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BREAKING THE FALL:
BUDGET RECOMMENDATIONS FOR ALASKA

Declining oil production and low oil prices are bringing Alaska’s state govern-
ment closer to the financial clift—but we can still save ourselves from falling over
the edge.

The state currently faces a $1 billion budget deficit and will face future deficits,
because oil revenues—which pay 85 percent of government costs—are declining.

Commonwealth North (CWN) proposes budget actions the state should take
immediately, and others 1t should take over the next four years.

CWN recognizes that some of these actions are politically unpopular and will be
strongly resisted. But if we don’t begin now, there will soon be a steep fiscal drop
that will require far more draconian remedies.

These recommendations grew out of CWN’s October 1993 budget conference
and subsequent work by a CWN budget committee. All the tools for closing the
state's "fiscal gap", as identified by Scott Goldsmith of the University of Alaska
Anchorage's Institute of Social and Economic Research, are utilized in these
recommendations.
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RECOMMENDATIONS

FISCAL IMPLICATIONS

Cut Spending

* Freeze the operating budget below current levels.

® Reduce the capital budget to below historic
levels.

¢ Cap Permanent Fund Dividend expenditures
at current levels.

$60 million reduction in FY 95.

A $100 million budget is $150 million below
historic levels and $516 million below FY 94.

Save at least $34 million in FY 95.

Increase Revenues

® Increase taxes and user fees. Consider increas-
ing “sin,” motor fuel and fish taxes.

* Change the statutory priority to inflation-proof
Permanent Fund first.

* Encourage increased oil exploration and
development.

Up to $90 million in new revenues annually.
Could add $850 million more to principal by
2005, depending on use of Earnings Reserve.

100,000 bbl/day increase in production yields
$50-100 million/year.

Get A Plan

——

® Create Alaska Finance Commission with admin-
istrative, legislative and public members to
produce a four-year financial plan.

® Develop a plan for saving, consolidating and
providing prudent access to reserves and non-
recurring future revenues.

¢ Create income tax commission including legis-
lative, administrative, and public members to
hold hearings, analyze tax structures and submit
a tax proposal to the legislature in Jan. 1995.

Year-to-year predictability and stability of
revenues and expenditures.

Existing and future reserves ($1-$3 billion)
protected from short-term liquidation. Total
reserves available would be predictable.

Revenues ($250-400 million) from an income
tax will take a minimum of two years from
enactment to fully realize.




