note Amounts dn not include inflation unless nthe,wise noted belnw 

Appropriation 
Required   Information  

OPERATING EXPENDITURES FY 2010 FY 2010 FY 2011 Fl 2012 El 2013 Fl 2014 FY 2015 

Contractual 

Personal Services  
Travel  

 1.5  
Supplies  
Equipment  
Land & Structures  
Grants & Claims  
Miscellaneous  

TOTAL OPERATING 0.0 1 	0.0 1.5 0.0 0.0 0.0 0.0 

CAPITAL EXPENDITURES  

CHANGE IN REVENUES (  

FUND SOIJRCF 	 - 	(Thousands of DoIIars 

1004 GF 

1002 Federal Receipts  
1003 GF Match  

 1.5  
1005 GF/Program Receipts  
1037 GFfMental Health  
Other Interagency Receipts  

TOTAL 0.0 0.0 1.5 0.0 0.0 0.0 0.0 

Estimate of any current year (FY2009) cost:  

ANALYSIS: 	(Attach a separate page if necessary) 

The passage of this resolution would require the constitutional amendment to appear on the 2010 general election ballot. 
The cost of providing information about the constitutional amendment in the Official Election Pamphlet, as required by 

AS 15.58 is $1.5. Should the addition of this question require printing an 8-1/2 by 18 inch ballot, the cost will increase to 

$22.0. 

Prepared by: Gail Fenumial, Director 	 Phone 465-4611 
Division 	Division of Elections 	 Date/Time 3127/09, 	8:37pm 

Approved by: Linda Perez, Director 	 Date 3/27/2009 
Division of Administrative Services 

(Reised9/1O.2OO8OMB) 	 Page 1 of 1 
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Rep. Mike Kelly introduces state finance plan 

Published Thursday, January 29, 2009 

JUNEAU - Rep. Mike Kelly has introduced a plan to stabilize the state's 
finances by evening out the steep peaks and valleys of the "oil price roller 
coaster." 

The Fairbanks Republican this week introduced I-louse Joint Resolution 8, which, 
if approved by the Legislature, would ask voters to amend the Alaska constitution 
to require the state to base spending on a five-year average of oil and other 
minerals revenue. 

That, Kelly said, would limit state spending and restore some financial stability. 

"This government seems to have a ratchet, but it's only in the up direction," he 
said. "We have got to live within our means, and we've got to control the 
seemingly endless growth in state government." 

He charged that state spending has doubled since 2005, when he entered the 
Legislature, and roughly tripled since 2000. 

"If the people had to pay for that, they would be screaming bloody murder," he 
said. 

About 90 percent of unrestricted state revenue in fiscal year 2009 came from oil 
production. 

Kelly's plan calls for calculating state revenues on an average of the last four years 
and the current year and wouldn't affect the Permanent Fund. The proposal also 
would create a Balanced Budget Account, a short-term holding fund that could be 
drawn on to balance the budget at the end of each fiscal year. Any surpluses would 
flow into the Constitutional Budget Reserve. 

The new, short-term account could help save money by eliminating steep spending 
in flush years and dramatic cuts in lean years, he said. 

Lawmakers have to round up a three-fourths majority to tap into the CBR. That's 
generally done by promising money for special projects to legislators who will 
vote yes, Kelly said.  
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"If you want a billion, you're going to pay a lot more than that to get it out," he 
said. 

His proposal would average revenues from all oil, natural gas and other mineral 
sources. At the same lime, Rep. Mike Hawker. R-Anchorage, has filed a resolution 
for a constitutional amendment that would establish an endowment fund with 
natural gas revenue. Kelly said he and Hawker will discuss how the two plans 
could dovetail. 

Sen. Joe Thomas, D-Fairbanks, agreed the state needs a long-term fiscal plan, but 
he has some initial concerns about Kelly's proposal. He sits on the Senate Finance 
Committee. 

He would like a look at scenarios of how a five-year average would have affected 
revenue and spending during the last several years. 

An average could still pack some wallops when years with major movement, such 
as 2008 with $140 per barrel oil, factor in. He cautioned against the possibility of 
"economic whiplash." 

And, Thomas noted, while a five-year average could smooth some ups and downs, 
less revenue could lead to cuts to some state services that are as essential in lean 
times as in boom years. 

Kelly's resolution was referred to the House state affairs, judicial and finance 
committees. 

If the resolution passes the Legislature, he doesn't expect too much trouble 
convincing voters to make the amendment. 

"I think this is something that the public understands clearly the need for," he said. 
"It's about responsible budgeting." 
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Rep. Mike Kelly shows some common sense: His 
plan has no chance. 

Posted OTI 29 January 2009 

an Fagan 

it or not, here in Alaska we live in a 

11 or bust economy. Alaska is known 

:s extremes and our economy is no 

rent. The fluctuation in the price of 

as never been more dramatic than it 

in 2008. So what's a state to do 

1 it comes to a budget? 

blican Rep. Mike Kelly of Fairbanks 

in idea. House Joint Resolution 8 

sored by Kelly is designed to even 

he up and down nature of state 

iue. 

iieasure calls for changing the 

Alaska constitution requiring our big 

spending legislators to base budgets on a five-year of oil and other 

mineral revenues. It would take into account the past fours years and the 

current year of state revenue when putting together a budget. 

This plan would prevent what happened last year when the state was 

flush with cash and blew much of it including a massive giveaway of free 

cash. Rep. Kelly hopes the plan would limit state spending in boom years. 

"This government seems to have a ratchet, but it's only in the up 

direction," Kelly told the Fairbanks News Minor. "We have got to live 

within our means, and we've got to control the seemingly endless growth 

in state government." 

Kelly is on the right track. Something has to be done. In the past three 

years, state spending has doubled. There's no justification for that kind 
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of irresponsible growth. Kelly says that type of growth is only possible 

because Alaskans, for the most part, don't directly have to pay for state 

government. 

"If the people had to pay for that, they would be screaming bloody 

murder," Kelly said. 

Nine out of every ten dollars the state collects comes from the oil 

industry. 

Rep. Kelly's plan also creates a Balanced Budget Account. Lawmakers 

would draw on it to balance the budget at the end of each fiscal year. Any 

surplus would flow into the Constitutional Budget Reserve. 

Kelly hopes the new, short-term account could help save money by 

eliminating steep spending in flush years and dramatic cuts in lean years, 

he said. The truth is we do spend like drunken sailors in boom years and 

yet during lean years we still spend too much. Kelly's-plan would at least 

restrict legislators from going crazy when the price of oil is high. 

Does Kelly's plan have a shot? Three quarters of legislators would have to 

be on board so it faces an uphill battle. Democrats typically oppose any 

legislation that would limit government spending. And the D's seem to 

have firm control in the Senate with the newly formed coalition. 
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