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Big cuts, but still a big deficit

Total Agency Operating Budgets, Statewide Items and Capital Budget

Spend|ng h|t FY13 h|gh Compared to Revenue

{UGF Only--$billions)

$8 b I I I | O n (U G F) (Excludes Permanent Fund ERA Appropriations)

$14

Significant reductions: s12
44.6% over 4 years op/cap w0

A
$3.5 billion N\ A\
[]

(26% operating reductions)
O O

Current defICIt 20 FY18

Billions

—

$6

=

Current (proposed) budget: o
$4.3 billion

$2

FYO7 FY03 FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 Govamd
$2 8 bl I I IO n = Capital 1.0 12 0.8 0.7 0.5 16 21 0.9 0.6 01 0.1 0.1
" Statewide Items 0.3 11 14 0.9 1.2 1.2 14 2.1 1.0 1.2 0.4 0.5
s Agency Operations 3.0 3.2 3.3 3.5 3.8 41 4.3 4.4 45 4.2 3.9 3.8
TOTAL BUDGET 42 5.5 5.5 5.1 5.5 7.0 7.8 7.4 6.1 5.5 4.4 43
* . H 13 ” H
Budget described in UGF — undeS|gnated genera| e | GF Revenue (Status Quo) 5.2 10.7 5.8 5.5 7.7 9.5 6.9 5.4 2.3 1.3 1.4 1.6
Revenue Covers % of Expenditures 122% 194% 106% 108% 140% 136% 89% 73% 37% 24% 33% 37%

funds. This is the budget the Legislature has discretion
over, unlike dedicated or federal funds. 3/1/2017 Legistative Finanee Diuiséon

www.AlaskaSenate.org
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Oill prices won't save us
5120~ Oil Prices 2006-2017

Under SB 21 tax system
production iIs up, but prices
remain low —land profits are

slim

Alaska would need

prices of $103 per barrel

to balance a

$4.3 billion budget

8 '®) J,—\]
>OU

34 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

£ ¥ nflat N +r + -~ alt )y
\ I on/intiation_Rate/Ristorical_Ull_Price

www.AlaskaSenate.org



And now ... a recession

« Officially in a recession
« Economy is hurting

* Highest job losses since
1980s recession/highest
unemployment in nation

» Consequences to our
actions (or inaction)

* Priority — protect private
sector

www.AlaskaSenate.org



The No-Action Alternative

 Bigger deficits

* Deplete our reserves

» Devastating cuts

* More job losses

* Drive oll, other investment elsewhere
* Weaken a fragile economy

* No reserves left to bail us out

How deep, how long, does the recession go?

www.AlaskaSenate.org
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Alaska Fiscal Solution

Do what we know needs to be done —
and do 1t now

> Stabilize state Spending “We're 1n a recession; we have the
> Stabilize state revenue hghest unemployment rate in the
nation. The Senate 1s focused on
> Protect future reserves the only thing we believe can
T tually stabilize Alaska.”
and Alaskans’ dividend ACTHATLY SHaDTHze SISk

- Sen. Anna MacKinnon,
Senate Finance Commaittee Co-Chair

www.AlaskaSenate.org
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Alaska Fiscal Solution

1. Reduce state spending
« Goal is $300 million reduction in operating budget this year
« Part of $750 million target reduction over three years
* Most will come from structural reforms — but these take time

2. Reform the spending cap
« Maintain downward pressure on state operating budget

3. Manage state reserves prudently
* Preserve Permanent Fund, dividend, CBR for future

« Apply Permanent Fund Earnings in structured draw to help pay for smaller
government and a sustainable dividend

« After oil revenue and Permanent Fund Earnings draw, strategic CBR draws fill
In If needed — but only up to overall state spending limit

www.AlaskaSenate.org



Solution — spending cap

Spending cap ‘holds the line’

e Statutory first - $4.1 billion

* |n range of historic spending, minus
the peaks

« Adjusts annually for inflation

* Does not include:
 Dividends
« Debt obligations
« Capital budgets

« Constitutional next year

www.AlaskaSenate.org
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Solution — managing reserves

Smart reserves management over generations

v Uses a percent of market value (POMV) approach to
draw annually from 5-year average of Permanent
Fund’s value

v Of annual draw, some to government, some to dividends
v' Dividend in line with historical average
v After oil revenue, POMV draw, strategic CBR draw fills in

If needed — but only up to state spending limit

v' As oil revenue increases, government’s share of POMV
draw goes back to reserves

www.AlaskaSenate.org
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Structure matters

DIVIDEND SIZE COMPARISON

Norunal Dvvidend Per Person (Median)

$3,500
$3,000

7~ - '\ Status Quo ™™=
$2,500 /s \
$2,000 \
$1,500 e ——

— S—

$1,000

$500 \
\ Source:

0 S e —————— Department
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 of Revenue

www.AlaskaSenate.org
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Solution - analysis

UGF Revenue/ Budget Budget Reserves
- FY Ending Balance
(S millions)
£25,000
58,000
57,000
£20,000
S6,000 |1
$5,000 .
$15,000 -——1 — =
.“,-.."-I_._".-l'-iiilliiﬂiiﬂiﬁll-ll'..‘...‘.'.
sa000 [+ |} ] E.
3,000 | |- | ] - - L. . L | I - L. 510,000 : 4 4 : 4
s EHE HE EE =EHE =R =R =l =N =R EE = u H u u i | x ‘
45,000 <+ 1 £ 1 1 1 1 1 1 1 i
$1,000
S0
FY16 FY17 FY18  FY1s  FY20 Fr21 FY22  FY23  FY24  FY25 FY26 <0
i Revenue ld PF Plan ld CBR/SBR Draw FY16  FY17  FY18  FY1®  FY20  F¥21  FY22 P23 F¥24  FY25  FY26
el ERA Draw anfilenr | dpet ® o o Budget Less Dividends HISER EICBR WIERA

UGF Fiscal Model of SB 70 by Legislative Finance Division, 3/3/2017 * Does not include Senate budget reductions 11
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Dividend certainty

., Alaska Permanent Fund Dmdend Amounts 1982 - 2016

ource: Alaska Permanent Fund Corpor: L N ¢ L gislative Finance, F

A~-~!‘:1’;. w.akleg.go ?.Z*JM__..r ents.asp?session=308docid=

35 year average: $1,146
Amount of
I “— PFD Veto
_I il.
- |||‘||I| ‘|III| II

www.AlaskaSenate.org
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Reserves stability

CBR Balance Status Quo vs. Fiscal Solution

Source: Legislative Finance Division
19

| 13 Billion
B Status Quo $}
1o L I Fiscal Solution A

Y
p

h
A
\

Status Quo

Fiscal Solution

FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

See: http://www.akleg.gov/basis/get_documents.asp?session=30&docid=12540

| Projections |

www.AlaskaSenate.org




Taxes prolong recession

... tax-based adjustments
have been followed by prolonged
and deep recessions.”

National Bureau of Economic Research 2016 report: “Is it the ‘how’ or the ‘when’that matters in fiscal adjustments?’

www.AlaskaSenate.org




Thank you

from the
ORI[ITY

ALASKA SXC SENATE

SenateMajority@akleg.gov
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Appendix — Budget reductions

2016 PFD

Fulpayout  Agency Operations Percentage of Budget
4 FY 2017 — Conference Committee Report
é _
e —Education 33.4%
= | E Health/Medicaid 27.8%
b ;™ University 8.4%
% = Corrections 7.0%
N B Transportation 5.6%
= Public Safety 4%
B » Judiciary 2.8% Governor 0.6%
Administration 1.8% Labor 0.6%
- Legislature 1.7% Commerce 0.5%
Natural Resources 1.6% Environ. 0.4%
- Fish & Game 1.4% Miitary 0.4%
S < Law 1.3%
N = 5 = = = . TﬁF-‘:eu.D.?%
1 e n nnnnnnanan J_UJJ_UiJ_QjJ_GjJ_&J_:i:’{J_E‘!}L*:“;}J

www.AlaskaSenate.org



Source: Legislative
Finance Division

UGF Revenue/ Budget
(5 millions)

COST VARIABLES

Operating Budget

MNon-Formula 0008
K-12 Formula 0008
Medicaid Formula 0.00%
Other Formula 0.00%

Target cut (FY18+)| § =

Statewide Budget
Tax Credit Payments Statutory

Capital Budget (FY19-26) 180.0
REVEMUE VARIABLES
Sales Tax n
Income Tax n
Mator Fuel Tax n
0l Tax Legislation n
M FPO7 PMIE P8 W30 FYI1 PVl RIS PRl FYI3 PR Permanant Fund Plan SBT0
= Revenue bl FF Flam lsl CBRfSHA. Draw . ot
SUMm ns
[l ERA Draw il Bl + » » Budget Less Dividends Inflation Rats 2.259%
Budget Reserves PF Imestment Rﬂ_lum 6.95%
F¥ Ending Balance . % Realized 57.25%
— Population Growth Rete Labor State
CBR Eamings 2.89%
Plan Specifications
" Payout
e POMY Payout 5.00%
POMY Overmride 5.25%
| Orarride Ends 20
| % Statutory Met Income )
| - - _ . ; ' | Diraw Start Year 17
| Dividend
| % of Stat Net Income to Div 0%
| % of POM\V Draw to Div 25%
| % of UGF Royalties to Div 0¥
| Dividend Floor % 1,000
| Floor Ends. 20
| Dividend Cap 5 -
Dividend Override Off
Inflation Proofing
Status Quo Inflation Proofing i}
s FriT (a8t | L pt-] Lo ] m Lorr] m3 Lo ar ] mae '¢: D‘I’ﬂ'ﬂ' |I"IﬂEIIH:Ir1 Pmr‘; 1
LI5BR LICER WIERA POMY Inflation Proofing 0.00%
| |
FYig Frig 3 i) FY21 | Fraz F¥23 Fr24 | FY25 FY28 Other Provizions
Reserves | 15506 14977 14.670| 14,299] 14,180) 14,111] 14,173] 14404 | 14,757 Reduce when oil rev exceeds § 1,200
Dieficil <04 578 =517 =531 =231 =372 =287 =149 =58 Reducsa by x% 100%:
|Tears
Extausi 17 e Fr) a3 38 49 a7 254 Royalties to FF 25%

Dividend Check
$3000
S1,300
s1,000
51,300
51,000
sam
L]
e FEI? FFIE BYIR PYE M1 P Y P TR
lilsStatus Qo sswsCurnent Scenario
Permanent Fund
FY Ending Balance
50,000
570,000
560,000
$50,000
540,000
FYLE FEIT FYIE FPIF FYID V21 FrIZ P21 PV s T
i 5tatus Duo & Current Scenarko
Perm. Fund[ Fri8 | Frig | Fra0 | Fr21 | FraZ | Fre3 | Frad | Fras | Frag
% Feal Value| 100%) 100%) 100%| 901%[ 101%| 101%| 0% | 103%| 102%
Payout 3| 5.25%| 5.36%| 525%( 5.00%| G5.00%| G.00%| 5.00%| 5.00%) 5.00%
Effective %| 4.58%|) 4.71%| 4.79%| 454%| 4.52%| 4.50%| 4.40%| 4400 4.40%
Payout for Dividends and General Fund
1,000
1,500 "
- o - yos e x ¥
Em “ ” )
g
= 1 oo
- .—l—.—l—l—.—u—._.-l—l—._.—l——'_.
] Fr1a Fr20 a1 (47 (47 ] a4 Fras e
<o ToGeneral Fond sl Ord dendy
]
aGeneral Fund| 1833 | 1,871 | 2078 | 2028 | 2067 | 2112 | 2165 | 2218 | 2,275
Dividends 683 Bag Tas BTG &9 To4 T2 7 758

17



