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Anchorage • Star of the North Chamber of Commerce 
Recommendations to Secure Alaska’s Fiscal Future

We recommend these steps be taken to bridge the gap be! ween state spending and recurring 
revenues, and the toois be used in the following order:

1. Take action on a long-term plan this legislative session.

2. Reduce state spending.
— Establish a periodic process to identify and review essential and appropriate services. 

Through this process:
• Identify spending priorities that reflect a government’s traditional responsibilities.
• Promote state programs that encourage development of Alaska’s economy, with 
special emphasis on development that generates a positive return to the economy and 
state treasury.

— Incorporate performance measures by which state services are evaluated on whether 
they are effective in meeting intended missions and efficient in the use o f public dollars. 
Use this information to make spending reductions and investments.
— Implement alternate ways to deliver state services such as privatization and 
contracting with the private sector.

3. Use earnings from financial investments and other instruments.
— Use Permanent Fund earnings.

• Inflation-proof the Fund first.
• Remainder of earnings is available for dividends and to support government 
services.

— Use the constitutional budget reserve fund or a similar fund as a “shock absorber" 
against oil price fluctuations.
— Use general obligation debt, as appropriate, to finance the state’s infrastructure needs 
on a long-term basis.

4. Implement broad-based taxes and implement/or increase consumption taxes.
— Taxes should meet a standard o f fairness and equity.

Ralph Samuel, Chau-

441 West 5th Avenue, Suite 300, Anchorage, Alaska 99501-2309 (907) 272-2401 FAX (907) 272-4117
email: info@anchoragechamber.org www.anchoragechamber.org
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Commenis by 
Cheryl Frasca 

before the Senate Finance Committee 
March 24, 1999

^ O F  A L A S K A ?

Criteria to Evaluate 
Fiscal Plans

Purpose
Advance identification of a financial plan that closes the state’s fiscal gap and fosters the long­
term prosperity of the Alaskan economy and its people.

Principles for a plan
1. Stability
2. Sustainability
3. Fairness
4. Simplicity
5. Complete and full disclosure

Evaluation Criteria
1. Stability

a) Stable and predictable annual flow of revenues
b) Predictable tax regime
c) Stable spending
d) Ability to adjust to changing needs
e) Can be implemented

2. Sustainability
a) Protects and grows the Permanent Fund
b) Maintains revenue generating capacity of other financial assets
c) Advances financial investment policies that achieve maximum financial return

3. Fairness
a) Tradc-olTs between taxes, dividends, and public services arc balanced across all
Alaskan households, businesses, and communities
b) Links economic activity and a return to the state treasury
c) Connects Alaskans to financial decisions
d) Provides a smooth transition between any change in the size of dividends, taxes,
or public services

i f K
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4. Simplicity
a) Disposition of revenues and financial earnings is understandable
b) Clear definition of each element’s composition and purpose
c) Consistent presentation of plan

5. Complete and full disclosure
a) Uses reasonable assumptions for revenue generating capacity of natural resources 
and financial assets
b) Uses reasonable assumptions for population growth and composition change, and 
inflation
c) Balances revenues and spending for at least twenty years
d) Clearly accounts for all revenues, current spending and future financial commit­
ments
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Comments by 
Cheryl Frasca 

before the Senate Finance Committee 
March 24, 1999

^ O F  A L A S K A ^

Criteria to Evaluate 
Fiscal Plans

Purpose
Advance identification of a financial plan that closes the state’s fiscal gap and fosters the long­
term prosperity of die Alaskan economy and its people.

Principles for a plan
1. Stability
2. Sustainability
3. Fairness
4. Simplicity
5. Complete and full disclosure

Evaluation Criteria
1. Stability

a) Stable and predictable annual flow of revenues
b) Predictable tax regime
c) Stable spending
d) Ability to adjust to changing needs
e) Can be implemented

2. Sustainability
a) Protects and grows the Permanent Fund
b) Maintains revenue generating capacity of other financial assets
c) Advances financial investment policies that achieve maximum financial return

3. Fairness
a) Trade-offs between taxes, dividends, and public services are balanced across all
Alaskan households, businesses, and communities
b) Links economic activity and a return to the slate treasury
c) Connects Alaskans to financial decisions
d) Provides a smooth transition between any change in the size of dividends, taxes,
or public services
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4. Simplicity
a) Disposition of revenues and financial earnings is understandable
b) Clear definition of each element’s composition and purpose
c) Consistent presentation of plan

5. Complete and full disclosure
a) Uses reasonable assumptions for revenue generating capacity of natural resources 
and financial assets
b) Uses reasonable assumptions for population growth and composition change, and 
inflation
c) Balances revenue and spending for at least twenty years
d) Clearly accounts for all revenues, current spending and future financial commit­
ments



Simplicity
a) Disposition of revenues and financial earnings is understandable
b) Clear definition of each element’s composition and purpose
c) Consistent presentation of plan

Complete and full disclosure
a) Uses reasonable assumptions for revenue generating capacity of natural resources 
and financial assets
b) Uses reasonable assumptions for population growth and composition change, and 
inflation
c) Balances revenues and spending for at least twenty years
d) Clearly accounts for all revenues, current spending and future financial commit­
ments



T H E  A L L IA N C E
... for responsible development of Alaska’s Oil, Gas & Mineral Resources

A l l i a n c e  T e s t i m o n y  -  S t a t e  F i s c a l  G a p
March 24,1999

by Kairen Cowart, General Manager

I am Karen Cowart, General Manager o f the Alaska Support Industry Alliance 
(The Alliance). Thank for the opportunity to provide comment and perspective as 
you begin making important decisions on the state’s budget.

The Alliance is a statewide trade organization formed 20 years ago to provide a 
collective voice for companies that provide goods and services in support o f oil 
and gas exploration, development and production. Although The Alliance does not 
include all support businesses in the state, most o f the major players are members. 
Like most trade organizations, we believe our membership reflects the industry as 
a whole.

The Alliance has 300-plus member businesses, organizations and individuals that 
operate and work all across the state, from the North Slope to the Kenai Peninsula. 
Collectively, our membership employs about 25,000 Alaskan residents. While The 
Alliance is headquartered in Anchorage, we have active chapters and committees 
in Fairbanks, Kenai and Prudhoe Bay.

ALASKA SUPPORT INDUSTRY ALLIANCE
9-̂ 220 'B' Street, Suite 200 • Anchorage, Alaska 99503 • Phone:(907)563-2226 • Fax:(907) 561-8870



The Alaska oil and gas support industry is suffering difficult times in these days o f 
low oil prices. We estimate at least 4,000 people have lost their jobs within our 
membership during the last quarter o f 1998 and the first quarter o f 1999. For the 
next 18 to 36 months, we expect downsizing and layoffs to continue. According to 
industry experts, despite the recent upward fluctuation, overall low oil prices will 
likely go on for another one to two years, perhaps longer.

As business people, we understand that oil companies, our clients, must slow 
production, delay development and suspend exploration in times o f low profits. 
These are necessary measures i f  investors are to maintain presence in the state until 
oil prices warrant an increase in activity.

In the meantime, it is critical that we do n o t lo se  s ig h t o f  th e  fu tu r e , when the 
economic climate changes and opportunities re-emerge. The most important thing 
that state government can do r ig h t n o w  is to ensure that Alaska is poised to 
encourage and take advantage o f future resource development. And that means 
balancing the budget, th is yea r .

I think it is important to note that The Alliance has advocated a balanced state 
budget virtually since its inception in 1979. Closing the state's fiscal gap rem ains  

as our top p r io r ity  this year. Why? Because the financial status o f state 
government will dictate our members’ livelihood by either encouraging future 
petroleum investments, or by chasing investors away.

P a g e  2



Unchecked, the rising fiscal gap between state revenues and expenditures projects 
an image o f an unstable, irresponsible government. It generates uncertainty among 
potential and existing industry investors. It is critical that oil companies view 
Alaska as a s ta b le  p la c e  to in vest in when oil prices rise in the future.

For this reason, The Alliance is heartened to see b ipartisan  e ffo rts to address the 
state’s most serious problem, the budget. We a p p la u d  the g o v e rn o r for coming to 
the table with a proposal. It is a starting point, serving as the catalyst for 
meaningful dialogue. We also deeply appreciate the legislature’s ongoing 
commitment to a 5-year budget-balancing plan. In the days ahead, lawmakers can 
build on this foundation.

I ’ d like to emphasize that The Alliance has always supported efforts to reduce 
government spending as the f i r s t  a n d  fo re m o s t method o f balancing the budget.
We still do, but we also realize spending cuts alone will not close the billion- 
dollar-plus gap. The time has come to consider all options.

The fact is that no one wants to pay more for products and services with a sales 
tax. No one wants to see less o f their paycheck with a state income tax. And no one 
wants to receive a smaller Permanent Fund dividend. But no one can sensibly “just 
say no” to every th in g  anymore. A la ska n s n eed  to sa y  "y e s  " to a fiscally stable 
government and a sustainable economy.

We understand the legislature and the administration is looking to the people o f 
Alaska to determine realistic ways to address the fiscal gap. We would like to give 
you the support industry’s point o f view. The Alliance polled its membership in 
mid-March to discover which tools are most palatable. This is what we found:
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State Government Spending Reductions
The vast majority - 98 %  - o f Alliance members su p p o rt co n tin u ed  cu ts in 
government spending. They believe that there are many more efficiencies to be 
gained in government, whether it be by results-based budgeting, consolidation o f 
government programs, elimination o f non-essential services, use o f a two-year 
budget cycle, and/or privatization o f some government functions.

About three-fourths (76%) picked spending cuts as the top  ch o ice o f methods to 
balance the budget. Most agreed that sp en d in g  red u c tio n s  sh o u ld  o ccu r  be fo re  any  

o ther reven u e  so u rces  a re  estab lished .

Pennant Fund Unrealized earnings and Dividend
Using some portion o f the Permanent Fund’s unrealized earnings to fund 
government is acceptable to eigh t o u t o f  10 members. Two-thirds (64%) supported 
use o f some, but not all o f the fund’s unrealized earnings, while 16% said use it all, 
i f necessary.

About half - 45% - picked use o f unrealized earnings as their se c o n d  ch o ice o f 
methods to balance the budget. About a quarter (23%) picked this tool as their third 
choice.

Permanent Fund Dividend
Limiting (or eliminating) the Permanent Fund Dividend, and using the remaining 
earnings to fund government services, was acceptable to seven  ou t o f  10 o f 
responding Alliance members. About 42% ranked this method as their third 
choice; while 23% said it would be their second choice.

P a g e  4



State Income Tax
Alliance members overw helm ing ly  o ppose  a s ta te  incom e tax. Eighty-one percent 
said they “ do not support” or “ strongly oppose” using this tool to balance the 
budget. Six out o f 10 (61%) ranked an income tax as the tool they prefer least.

State Sales Tax
While taxes o f any type were the least popular budget-balancing tools to Alliance 
members, a sales tax appeared to be the most palatable taxation. About h a lf- 52% 
- said they would support a state sales tax, p ro v id e d  it w o u ld  be le v ie d  s ta tew id e  

a n d  on a f a i r  a n d  equ itab le  basis.

Four out o f 10 said they did not support a state sales tax. About 46% ranked sales 
tax as the fourth choice among methods to balance the budget, 16% said it was 
their number three choice, and 17% ranked it last.

Conclusion
We hope this input is valuable as the legislature develops and modifies its own 
specific budget proposals. We are willing to review and provide feedback on these 
proposals at your request. As plans are put forth, however, The Alliance does ask 
that they are presented to the people with a ll the cards on the  tab le . We urge you to 
devise a simple way to show the full budget - a ll revenues a n d  exp en ses - whether 
they flow through the general fund or not. This will allow us to see how much we 
are really paying for government services, in what form, and then come to our own 
conclusions on programs we feel are essential to the state and its residents.

P a g e  5



In closing, I would like to leave you with this thought. The Alaska oil and gas 
support industry IS in crisis. Businesses are taking im m ed ia te  m easures to survive 
in the long term. They are realigning budgets to reflect losses in project revenues 
and reducing expenditures accordingly.

It is imperative that the state does the same. Time IS o f the essence. The time for 
talk is long over. The state iMUST take action now. We encourage you to continue 
budget dialogue with the intent to resolve the problem this year. Our sector o f the 
economy, and commerce across the state, is counting on you.

Again, thank you for the opportunity to provide testimony on this important issue.

P a g e  6
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R E SU L T S OF ALLIANCE M E M B E R S H IP  “ B U D G E T ”  SU R V E Y

The Alliance surveyed its over 300 members in mid-March regarding the state’ s $1 billion 
fiscal gap, and various proposed tools to close it. Response was excellent, and the oil and gas 
support industry’s trade organization now has a clear picture o f how the majority o f members 
feel. Below is a summary o f tabulated results. A copy o f the original survey is attached for 
reference.
1. State Government Spending

Recommendation: Cut Deeply: 42% Cut Moderate: 56% Don’t Cut: 2% Increase Spending: 0%
Ranking: Number 1:76% Number 2:12% Number 3: 7% Number 4:2% Number 5:1%
Continued cuts in government spending are overwhelmingly (98%) supported by the majority of Alliance members. 
About three-fourths (76%) picked spending cuts as their top choice of methods to balance the budget.

2. Permanent Fund Unrealized Earnings
Recommendation: Use All: 17% Use Some: 64% Don't Use: 11% Never Use: 7%
Ranking: Number1:10% Number2:45% Number3:23% Number 4:12% Number5:5%
Use of some, but not all, of the Permanent Fund’s unrealized earnings is supported by two-thirds (65%) of Alliance 
members. About half (45%) picked use of unrealized earnings as their second choice of methods to balance the 
budget; while about a quarter (23%) said this is their third choice.

3. Permanent Fund Dividend
Recommendation: Eliminate: 9% Limit: 61% Leave Alone: 16% Never Touch: 12%
Ranking: Number 1:1% Number2:22% Number3:41% Number4:11% Number5:13%
Limiting (or eliminating) the Permanent Fund Dividend, and using the remaining earnings to fund government 
services, was acceptable to nearly three-quarters (72%) of Alliance members responding. About 42% ranked this 
method as their third choice; while 23% said it would be their second choice.

4. State Income Tax
Recommendation: All Alaskans: 18% Upper income Only: 1% Do Not Support: 33% Strongly Oppose: 47%
Ranking: Number 1:2% Number 2:4% Number 3: 9% Number 4:21% Number 5: 60%
There is overwhelming opposition (81% “do not support" or strongly oppose) to a state income tax on the part of 
Alliance members. Six out of 10 (61%) ranked an income tax as the least preferable choice among methods to balance 
the budget,

5. State Sales Tax
Recommendation: Statewide: 52% Except Where Local: 7% Do Not Support: 23% Strongly Oppose: 16%
Ranking: Number1:3% Number2:13% Number3:16% Number4:45% Number5:17%
While taxes of any type were the least popular budget-balancing tools among Alliance members, a sales tax appeared 
to be the most palatable taxation, provided it would be applied on a statewide basis. About 46% ranked sales tax as 
the fourth choice among methods to balance the budget.
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F A X -B A C K  S T A T E  B U D G E T  S U R V E Y  -  b y  M a r c h  1 6

First, check how you feel each budget-balancing tool should be used, if at all. Then rank the methods by placing 
a “ 1” next to your top choice, “2” next to your second choice, “3” next to your third choice, “4” next to your 
fourth choice, and “5” next to the tool you prefer least.

RANK

State government spending 

Comments:

Cut deeply 
□

Cut moderately 
□

Don't cut 
□

Increase Spending 
□

Permanent Fund unrealized earnings. use ail
□

Comments:

Use some 
□

Don’t use 
□

Never use 
□

Permanent Fund dividend. 

Comments:

Eliminate dividend 
□

Limit dividend 
□

Leave it alone 
□

Never touch 
□

State income tax. 

Comments:

On all Alaskans 
□

Upper income only 
□

Do not support 
□

Strongly oppose 
□

Establish a state sales tax. 

Comments:

Statewide
□

Except where local tax
a

Do not support 
□

Strongly oppose 
□

Company:

Voting Member or Representative:,

Thank you for your input!
Please fax back to The Alliance at (907) 561-8870 by Tuesday, March 16. 

Responses will be tabulated by March 19.

A LL R E S P O N S E S  W IL L  B E  K E P T  C O N F ID E N T IA L



HELLO MY NAME IS ROXANNA HORSCHEL.... I OWN A SMALL CONTRACTING 
BUSINESS AND I AM HERE TODAY REPRESENTING THE ASSOCIATED GENERAL 
CONTRACTORS ASSOCIATION OF ALASKA..
THE ASSOCIATION HAS CLOSE TO 600 MEMBERS FROM ANCHORAGE, FAIRBANKS, 
KENAI AND S.E. AREAS OF THE STATE. THE MEMBERSHIP IS MADE UP OF 
BUILDING, HIGHWAY, AND SPECIALTY CONTRACTORS AS WELL AS MATERIAL 
SUPPLIERS AND SERVICE RELATED COMPANIES.

BECAUSE THE AGC OF ALASKA IS QUITE CONCERNED OVER THE FISCAL GAP WE 
ARE PLEASED TO HAVE THIS OPPORTUNITY TO SHARE OUR POSITION, AND 
PRESENT THE FOLLOWING IDEAS FOR YOUR CONSIDERATION.

1. MAXIMIZE THE USE OF FEDERAL MATCH FUNDS FOR CAPITOL WORK.
THE ASSOCIATION FEELS VERY STRONGLY THAT NO FEDERAL OFFERINGS 
SHOULD BE LOST BECAUSE OF THE LACK OF STATE FUNDING FOR MATCHING 
DOLLARS.

2.MAJNTAIN A STRUCTURED APPROACH TO A CAPITOL PROGRAM. AS SET OUT 
IN THE STATE CONSTITUTION ARTICLE IX, SECTION 16 WHICH STATES IN PART 
THAT EXCEPT FOR A FEW SPECIFIC BOND APPROPRIATIONS, THE 
APPROPRIATIONS FROM THE STATE TREASURY SHALL NOT EXCEED 2.5 BILLION 
DOLLARS PER YEAR BY MORE THAN THE GROWTH IN POPULATION OR
INFLATION SINCE JULY 1, 1981 AND GOES ON TO STATE ..’’WITHIN THIS LIMIT
AT LEAST ONE THIRD SHALL BE RESERVED FOR CAPITOL PROJECTS AND LOAN 
APPROPRIATIONS”.

3 REDUCE STATE GOVERNMENT FUNCTION IN ACCORDANCE WITH ARTICLES III 
THRU X OF THE ALASKA CONSTITUTION. OTHER STATES OPERATIONS COULD 
SERVE AS A GUIDELINE TO DEFINE THE BASIC FUNCTIONS.
ALSO STATE EMPLOYEES SHOULD MORE RESEMBLE PRIVATE SECTOR 

EMPLOYEES IN SIMLLAR WORK, MANY CONTRACTORS COMPLAIN THEY CAN 
NOT COMPETE WITH WAGES, AND BENEFITS PAID BY THE DEEP POCKETS OF 
STATE GOVERNMENT.

4. LOWER STATE EXPENDITURES THROUGH INCREASED PRIVATIZATION OF 
SERVICES.

5. USE SOME OF THE NON DESIGNATED PERMANENT FUND EARNINGS TO 
BALANCE THE BUDGET.



6. BONDS FOR CAPITOL PROGRAMS SHOULD BE USED TO BRIDGE SHORT TERM 
FISCAL GAPS.

7 WE SUPPORT AN INCREASE TO THE STATE MOTOR FUEL TAX PROVIDED THE 
REVENUES ARE USED FOR ADDITIONAL MAINTENANCE OF OUR 
TRANSPORTATION INFRASTRUCTURE AND DISTRIBUTED THROUGH A 
DESIGNATED FUND..

The AGC feels if all these points were implemented a State income tax would not even need to be 
considered.

WE THANK YOU FOR THE ATTENTION YOU HAVE GIVEN US. IN CLOSING I WISH 
TO SAY THAT WE ALL RECOGNIZE THE DIFFICULT DECISIONS YOU MUST DEAL 
WITH THIS YEAR AND WE ENCOURAGE YOU TO ACT IN THE BEST LONG TERM 
INTEREST OF THE STATE OF ALASKA , WITH THAT WE PROMISE OUR SUPPORT 
AND DEFINITELY OUR RESPECT.



Alaska State Chamber o f Commerce 
Recommendations on a Fiscal Plan fo r Alaska

The ASCC supports a long-range budget plan that will bring state spending in line
with revenues. Our recommendations are as follows:

1. Develop and enact a long-term fiscal plan this session. Establish the process 
for achieving a balanced budget, including a time frame, schedule, and 
spending/revenue targets.

2. Determine the appropriate role o f state government, and through 
streamlining, consolidation, and privatization, reduce the size o f state 
government. We believe an achievable target for reducing costs in this 
manner is at least 30%.

3. Utilize earnings from investments. After the Permanent Fund has been 
inflation-proofed, the remaining earnings should be used for dividends and 
to fund government services. General obligation debt should be used, as 
appropriate, to finance infrastructure needs on a long-term basis. We believe 
a reasonable funding target from investment earnings is approximately 50- 
55%.

4. The remaining 15% o f the funding would come from broad-based taxes, 
fairly and equitably applied to all Alaskans.



A L A S K A

L o o k i n g  O u t  F o r  B u s i n e s s . . .
A Report from the Alaska State Chamber o f Commerce - the Voice o f Alaska Business

About sixty members ofthe Alaska State Chamber Two leading Anchorage
of Commerce (ASCC) were in Juneau recently to businessmen, banker Jim Curley C'T"1 t rPT7

meet 'vith Governor Knowles and the Legislature on and restaurateur Bill Pargeter, i l l . .  C *
behalf of business, commerce, jobs, and economic signed on as chairman and vice-
development The primary topic of discussion was the chairman, respectively. Three Qp c 0  M jy E Tc E
$ 1.2 billion budget deficit and what to do about it. others volunteered to serve on

The Governor received praise for his leadership in the committee’s executive committee, and businesses 
opening the debate by putting his budget plan on the in Anchorage and elsewhere loaned 14 of their top 
table. And, although the Legislature had yet to put forth executives to the task on a full-time basis. Twenty-eight 
its version of a plan for discussion, it was obvious that others signed up as part-time team members, many of 
a lot ofwork was going on behind the scenes-sorting them serving as many as 12 weeks at a time on 
ideas and developing options for a pi an that a maj ority assignment in Juneau. Others were aboard for briefer

periods - and in all, 55
- .  i. i ■ ■ —. individuals took part in the

work
"The State Chamber is united in the position ^  wQrk tQok ̂  
thatwe need to get the budget problem behind us ^  yeafs Qn Noy j

1978, Hammond issued a

of them could commit 
themselves to. The posi­
tion presented by the 
Chamber was that a plan 
is needed this year - a 
plan forstate government 
that emphasizes effi­
ciency,consolidation, 
streamlining, and privati­
zation.

“Any ideas on how
this should be done?” was a question asked by many Implementation of the recommenuations over the
Legislators. Well, maybe this is a good time to look two-yearperiodresultedinannualsavingsofmorethan

now, so that we can concentrate all our energies 
on building Alaska forthe future."

Pete L e a t/ia rd , C h a irm a n , A S C C

report to the people of 
Alaska on the results of 
the “Governor’s Manage­
ment & Efficiency Re­
view.

back in Alaska's history and see how another governor 
and another set of Alaska business leaders tackled a 
similar task - an assignment to reduce state costs by 
streamlining various government operations.

Finding efficiencies was the goal when Gov. Jay 
Hammond asked the State Chamber to assemble a 
team to make an in-depth study of the way things weie

$44 million and one-time benefits of more than $6 
million. At the time of the report, 247 of the study ’ s 3 62 
recommendations had been implemented, and others 
were in the works.

Reading it today, we see that some recommenda­
tions never implemented are still applicable. This 
would be a good place for the Commission on

done in state government - and to come up with Privatization and the Delivery of Government Services 
recommendations for how to do things better and at to begin its work. Senate Bill 33, now under 
less cost. consideration by the Legislature, would create such a

At the time, Alaska’s general fund expenditures commission, made up of business and government 
were running about $700 million a year, and total state leaders, to review and evaluate state procedures and 
spending - including federal dollars coming in to services and provide recommendations for consolidat-
support various programs - was just a little more than 
$1 billion. Now, more than $6 billion is pumping 
through the state’s cash drawers, including $2.3 billion 
in general fund spending.

But the crisis was much the same back in 
November 1975, when Hammond asked for help in

ing, privatizing, and streamlining state government 
It has been 24 years since state government was 

looked at with an eye for its overall shape and 
performance. It has grown considerably since then. 
Every gardener knows that pruning is necessary to 
keep a rose bush healthy, growing strong, and

controlling spending. The Chamber’s response was to producing at its best. It's time for another look at the 
make a major commitment to the job. shape of state government.

A d v e r t i s e m e n t



C o s t  o f  S t a t e  G o v e r n m e n t  -  T h e n  a n d  N o w

1978 1998
Alaska’s population -  403,099 Alaska’s population -  621,400
State Budget - $1 billion State Budget - $6.2 billion

Accounting for inflation (at an estimated rate of 3.5% compounded over 20 years) today’s 
budget is $5.2 billion in 1978 dollars.

In today’s budget, $1.2 billion is paid in Permanent Fund dividends and is spent to inflation- 
proof the fund. Subtracting that reduces today’s budget, in 1978 dollars, to $3.9 billion.

The 1978 per capita cost of government was $2,408.78. The 1998 per capita cost is $6,276.15. 
This represents a 40% increase in per capita government sp^-iding in 20 years.

Alaska’s population has increased 54%, while state spending has increased 290%.

In real dollars, if per capita spending had been maintained at the 1978 rate, today’s budget would 
be $3.06 billion, less than half of what it is.
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Slate Fiscal Gap - Potential Tools

Comments of Ken Freeman 
Executive Director 

Resource Developm ent Council

Before the Senate Finance Committee, March 24, 1999

Good morning, for the record my name is Ken Freeman, I serve as executive 
director of the Resource Development Council. I appreciate the opportunity to 
present comments on our number one public policy issue this session -- 
im plem entation of a long-term fiscal plan for the State of Alaska.

As m any of you know, RDC is a non-profit, economic development 
organization w ith a broad statewide base and focus. Our members range from 
individuals to leading companies throughout Alaska's basic resource sectors, 
including oil and gas, mining, timber, tourism and fishing. Also included in 
our ranks are Native corporations, construction, labor and a num ber of local 
communities. All of these interests come together under RDC to work on 
com m on issues --issues which transcend all resource and economic sectors.

RDC is represented statewide by a 78-member Board of Directors and a 22- 
m em ber Executive Committee. The later of which form ulates policy and 
provides direction to a staff of four.

With the fiscal gap as our number one public policy issue this session, RDC 
helped coordinate the economic sum m it held last m onth in Juneau and our 
President testified on the fiscal gap before the Anchorage Caucus in late 
February.

W hat m any of you heard at the economic forum was an assessment of 
business in Alaska. From the development sectors you heard that low oil 
prices and a slum ping Asian economy have hit Alaska hard. You also heard 
that the timber and fishing industries are in the tank, both hit hard by weak 
Asian markets. Timber production is down by 70 percent or more, budgets have 
been drastically cut and industry employment has fallen to all-time lows. 
M eanwhile, the m ining industry, which has show n record growth and 
production over the last several years, is now struggling to cope with low 
com m odity prices.

RDC is here today to express our support and encouragem ent of the 
Legislature in finding a long-term solution to the state's fiscal dilemma and to 
offer suggestions on specific tools to develop such a solution.

mailto:Resources@akrdc.org


I would like to applaud the Legislature and the Adm inistration for making the budget 
issue the top priority  this session - and in particular to the Senate and House Finance 
Committees which are working to evaluate the tools necessary to bridge the fiscal gap and create a 
long-term answ er.

This issue is of extreme importance to our members and we are strongly advocating 
definitive action this session. RDC President Allen Bingham testified before the Anchorage 
Caucus in late February and said that RDC prefers all the tools available to close the fiscal gap be 
considered in the early deliberations of formulating a plan. He also said we have the tools to fix 
the problem before us but it will take cooperation and hard w ork - watching the session unfold 
we have seen both and it has encouraged us to come before the Legislature again to lend ir 
support.

We appreciate the non-partisan and cooperative attitude expressed by both the Legislature 
and A dm inistration to address the state’s fiscal problems.

Over the course of many years, an assortment of ideas have been considered to close the 
fiscal gap. There are m any good ideas out there and we look forward to providing input as 
appropriate. The state is fortunate that it has a very unique opportunity to identify and 
implement tools to close the fiscal gap before the Constitutional Budget Reserve is drained.

In terms of some specifics, RDC supports the use of the following tools presented in order 
of priority.

I. First, continue the Legislature's and Administration's reductions in state spending.

We appreciate the steps taken over the past few years to cut state spending. W ithout that 
leadership to bring spending more in line with recurring revenues, we would be in a much more 
serious situation.

We suggest that additional reductions could be achieved by establishing a periodic process 
to identify and review essential and appropriate services and recommend the establishment of 
priorities that reflect a governm ent's traditional responsibilities to its citizens, i.e. public safety, 
transportation, education, and resource management.

The state m ust continue to promote program s that encourage developm ent of Alaska's 
economy. Special em phasis m ust be directed to development that generates a positive return to 
both the local economy and state treasury.

Next, incorporate performance standards by which state agencies are evaluated as to their 
effectiveness in m eeting intended missions and efficiency at the use of public dollars, — results — 
based budgeting.

And finally, evaluate and implement alternate ways to deliver state services such as 
privatization and contracting with the private sector.



RDC believes that additional budget cuts and increases in state efficiencies are achievable 
and will help, however, we all agree there is no way the state can realistically cut $1 billion from 
the current budget.

Having said this, however, RDC believes any long-term fiscal plan should first establish 
spending priorities before addressing how those priorities will be funded.

II. Secondly, RDC further advocates for diversifying and stabilizing state revenues through the 
expanded use of the Perm anent Fund earning;.. Our Executive Committee believes the fund 
earnings should be used to fund appropriate state services, in addition to the traditional inflation 
proofing and dividend payment.

By using the perm anent fund earnings to fund certain state government services, public 
interest in how and where their money is being spent will grow. Such a climate will hopefully 
generate m ore efficient state government.

There is an assortm ent of ideas that this committee may evaluate in terms of utilizing the 
Permanent Fund earnings to pay for state governm ent services. We are not advocating one plan 
over another, bu t m erely offering our support that using the earnings is a realistic and necessary 
measure that m ust be considered. On the revenue side, this is probably the most im portant tool 
that needs to be part of a long-term plan to fund state government. Members of our Executive 
Committee strongly believe this was the original intent of the fund and now is the time-to begin 
to use some of those earnings to bring stability to public budgeting.

We believe further budget cuts and use of the Perm anent Fund earnings will close the gap.

III. In the event these tools are not enough, RDC would entertain, as a final step, the 
implementation of a broad-based tax. Our members would have some comfort with a tax 
increase - such as the possible implementation of a sales tax. There is little support for an income 
tax.

New or increased taxes on industry are not the answer as such an action would shake the 
confidence of investors and harm  a business climate already severely disturbed by global 
economic events. In fact, the fiscal gap itself is a significant hurdle in attracting investm ent 
capital here. N ervous investors may think twice about Alaska if they believe there is a serious 
risk of higher corporate taxes as a consequence of a continuing gap between recurring revenues 
and state spending.

RDC believes the solution can be found in using a combination of tools to solve the 
problem. No one tool — budget cuts, use of Permanent Fund earnings or a tax— solves the 
problem entirely.

Alaska is looking into the hour-glass, but RDC is confident the Legislature and the 
Adm inistration will come to grips with this problem and do what is in the best interest of our 
state. Action is needed now while we have options rather than waiting until we are faced with a 
tougher dilem m a dow n the road. Thank you for this opportunity to present our thoughts on 
this issue. I w ould be glad to try and answer any questions you may have.

/  "
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Good morning, my name is Ralph Samuels, and I am the Chairman of the Board of 

Directors at the Anchorage Chamber of Commerce. I appreciate the opportunity to share 

with yon some of the thoughts and concerns of the Anchorage business community.

The Anchorage chamber Is an organization of over 1300 members. A vast majority of our 

members are small businesses. In addition to the large corporations that you are all 

familiar with, we represent small restaurants, gift shops, hotels, transportation companies, 

service companies and a myriad of other businesses in the Anchorage area.

For the past several years, the chamber has made the implementation of a long term fiscal 

strategy for the State Its number one priority. We feel that in order for businesses to have 

the confidence to invest, expand and plan for their future, they must know that the State is 

going to have a stable fiscal policy. We are very much pleased that the Legislature has 

been active on this topic this session, and that the Administration is working in conjunction 

witb the Legislature in order to get our fiscal house in order.

The Anchorage chamber board has spoken on the issue of long term fiscal planning with 

the following recommendations, to be used in the following order.

1. Take action to implement a plan this legislative session, i f we wait until nert year, the 

process will become embroiled in election year politics, and we will have spent one more 

years worth of reserves. Without a doubt, the time to act is now. The longer we wait the 

harder the decision will be.



2. Reduce State Spending- Using a model of Governm ent based on results, e lim inate 

programs w h ich do not achieve the desired, measurable results. Every do lla r the State 

spends shon ld be considered an investm ent that has a measurable return.

Privatization and contractual agreements w ith the private sector should be exam ined at 

every turn to more efficiently de liver State services w h ich are determ ined to be essential. 

In  the private sector, if  we have a drop in revenues or even cash flow problems, we 

exam ine every employee, every expense, every purchase, every facet of the way we do 

business in  order to make sure we arc getting the most for our money. A lthough the State 

cannot operate entirely lik e  a business, this business-like attitude must be pervasive in 

every department, and in  every budget in  State Government. I f  the State does not ga in the 

confidence of the A laskan people that we are getting the most return for our State do llars 

as possible, the path towards fiscal certainty w ill be even more d iff icu lt to travel than it 

already is. W e must have the courage to declare that some programs do not work, and to 

e lim inate them, or substantia lly change them. The Cham ber realizes that this is not an 

easy task. W e also realize that most, if  not a ll, of the department heads w ill te ll you that 

the ir programs are cost-effective, and that T H E IR  programs are do ing exactly what they 

were intended to do, and if  they had just a litt le  b it more money, they wou ld rea lly get into 

the sw ing of things, and save the State a whole bunch of money. In  short, we know that 

your job  is not an easy one. However, it is not easy in the private sector to make cuts 

either. T he recent o il industry layoffs were not easy for the o il companies, or the o il fie ld 

service companies either, but they d id what they had to do for the long-term health of the ir 

organizations. W e are asking you to do the same.



W hen it comes to pixhlic sector vs. private sector employees, I  w ill on ly make one comment. 

T he wages and B EN i. F ITS  should be comparable between the two sectors for s im ila r jobs. 

A nyth ing  other than this s im p ly  defies common sense.

3. After the paring of the budget, the revenue side of the equation must be exam ined. T he  

first tool on the revenue side to be used should be the use of earnings from investments, 

in c lu d in g  earn ings from the Permanent Fund .

The C ham be r feels that we should in fla tion proof the fund first, and that the rest of the 

earnings should be made ava ilab le for d iv idends and to support v ita l State services. Th is 

means that PF d iv idends should compete for funds against other State expenditures.

W e should s t ill use the Constitutiona l Budget Reserve, o r a s im ila r fund , as a “shock 

absorber’4 against o il price fluctuations.
i

Tbe use of general ob ligation debt should be carefully considered to keep a stable, 

sustainable cap ita l budget to keep up w ith the States infrastructure needs on a long-term 

basis.

4. After a ll of these steps have been taking, and only then, the State must consider a broad- 

based tax, or increase consumption taxes. Any tax plan that is even to be considered must 

be fa ir and broad-based. Tbe business community is concerned that increasing taxes w ill 

decrease the take-bome pay of the ir most va luable employees, forcing the businesses to 

increase wages to keep tbe employees that contribute the most to the company. Th is ,
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com bined w ith an already tight market for a productive work force, w il l have a detrim enta l 

effect on the business community'.

In  our past, Alaskans hove done many things we can be proud of...we created the 

Permanent Fund , we created the Constitu tiona l Budget Reserv e. I t  is time to act now  to do 

something else that we can be proud of, p lan for tbe future for a ll of us. T he C ham be r 

feels tha t by fo llow ing the p rio r it ie s  wc have touched on here...

1. H and le  tbe prob lem  this session.

2. Identify  appropriate budget reductions and take actions to im p lem ent a budgeting p lan 

for a ll departments based on goals and results. W e care not on ly about what we 

spend„.we are very concerned about what we get for tbe money we do spend.

3. Use it revenue stream using investment earnings to cover budget shortfalls.

4. Then , and only then, im p lem ent a broad-based tax that is fa ir to a il A laskans.

By fo llow ing these steps, A laska’s long term fiscal future w ill be far more secure than 

w a it ing  too long to a ct

I  appreciate the tim e you have given the C ham be r to voice ou r concern?, and we know that 

both tbe Legislature and the Adm in istration are moving forward to solve our co llective 

prob lem . Thank  you.

/



Analysis of Alaska’s Budget
Deficit
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P r e s e n t a t i o n  O b j e c t i v e s

■ Id e n t ify  p o ten tia l g oa ls  and gu id e lin es to be 
used to  assess any lo n g  te rm  fin a n c ia l p lan
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 ̂ H o w  T o  B e g i n  T h e  A n a l y s i s ?

■ C u rren t S itu a tion
♦  U n d e r s t a n d  t h e  m a g n i t u d e  o f  t h e  p r o b l e m

♦  U n d e r s t a n d  t h e  m o d e l

■ C u rren t S itu a tion  w ith  H ig h  O i l P rice s
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E3 O t h e r  R e v e n u e s  ■  P e t r o le u m  R e v e n u e s

H i s t o r i c a l  S t a t e  R e v e n u e s
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P r o j e c t e d  R e v e n u e s
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C u r r e n t  S i t u a t i o n  - A s s u m p t i o n s

■  3 . 0 %  I n f l a t i o n

■  1 . 5 %  P o p u l a t i o n  G r o w t h  i n  K - 1 2  E d u c a t i o n  

F o r m u l a  P o p u l a t i o n

■  2 %  P o p u l a t i o n  G r o w t h  f o r  D i v i d e n d  O N L Y !

■  N o  G r o w t h  i n  P o p u l a t i o n  f o r  a l l  o t h e r  F o r m u l a  o r  

A g e n c y  E x p e n d i t u r e s

■  P e r m a n e n t  F u n d  T o t a l  R e t u r n  o f  7 . 7 5 %

■  C B R  T o t a l  R e t u r n  o f  5 , 5 %  i f  l e s s  t h a n  $ 3 B  a n d  

i fe s a j  8 . 1  %  i f  g r e a t e r  t h a n  $ 3 B
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C u rren t S itua tion

□ Pormanont Fund Principal ■ Urvoallzod Gain □ Earnings Rosor\o □ ConsllluUonal Budget Rosorvo
| —  -hflation Adjusted Savings — Actual Projected Savings
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■  Expenditures □  Oil Revenues □  Other General Fund Revenues □  Income & Sales Tax Revenues
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Fiscal Years

Revenues vs Expenses
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C u rren t S itu a tion  - P e rm anen t Fund  D iv id en d s
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C u rren t S itua tion  - A la s k a ’ s S av ing s A ccoun ts
A laska’s  Savings A ccounts
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C u rren t S itu a tion  - B udge t D e fic it
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C u rren t S itu a tion  - %  o f  C ap ita l G a in s R e a liz e d
% of Capital Gains Realized

1  %  o f  U n r e a l iz e d  G a i n s  R e a l i z e d
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$ 3 4 / b b l  O i l  A s s u m p t i o n s

■  S a m e  a s  C u r r e n t  S c e n a r i o

■  E x c e p t :

♦  O i l  g o e s  t o  $ 3 4 / b b l  i n  F Y 2 0 0 0

♦  O i l  n e v e r  g o e s  d o w n  f r o m  $ 3 4 / b b l

♦  I n  f a c t  i t  r i s e s  e v e r y  y e a r  a t  t h e  i n f l a t i o n  r a t e  o f  

3 %  ( I n  F Y 2 0 2 0  O i l  =  $ 6 1 . 4 1 / b b l )

■  W h y  $ 3 4 / b b l ?

♦  T h a t  i s  w h a t  i t  w o u l d  t a k e  t o  c r e a t e  a  s u s t a i n a b l e  

b u d g e t  u n t i l  2 0 2 0  w i t h  n o  c u t s  a n d  n o  t a x e s . . . B u t  

t h e r e  a r e  c o n c e r n s .
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C u rren t S cen a rio  w ith  $ 3 4 /b b l O i l

□ Permanent Fund Principal ■ Unreolu od Gain □ Earnings Roaorve □ Constitutional Budgot Roaorvo
—  -HlallonAdjuslgd Savings -Actual Projocted Savings

Alaak*1* savtnga Account* Proiaclad Savlngo Account Balcnca vu Inflation Adjuatad Balance

Revenues va Expenses5.000 0

• Expondrturoe O OH Rovonuoe O Olhor Go no ml Fund Rovvnues a Income A Sotoo Tan Ravonuos

CO 00 
9 MOO
8 *ooo
i 30 00
J 20 00 

1000

■ Permanent Fund Dividend

3.000 00 
2.500 00
2.000 00

a£
1.000 00

Permanent Fund Dividend per Capita

P -s** --t’ -s«> jy J*

Fiscal Gap vs Savings Account Earnings Used to Fill Fiscal Gap %ofCepkel Gains Realized3.500 003.000002.500 00
2.000 00 1.600 00 
1,000 00500 001600 op* 

(1.000 00)

I Fiscal Gap Fllod by Savings Account ■ Fiscal Gap
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C u rren t S cen a rio  w ith  $ 3 4 /b b l O i l

5.000.0
4,500.0
4.000.0 

_  3,500.0 
|  3,000.0 
|  2,500.0 
»  2,000.0 

==* 1,500.0
1.000.0

500.0

■  E x p en d itu res  □  Oil R evenues □  O ther G eneral Fund R evenues □  Incom e & S a le s  Tax R evenues

R evenues vs E x penses

Oil Revenues

Oth»r GFR»venu»»
t  r  .T- - -  i-|—— i -■ r -  i  r ■ 'i "  !■■■— i t ------ 1 " - i— — r- - ■ t — 1 - "r - - i t - -- r

Rscal Years
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(in $)
C u rren t S cen a rio  w ith  $ 3 4 /b b l O i l

P e r m a n e n t  F u n d  D iv id e n d  p e r  C a p i ta

Fiscal Year
P e r m a n e n t  F u n d  D iv id e n d

M arch 2 4 , 1 9 9 9 S en a te  F in an ce 17



C u rren t S cena rio  w ith  $ 3 4 /b b l O i l
A laska’s  Sav ings A ccounts

60.00 
_  50.00 
|= 40.00 
H  30.00 
™ 20.00 

w  10.00

Fiscal Year

□  P erm an en t Fund Principal ■  U nrealized Gain □  E arnings R eserve □  C onstitu tional B udget R e s e n e

M arch 2 4 , 1999 S en a te  F in an ce 18



(in
 

$ 
B

il
li

o
n

s)
C u rren t S cena rio  w ith  $ 3 4 /b b l O i l

P ro jec ted  S av ings A ccount B alance  vs Inflation A djusted  B alance

—  -  In f la tio n  A d j u s t e d  S a v i n g s  —  A c tu a l  P r o j e c t e d  S a v i n g s
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$ 

Th
ou

sa
nd

s)
C u rren t S cena rio  w ith  $ 3 4 /b b l O i l

F i s c a l  G a p  y s  S a v i n g s  A c c o u n t  E a r n i n g s  U s e d  t o  F il l F i s c a l  G a p

(1,000.00)

Fiscal Year

F i s c a l  G a p  F i l le d  b y  S a v i n g s  A c c o u n t  F i s c a l  G a p
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C u rren t S cen a rio  w ith $ 3 4 /b b l O i l
% of Capital G ains Realized

100.00%
90.00%
80.00%
70.00%
60.00%
50.00%

00 %  o f  U n r e a l i z e d  G a i n s  R e a l i z e d

M arch 2 4 , 1 9 9 9 S en a te  F in a n ce 2 1



H  W h a t  D o e s  t h i s  a l l  m e a n ?
mm

■ The m od e l show s that the p ro b lem  is no t a 
c y c lic a l p ro b lem , but ra th e r it is a struc tu ra l 
p rob lem .

■ S tru c tu ra l P ro b lem s  cannot be o v e rc om e  by  
rid in g  it out.
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I s s u e s  F a c i n g  t h e  L e g i s l a t u r e

■ P iv o ta l m om en t in  A la s k a ’ s H is to ry

■ N o t a short te rm /c y c lic a l p ro b lem , but ra th e r 
a lo n g  te rm /stru c tu ra l p ro b lem
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C h o i c e s

■ C u t C osts
■ R a ise  R evenues
■ B eg in  to sy s tem a tic a lly  use the S ta te ’ s 

Sav ings A ccoun ts
■ A  C om b in a tion  o f  the above
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P o t e n t i a l  M e a s u r a b l e  G o a l s  o f  a  L o n g  

R a n g e  P l a n

■ Su sta in ab ility
♦  I n t e r g e n e r a t i o n a l  E q u i t y

■ S tab ility
■ P red ic ta b ility
■ A b ili ty  to  fu nd  Pe rm anen t Fund  D iv id en d s
■ A b ili ty  to  fu nd  the D e fic it
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S u s t a i n a b i l i t y

■ P ro te c t the P r in c ip a l (T ra d it io n a l)
■ In f la t io n  P ro o f in g
■ Is  the g o a l to  p ro tec t the pu rchas ing  p ow e r o f  

the A la s k a ’ s S av ing s A ccoun ts?
■ W h a t tim e h o r iz o n  is app rop ria te ?
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.  I n t e r g e n e r a t i o n a l  E q u i t y

■ C lo s e ly  re la ted  to S u s ta in ab ility

■ A l l  gene ra tion s are h e ld  equa l.
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S t a b i l i t y

■ P la n ’ s a b ility  to  w eather w o rs t case scenarios

■ P la n ’ s a b ility  to  reduce the S ta te ’ s revenue  
v o la t i li ty .
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P r e d i c t a b i l i t y

■ W h a t le v e l o f  p red ic tab ility  d o  w e w ant to 
assum e fo r :

♦  R e v e n u e  A s s u m p t i o n s

♦  E x p e n d i t u r e  A s s u m p t i o n s

♦  M a r k e t  A s s u m p t i o n s

■ Im p lic a t io n s  f o r  R is k  &  A sse t A llo c a t io n
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Presentation order fo r the Private Sector - Testimony
Wednesday March 24. 1999

Fiscal Policy Council - Cheryl Frasca 

A k State Chamber - Pam LaBo lle  

Resource Development Council - Ken Freeman 

Anchorage Chamber o f  Commerce - chairman Ralph Samuels 

Ak Support Industry A lliance -General Mgr. Karen Cowart 

Associated General Contractors- Roxanna Horschel





0 3 / 2 4 / 9 9
0 9 : 0 3 : 2 9

L E G I S L A T I V E  TELEC O N FER EN C E NETWORK SYSTEM  L T N 1 1 5 0
P A R T I C I P A N T  L I S T  (A LL P A R T I C I P A N T S )  B Y : ANC

T C N : 9 0 4 2 9  SCHEDULED F O R : 0 3 / 2 4 / 9 9  0 9 : 0 0  TO 1 1 : 0 0  F O R : ANC
P U B L IC  H E A R IN G  SENATE F IN A N C E

L O C A T IO N : ANCHORAGE
BALANCED BUDGE V IN C E N T O 'R E I L L Y T E S T I F Y


