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HFIN, March 3, 2014

(After draft bill is adopted as working document)
PETE—Co-Chair Austerman,
This year the Governor submitted an FY15 operating budget below the current FY14 budget.  Including the amendments submitted in February, the Unrestricted General Fund in Agency Operations decreased by 0.2%.  That is a significant change in course when compared to the annual 7.2% growth rate over the last eight years.  
As you’ve heard during various presentations before the Committee, the state’s fiscal outlook is worrisome.  When the legislature left at the end of last session, there was an expectation that there would be a deficit of approximately 1 Billion dollars for FY14.  
When the legislature convened in January, those projections had changed.  Now we anticipate the FY14 deficit to be in the 2 Billion dollar range.   To compound the situation, revenues are not forecast to cover our expenditures for several years, so this situation could be called our “new normal.”
Mr. Co-Chair, with our “new normal” in mind, you directed Subcommittees to look for additional savings with the goal of reducing the Unrestricted General Fund agency operations, non-formula budget by at least $50 Million from the current year.  
Why did you pick such a specific goal of a reduction in agency operations, non-formula?   Simply put, when the public thinks about government, agency operations, non-formula is the area of government they are most likely thinking about.
But Mr. Chair, agency operations, non-formula is only half of the story.  The total UGF in agency operations is nearly split 50/50 between formula programs and non-formula funding.
And as you know Mr. Chair, the areas of our budget that are growing the fastest are the 3 ‘budget drivers’. Which are the formula programs (Medicaid and education) and retirement funding.
In addition, if we don’t get prison system recidivism under control, we may need to build another new prison in just a few short years.
So if we are really going to get a handle on state spending and extend the life of our savings accounts, we’ve got to address more than just the dollars we invest in each department’s programs.
We are going to have to address the 3 big budget drivers, and also come up with a plan to slow correctional system recidivism, to blunt the need to build a new prison in the near future.
So Mr. Chair, we have 4 budget drivers, and actually maybe really 5 budget drivers.  With our ‘new normal’ budget reality, we will also have to pare down capital budgets compared to the recent past.
With all of that in mind, your instructions for the operating budget were to reduce Unrestricted General Funds in particular as any reduction in the expenditure of UGF extends the length of time our savings accounts will last.  
Mr. Co-Chair, you also directed the Subcommittees to continue to review the agency budgets via a five-step process:
1. Review the agency Mission, Core Services, and Performance Measures so through results-based budgeting, the public could see how effective and efficient agency programs are and agencies could demonstrate the value the public is receiving for our investments in them.
2. Review budget changes since FY06, enabling us to track GF and Total Funds changes over time
3. Review agency 10-year plans, to evaluate future changes that department’s see coming
4. Review audit findings made by the Division of Legislative Audit –providing an accountability check
5.  And get a status update on budget changes approved for the current fiscal year, FY14.
Then, after looking at an agency’s mission and results, looking back, looking forward, and looking at current year progress, each Subcommittee had a context in which to review the budget changes proposed for FY15.  
The subcommittees had just 39 days to review budgets prior to the February 28 Subcommittee close-out deadline.  Mr. Chairman, I believe that this is the quickest the Finance Sub-Committees have reviewed and made their recommendations on the budget. 
I’d like to thank David Teal and the staff at the Legislative Finance Division as they were integral in preparing the 2006 Look-back graphs and associated data, 10-year plan graphs, and consolidating information on current year progress for the Subcommittees, along with providing their normal budget support function for the Subcommittees.  The Legislature is fortunate to have such a talented and patient group of people assisting in development of the state’s budget.
I’d also like to thank Karen Rehfeld and the staff of the Office of Management and Budget, and the leadership teams of the Executive Branch agencies for their help in the budget review process.  
Last but certainly not least, I’d also like to thank all of the subcommittee staff, members, and chairs for their hard work and diligence in order to put this budget together.
Subcommittees were provided with the supplemental budget requests submitted by the Governor on February 4 and were charged with reviewing their respective agencies’ non-language budget amendments submitted by the Governor on February 19.  As expected, a few supplemental requests were precursors to FY15 budget amendments.  We appreciate the efforts of OMB to highlight those facts in both their supplemental spreadsheet and their amendment spreadsheet.
Mr. Co-Chair, all of the Subcommittee reports are found on the Legislative Finance website.  Reports on these two committee substitute bills will also be posted on the Legislative Finance website immediately after this hearing.
And now to the numbers: 
The operating budget Committee Substitute totals $9.149 Billion (all funds), a reduction of just over $3 Billion from the Governor’s Amended budget.  
This CS does not include the Governor’s requested 3 Billion dollar appropriation from the Constitutional Budget Reserve for the retirement systems.  How we ultimately fund our retirement systems, and at what level, will be discussed more as this session progresses.
[bookmark: _GoBack]Mr. Chairman, I am happy to report that we have met your goal of at least $50 M UGF below the current year for agency operations, non-formula.  If you exclude formula programs, this budget is 53 Million UGF below FY14 in Agency Operations.  This is a 2.3% reduction.
The subcommittees were able to identify $27.9 Million in additional UGF savings from the Governor’s Amended budget, when you include formula programs this CS is $40.4 Million below FY14 Management Plan. 
Combined Agency Operations and the Statewide items UGF equal $5.1 Billion, for a UGF reduction of $1.3 Billion from FY14, 
Other Funds increased $6.7 Million for a total of $1.3 Billion, and
Federal Receipts decreased by $23.6 million to $2.016 Billion  
	Well Mr. Chairman, you might ask, ‘how does this proposed operating budget affect our savings’?
The combined balances of the Constitutional Budget Reserve Fund and the Statutory Budget Reserve Fund are estimated to be around $15 Billion dollars at the start of Fiscal Year 2015.
	As the operating budget sits in front of you, and IF there were no additional capital budget spending above the Governor’s 429 M UGF, we would have a projected deficit of just under a billion dollars for FY15.
But we know that this budget is a work in progress and only one piece of our budget puzzle.  At the end of the day, if we take the Governor’s approach to retirement funding and transfer 3 billion from the CBR, and if we increase education funding and increase the capital budget, we could end up transferring well over 4 Billion dollars from savings in FY15.  
How much of our savings we can afford to use in FY15 will be fleshed out as this session progresses.
Now, Ms. Brown will describe the changes we made to the language sections of the bill.

	Now, Ms. Brown will describe the changes we made to the language sections of the bill.

JOAN
Mr. Co-Chair, I’ll identify the language sections where changes were made and describe those changes.
  Starting on page 53 of the bill:
				Section 8, ALASKA HOUSING FINANCE CORPORATION,
Mr. Co-Chair, in subsection (a) we replaced the phrase “adjusted net income” with the phrase “change in net assets” to conform to AHFC’s statutes.  
In subsection (b) we changed the lead-in wording to reflect the fact that AHFC will be retaining the entire 7.5 Million dollar dividend in order to pay debt service;
In subsection (c) we changed the location of where any excess Dividend funds would be deposited from the Governor-proposed Budget Reserve Fund to the Alaska Capital Income Fund.  This recognizes the legislature’s traditional use of corporate dividends for capital projects.  However, no “excess” dividend funds are anticipated.
 
Page 54		Section 9, ALASKA PERMANENT FUND CORPORATION.  Mr. Co-Chair, in subsection (b), we accepted the Governor’s amendment reducing the amount for inflation proofing from 975 Million dollars to 965 Million.  This is based on the corporation’s most recent projection.

Page 55			Section 10, ALASKA INDUSTRIAL DEVELOPMENT AND EXPORT AUTHORITY.  Mr. Co-Chair, just as we did in the Alaska Housing Finance Corporation section, we revised subsection (b) so if there should be any excess AIDEA Dividend funds, they will be deposited into the Alaska Capital Income Fund, instead of the budget reserve fund.  
Again, no “excess” dividend funds are anticipated.

				Section 11, DEPARTMENT OF ADMINISTRATION.  The only change we made is in subsection (c) where we replaced the word “agency” with the “Alaska Oil and Gas Conservation Commission”.

				Section 12, DEPARTMENT OF COMMERCE, COMMUNITY, AND ECONOMIC DEVELOPMENT.  We made no changes to subsections (a) through (e).  
In subsection (f), regarding the Power Cost Equalization program, we replaced the phrase “and not to exceed 44 Million 248 Thousand 4 Hundred dollars” with the phrase “and not to exceed the amount determined under AS 42.45.085 subsection (a) paragraph (1).”  This just clarifies that the maximum is the 7% amount allowed per statute. 
We made several changes to subsection (h) regarding the Alaska Seafood Marketing Institute’s budget. 
At the recommendation of Legislative Finance, throughout the subsection we changed “program receipts” to “statutory designated program receipts” to better reflect that ASMI’s receipts are generated by a voluntary tax to fund the marketing program.
We also reduced the original general fund amount listed in paragraph (3) for two reasons.  The first was a reduction of 4.5 Million dollars, which is now appropriated as general fund match in new paragraph (4).  The revised amount in paragraph (3) reflects a 10% general fund reduction of 777 Thousand 2 Hundred dollars.
In subsection (i), also relating to the Alaska Seafood Marketing Institute, we again changed “program receipts” to “statutory designated program receipts”.
In paragraph (2) we clarified that the general fund appropriations in subsection (h) match federal funds as well as industry contributions.
We also added new intent language as paragraph (4) stating that the appropriations for ASMI are included in the base budget.  Previously, as appropriations in the language section, the ASMI appropriations were considered one-time items.

Page 58			Section 13, DEPARTMENT OF CORRECTIONS.  We made no change to this section, other than to accept the Governor’s amendment to delete the earlier estimate that 1.8 Million General Fund dollars would be necessary.  The department does expect to collect  all of the budgeted Federal Funds.

				Section 14, DEPARTMENT OF EDUCATION AND EARLY DEVELOPMENT.  We made a minor change adding 1 dollar to the original 25 Million dollar appropriation, in order to make this item subject to Conference Committee as there are still many education issues to be resolved during this session.  

				Section 15, DEPARTMENT OF FISH AND GAME.  We made no change to what is now subsection (a).  
We moved an appropriation of 500 Thousand dollars from Fish and Game’s section 1, the numbers section, as our new subsection (b).  This is part of an overall clean-up of the sport fishing enterprise account appropriations.  There are more related clean-up changes in sections 23 and 25.

Page 59			Section 16, DEPARTMENT OF LABOR AND WORKFORCE DEVELOPMENT.  We made no change other than to reorder the subsections.

			Section 18, DEPARTMENT OF NATURAL RESOURCES.   In subsection(c) we just made technical wording changes.

Pages 60 - 62	Section 20, UNIVERSITY OF ALASKA and Section 21, OFFICE OF THE GOVERNOR.  We made no change other than to switch the order of the sections. 

 Pages 63 - 68	Section 23, DEBT AND OTHER OBLIGATIONS.  We made several formatting and slight wording changes in this section.  In subsection (h), we reordered the appropriations relating to general obligation bond debt in series date order starting with the earliest series.  
In addition, in subsection (h), paragraph (13), we accepted the Governor’s amendment reducing the debt payment estimate for the upcoming bond issuance from 20 Million dollars to 10 Million dollars.
We reordered the paragraphs in subsection (i) relating to debt of the international airports and relocated what had been subsection (m) to subsection (i) as a new paragraph (4). 
In subsection (j), in the lead-in language total dollar amount and in paragraph (1), we included the Governor’s amendment that reduced the amount for the Anchorage Jail lease payment by 512 Thousand 276 dollars. 
We also reworded subsection (el) as part of the clean-up of the appropriations related to the sport fish hatchery revenue bonds and the sport fishing enterprise account.

Pages 69 - 71	Section 25, FUND CAPITALIZATION.   We reordered the subsections and relocated a provision from the Fund Transfer section.  The substantitive changes are:  
In subsection (b), we reduced the appropriation to the community revenue sharing fund by 10 Million dollars, down to 50 Million dollars.  
We deleted what had been subsection (k) appropriating an estimated 3.3 Million dollars of interest earnings to the in-state natural gas pipeline fund.    We opted to keep those earnings in the General Fund. 
We deleted the original subsection (m) related to the fish and game revenue bond redemption fund and the sport fishing enterprise account and replaced it with three new subsections (j), (k), and (l) that complete the necessary language clean-up.
	In subsection (o), pertaining to the election fund, we just added the estimated interest earnings amount of 35 Thousand dollars.

Pages 71 - 73	Section 26, FUND TRANSFERS.   In addition to reordering subsections and relocating one subsection, we made a few other changes:
We deleted what had been subsection (h) as part of the sport fish revenue bonds and the sport fishing enterprise account clean-up.  The cleaned-up language is now in section 25 as subsection (k). 
In subsections (h) and (i), the statutory reference was corrected.  
In subsections (j) and (k), formerly (n) and (o), instead of appropriating a specific amount, we appropriate the June 30, 2014, balances of the administrative income accounts to the administrative operating accounts in both the Alaska clean water administrative fund and the Alaska drinking water administrative fund.  These transfers simply move funds from one account to another within each fund and do not increase the budget. 
We also combined what had been subsection (i) with the other appropriations to the fish and game fund in what is now subsection (l).  We also added the total estimated amount of 888 Thousand dollars to the lead-in language of the subsection.

Pages 73 - 74		Section 27, RETIREMENT SYSTEM FUNDING.  As Mr. Ecklund stated earlier, we made several changes to this section as we are investigating other, hopefully more affordable, funding options for the public employees’ and teachers’ retirement systems.  
We deleted both the original subsection (a) the 1.9 Billion dollar appropriation to the public employees’ retirement system and the original subsection (b) the 1.1 Billion dollar appropriation to the teachers’ retirement system. Both appropriations were from the constitutional budget reserve fund, so we also removed the words “constitutional budget reserve fund” from the catch line of the section and deleted original subsection (d) which was the CBR three-quarter vote provision.
We made no change to the judicial retirement system language.  It had been subsection (c) and is now the only appropriation.

	Pages 74 - 75	Section 28, SALARY AND BENEFIT ADJUSTMENTS.  We made some minor wording changes in this section, and
	In subsection (b), we added paragraph (3) because we accepted the Governor’s budget amendment for the new bargaining unit agreement with United Academics .  The cost of this agreement, $3.4 Million dollars, is included in the numbers section, section 1. 
	
	Page 75			Section 29, SHARED TAXES AND FEES.  We just slightly reordered the language in subsection (a).  

	Page 76			Section 31, RATIFICATIONS OF SMALL AMOUNTS IN STATE ACCOUNTING SYSTEM.  We just reordered the wording of this section.
	
				Section 32, STATUTORY BUDGET RESERVE FUND.  The only change was to add the word “Statutory” to the catch line of the section.
				Section 35.  We added this new effective date section applicable to Sections 30 and 34, as both take effect on June 30, 2014.  
			Section 36.   We just updated the section number reference for the Public Education Fund deposit.
				Section 37.  We made no change other than to add the reference to new section 35 and updated the other section number reference.  

Mr. Co-Chair, those were all of the changes made to the language sections in House Bill 266.  






Mental Health bill CS for HB 267(FIN)  

Mr. Co-Chair, now I’ll describe the changes we made in the Mental Health bill, House Bill 267.  
On Page 11		in Section 4, CAPITAL PROJECTS.  
We deleted one of the five mental health capital projects:  it was the Department of Health and Social Services project for MH Essential Program Equipment for 500 Thousand dollars.  
Each year the House Finance Committee removes one capital project from the Mental Health budget. 
The other body, in its version of the Mental Health bill, will add back that project and delete the four capital projects in the House’s budget bill, thus making all of the mental health projects subject to Conference Committee.

Mr. Co-Chair, the language sections begin on 
Page 14			Section 8, SALARY AND BENEFIT ADJUSTMENTS.    In subsection (b), we added paragraph (3), as we did in House Bill 266, for the University’s new bargaining unit agreement.
We also made minor wording corrections in subsections (c) and (d).

Mr. Co-Chair, those are all of the language changes in House Bill 267.

Subcommittee Chairs will present their budget highlights next:
Rep. Holmes			Administration
Rep. Costello			Commerce, Community, and 
						Economic Development
Rep. Edgmon			Corrections
Rep. Wilson			Education and Early Development
Rep. Munoz			Environmental Conservation
Co-Chair Stoltze		Fish and Game
Rep. Neuman			Health and Social Services
Rep. Wilson			Labor and Workforce Development
Rep. Holmes			Law
Rep. Thompson		Military and Veterans Affairs
Rep. Costello			Natural Resources
Rep. Edgmon			Public Safety
Rep. Thompson		Revenue
Rep. Neuman			Transportation and Public Facilities
Rep. Munoz			University
Co-Chair Stoltze		Alaska Court System
Co-Chair Austerman 	Office of the Governor and Legislature
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