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ACTI ON NARRATI VE

HB 125- LONG RANGE FI SCAL PLAN

CHAIR M KE HAWKER cal | ed the House Special Conmttee on Ways and
Means neeting to order at 3:34:39 PM Present at the call to
order were Representatives Hawker, Fairclough, G uenberg, Roses,
Seaton, W/l son, and G ssna.

3:35:37 PM

CHAIR HAWKER stated that the only order of business would be
HOUSE BILL NO 125, "An Act relating to budget planning and a
| ong-range fiscal plan for the State of Al aska." [ Before the
commttee was proposed commttee substitute (CS) for HB 125,
Version, 25-LS0546\C, Cook, 2/8/07, which had been adopted as
the work draft on 2/14/07.]

CHAI R HAWKER, speaking as a joint prine sponsor of HB 125,
expl ained that AS 37.07.020(b) requires the governor to submt
an annual financial plan, but nothing in that statute delineates

or further describes what the financial plan should cover. The
approach taken by the bill anends the statute to require the
governor to submt a fiscal plan. He said that HB 125 was
drafted to detail what is nmeant by the term "fiscal plan,”
al t hough he acknow edged that the |anguage of the bill nmay need
some editing for clarity. He enphasized that the intent of the
bill is to make the fiscal plan a sinple and objective exercise
to project estimates of revenue and expenses for 10 years. The
fiscal plan will not set forth policy; but wll lay the ground
work for future policy decisions, he indicated. In essence, to

prepare the fiscal plan, the OV would integrate work already
done by the Departnment of Revenue (DOR) in its biannual "Revenue
Sources Book," wth broad projections about significant future
uses of funds. These would be aggregate |unp sum projections of
significant uses of funds, he noted.
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CHAI R HAWKER enphasized that the bill requires the executive
branch identify sources of revenue and the nmeans to keep the
revenue funds bal anced. The fiscal plan would also state
proj ected bal ances of significant funds held in separate savings
accounts such as the constitutional budget reserve fund or the
public education fund. The goal of HB 125 is to require the
executive branch to set forth a broad picture of state revenue
trends. He said he believes that the sinple baseline fisca
analysis required by HB 125 is a necessary prerequisite for
| ong-range fiscal decision making, as well as a way to put a
current year's budget and spending decisions in context. In
summary, HB 125 creates a process through which to approach
| ong-range fiscal planning.

REPRESENTATI VE WLSON asked whether there is sone type of
accepted budget nodel wused by other states to project their
| ong-range financial situations.

3:46: 37 PM
JOHN BOUCHER, Senior Economist, Ofice of Managenent & Budget

(OowB), Ofice of the Governor, answered that although there may
be some standard nmethodol ogies for sone pieces of the plan,

there is likely not a conprehensive accepted nethodology for
state long-range fiscal plans. He noted that any plan is only
as good as its assunptions. Some assunptions, such as the
future growmh of Alaska's senior population, are sonmewhat
factual . However others, such as which revenue sources wll be
t apped to pay for i ncreased costs, require policy

determ nations. Therefore, the usefulness of a standard plan is
limted, he opined.

CHAl R HAWKER asked whether it is reasonable for OVMB to nmake sone
type of predictions for future expenditures based on |likely
future cost increases.

3:48:19 PM

MR. BOUCHER replied that the aforenentioned type of analysis is
currently practiced by the administration when it prepares the
budget for the next year. He said that admnistrators feel a
certain level of disconfort when they are required to budget for
a 4 to 5 year period because assunptions can change. Therefore,
either the projections nust change, or the assunptions, such as
the anpbunts of the federal nedical assistance percentage (FMAP)
that the state will receive, nust be specified within the budget
docunent itself.
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CHAIR HAWKER stated that the drafters of HB 125 recognized
future projections cannot be precise due to sone factors, such
as the state's future share of FMAP. Therefore, he acknow edged
that the fiscal plan's forecast will beconme |ess detailed the
farther into the future it projects.

REPRESENTATI VE SEATON expressed concern over the useful ness of a
fiscal plan. He referred to this year's prior presentations to
the legislature that predicted a budget gap for Alaska in the
near future, yet pointed out that the legislature is now
considering elimnating certain taxes and concentrating the
state's entire revenue generation on oil. He cautioned that a
fiscal plan may be of limted use if the information presented
does not influence |egislative actions.

3:54:16 PM

CHAIR HAWKER replied that he believes it is inportant for this
conmmttee to raise these revenue issues and to support

devel opnent of a record of testinobny on fiscal issues. Si nce
this commttee is a special commttee which nust be re-
authorized, it may be useful to codify the requirenment that

there be baseline revenue and spending information simlar to
the information brought forth by this commttee in its first few
hearings of 2007. He suggested the existence of such
information will help the public see where the executive branch
is leading the state in the area of fiscal policy.

MR. BOUCHER opined that a fiscal plan should be flexible, quick
to respond to change, and contain sonme idea of the plan's
obj ecti ve. He said it appears HB 125 requires a fiscal plan
that is part rem nder, part educational effort. Furthernore, it
seens to require an appropriate level of effort; although the
executive branch is, he related, capable of putting in a greater
| evel of effort if the legislature feels that is advisable. He
indicated that it may be inportant for this commttee and the
executive branch to consider what the objective of any fisca
plan will be. If the objective is clear, it wll help put into
context the recognition that |ong-range expenditures have
consequences, he noted. Referring to past OVB presentations, he
relayed the observation that a relatively sinple presentation
can give a picture of future budget predictions.

4:00:17 PM
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REPRESENTATI VE WLSON, referring to the difficulty of making
funding decisions in light of the many groups that request
funding and the anobunt of expenses the state has, and opined
that there needs to be sone information to help nake these
deci si ons.

REPRESENTATI VE GRUENBERG questi oned whet her OVMB and the governor
should be required to update any fiscal plan nore frequently

than on the annual basis currently required by the bill in Iight
of possibly fast-changing information about revenues and
spendi ng.

MR. BOUCHER replied that the useful ness of any adjustnents woul d
depend on the size and effort it would take to do them In the
last 12 nmonths for exanple, there has been an increase in oil
prices, a policy decision to address unfunded pension

l[tabilities, and the passage of a production profits tax. Any
one of these aforenentioned events can affect future budget
predictions. Furthernore, sone of these events were not in play
until Septenber or Cctober 2006, and if a fiscal plan were to
require a detailed analysis of changes like this, the plan may
"die fromits own bul k. "

REPRESENTATI VE GRUENBERG noted that wth the Novenber 2006
initiative which statutorily limts legislative sessions to 90
days, the legislature nay be facing nore special sessions and
may have to respond to any fiscal plan and updates. Since HB
125 is concerned with the initial fiscal plan, but not wth what
happens after the plan is submtted, he questioned whether OVB
has an opinion on what should happen once any fiscal plan is
subm tted.

4:07:56 PM

MR. BOUCHER said he believes there should be some sort of
| egislative response to a fiscal plan, although he is not sure

what appropriate vehicle for this response should be. He
pointed out that prior admnistrations have nade policy
proposal s that have not been inplenented by the legislature. In

that type of situation, the failure to inplenent key conponents
essentially negates a plan's chance for success, he suggested.
When considering how to craft a plan, it nay be nobre productive
to consider any fiscal plan process as a dial ogue between such
bodies as the Legislative Finance Division and OVB, with sone
sort of response by the legislature, he opined. He responded to
a query by stating he is not aware of other state's financial
pl anning efforts.
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4:11:42 PM

CHAIR HAWKER inforned the conmmttee that Hawaii requires its
governor to prepare a very detailed six-year program and
financial plan. He said he does not want Al aska to utilize such
a detailed route and fall victim to the fallacy of false
precision in the budget planning process.

REPRESENTATI VE ROSES suggested that one advantage of a fiscal
plan is that agencies can be nmade aware of their future budget
for itenms such as deferred nmintenance. He noted that the
process of predicting future incone and expenses is an accepted
busi ness practice, and each year those figures are adjusted to
neet the needs of the business' |ong-range plan. He warned that
using financial planning information from other states may be of
limted usefulness since Alaska' s revenues are based nmainly on
i ncome from natural resources, which can be volatile conpared to
a resource base that cones nmainly from taxes. He said that a
pl anning process could be very helpful, especially for areas
such as the unfunded pension liability and deferred naintenance
i ssues.

REPRESENTATI VE SEATON opined that some sort of legislative
response is critical, but in reality it is already done by the
budget process. He stated that there may be a helpfu

educati onal conponent to a fiscal planning process that involves
the Legislative Finance Division and OVB, but those agencies are
not able to give any type of commitnent or inplenmentation
authority to the plan.

4:17:47 PM

MARI E DARLIN, Coordinator, AARP Capital Cty Task Force (AARP),
testified that the AARP supports the efforts of the commttee to
establish a long-term fiscal plan and is willing to provide any
hel p the conm ttee deens necessary.

CHAI R HAWKER asked Ms. Darlin her opinion of whether a fisca
pl an should be a set plan, or whether fiscal planning should be
considered nore of a continuing process that does not dictate a
one time solution.

M5. DARLIN opined that it would be beneficial for the state to
put forth some |long-range policy goals, but that anyone who
follows the legislature knows it cannot pin everything down to
finite details. However, in general people like to know where
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the state is headed, and within that franmework there can be
changes and adj ustnments made as necessary, she said.

4:23:50 PM

REPRESENTATI VE FAI RCLOUGH asked about AARP's position on the
| ong-term inpacts of an increased senior population and how the
state can provide the resources necessary to neet their needs,
especially in view of potential future decreases in federal
funding for health care services.

M5. DARLIN stated that AARP |ooks at many factors and studies
every report on Medicaid and other issues, and that one has to
review the many angles when trying to balance the numerous
seni or popul ation issues. The AARP does | ook at many issues
such as the longevity bonus, to determne what the state is
going to be able to afford.

4:27:19 PM

REPRESENTATI VE FAI RCLOUGH acknow edged that seniors who mgrate
to the state bring benefits, and that AARP may have a greater
under st andi ng of some needs related to the senior popul ation.

4:29:35 PM

M. BOUCHER paraphrased from the following witten testinony
[original punctuation provided]:

The Admnistration’s FY0O8 budget proposal reflects
sone of the principles that have been enphasized in
previous iterations of fiscal plans:

e Examining state spending to insure that state services
are being delivered in the nost efficient and cost
ef fective manner possible, and

e Insuring that surplus revenue is set aside for use at a
future time when the state’s revenue is less plentiful.

Conceptual |y, the admnistration believes that a
fiscal plan should be a wuseful tool, and that any
processes or plans devel oped should be flexible enough
to quickly respond to changes in the fundanental
realities that determne the state’'s fiscal health-
such as changes in world oil markets or North Slope
oil and gas producti on.
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e One overarching concern is that the plan or process
may beconme a bul ky annual exercise that sits on a
shel f and [gets] ignored. QOVB has sonme experience
with planning efforts that sit on the shelf and we
woul d i ke to avoid that occurring.

Another thing that the commttee mght consider is
what the objective of the plan or planning process is
and what the appropriate |level of resources should be
devoted to achi eving that objective.

4:33:20 PM

MR. BOUCHER went on to say that if the intent of the fiscal plan
is to outline the magnitude of the fiscal challenges facing the
state that could be acconplished by presentations to this
committee by DOR, OB, and the Legislative Finance Division. He
opined that nost of the revenue options available to fill the
fiscal gap have been studied, and in sone cases presented to the
| egislature, yet the state is not really any closer to a
sol uti on. He questioned whether the addition of a planning
process will help the state solve its fiscal problens. He
raised the issue of whether the resources that would be spent
preparing a fiscal plan mght be better spent focusing on

targeted solutions to major spending issues, |ike Medicaid, the
Public  Enpl oyees’ Ret i r ement System (PERS), or deferred
mai nt enance of state facilities. He said it is wthin the

normal course of any administration's work to bring major issues
to light and to frame the effect those issues may have on the
fiscal gap.

MR. BOUCHER further paraphrased from the followng witten
testinmony [original punctuation provided]:

As far as the nechanics of the bill- our reading is
that just like the budget, a new adm nistration would
be obligated to release a fiscal plan at the sane tine
as the Decenber 15'" budget rel ease. As such, it

* Puts a new admnistration in the position of
submitting the previous admnistration’s plan-
and potentially distancing itself from the plan
i mredi ately. Therefore, we support the idea that
was discussed by several nenbers that a new
adm nistration mght be exenpt from submtting a
plan until it’s been in office for a year or so.

HOUSE WM COWM TTEE - 8- February 19, 2007



4:34:10 PM

MR. BOUCHER stated that OWB's current wunderstanding of the
detail desired by the bill would require OVMB to add a new full-
time staff position and possibly to contract out some work for

specific issues, such as Medicaid. If a lesser product is
intended by HB 125, OVB nay not need an additional position to
prepare the fiscal pl an. He stated that while the

adm ni stration supports the efforts of the commttee to raise
profile of long-term fiscal planning, it has sone questions as
to whether this legislation is the nobst cost-effective way to
achieve the goals of a long-term plan, as well as some other
concerns about the details of plan inplenentation when an
adm ni stration changes. He responded to Chair Hawker by
reiterating the admnistration's concern 1is whether this
legislation is the nost cost effective approach to |ong-range
pl anni ng. He stated that if HB 125 is designed to require
devel opnent of a |arge docunent, the administration may question
whether its efforts could be better spent by having a staff
menber look in depth at a targeted issue, such as pension fund
debt issues.

4:37:24 PM

CHAI R HAWKER st ated he does not envision the fiscal plan being a
huge docunent. He asked M. Boucher to suggest where in the
current bill Jlanguage could be changed to aneliorate that
concer n.

REPRESENTATI VE W LSON opined that it mght be beneficial to
clearly state any fiscal plan's intentions for a future
| egi slature to consider, even though one |egislature cannot bind
a future |l egislature.

CHAI R HAWKER suggested that the commttee not create an overly
preci se work product; instead, it should craft a process that
can evolve to becone a work product an administration may desire
to bring forward.

REPRESENTATI VE GRUENBERG pointed out that a prior legislature
passed missions and neasures legislation, which was "kind of
spotty,” was only used during one admnistration, and is in
uncodi fied | aw, where "people can't find it." A fiscal plan may
predict the source and anount of projected revenues, but not
much nore than that. If the legislature wants to do anything
nore that than, the plan has to get into governnment operations,
he opi ned. He offered that in his opinion, a part-tine
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| egislature is not able to do enough oversight of governnental

oper at i ons. Furthernore, a 90-day |egislative session nay nake
it nore of a challenge to have the required governnenta
oversight needed to do the people's work right, he said. The

pl anning function the commttee is |ooking at is concerned with
what the state should be doing in the next 10 years. However,
to do that properly, the legislature needs to determ ne how to
act as a board of directors. He proposed that as part of the
| egi sl ature's response to any fiscal plan, there should be sone
di scussion as to the extent and timng of |egislative oversight.

MR. BOUCHER said that OWB is responsible for the existing
m ssions and neasures progranms, and he believes it has cone
quite far in the |ast several iterations. He offered to provide
sorme informati on on OVB' s perfornmance oversi ght work.

4:48: 45 PM

REPRESENTATI VE CGRUENBERG responded to Chair Hawker's inquiry
about the appropriate |egislative response by opining that the
| egi slature ought to respond point-by-point to the annual
update, either in the budget or by resolution. This would give
the legislature, the executive branch, and the public an idea of
what the legislature plans to do in response to the executive's
fiscal plan. Furthernore, there should be a process whereby the
| egislature sets out what the |legislative oversight function
shall be and as part of that, a process by which the m ssions
and nmeasures concept 1s updated. The product of the oversight
would include wupdating the mssions and neasures piece of
| egi slation, he offered.

REPRESENTATI VE Cl SSNA observed that the |egislature has to have
an understandi ng where various state departnents are going so as
to have oversight. She related her understanding that other
states have sinplified this process of oversight, and therefore
there are sone tools available to help on this issue.

4:53: 06 PM

REPRESENTATI VE SEATON stated that a fiscal plan can begin to
i nclude too many factors and agencies. He suggested that it may
be hel pful and financially sound to include any fiscal plan as
an addendum to DOR s "Revenue Source Book," because coordination
with various agencies may be helpful and could elimnate sone
cost concerns. He said that in his experience as a |egislator

he has not seen the admnistration put forth plans to resolve
the larger issues facing the state, such as pension fund

HOUSE WM COW TTEE - 10- February 19, 2007



liabilities and deferred nmintenance of state facilities. As a
result, the legislature is left to try and resolve these

pr obl ens. He opined that the executive departnent, wth its
| arge staff in DOR, should have a much better handle on sone of
these issues than the |egislature. He would like to see a

fiscal plan identify long-term problens and possibly require
that the executive branch address at |east one of the identified
probl ens. He suggested it could be helpful to internalize in
the process a requirenent that there be suggested solutions to
the big pieces of the plan that are causi ng budget problens.

4:57:52 PM

CHAIR HAWKER said he had not considered the idea of a fisca
pl an being an OMB appendix to DOR s "Revenue Sources Book," to
work as a reconciliation of revenue forecasts with a reasonabl e
approxi mation of expenditures, but that it was an intriguing
consi der ati on.

REPRESENTATI VE FAlI RCLOUGH suggested that HB 125 be anended to
reduce the fiscal plan forecast from 10 years to 6. Wile there
are good reasons to have a long-term target, she noted that the
governor's capital inprovenment plan has a 6-year tinmeline. She
guestioned how valuable a forecast would be beyond a 3-year
period. She also stated that any budget should not be based on
policy decisions that have to go before the |egislature, because
the state cannot bal ance its budget based on predictions of what
anot her body may do. Any budget should be based on real facts
and nunmbers from DOR, not on policy decisions that the executive
cannot control, she opined. She highlighted that in the past
the | egislature has bal anced the budget in the |ast few weeks of
the session, which is why certain needs, such as deferred
mai nt enance and pension liabilities, are not net. She observed
that it is difficult to base fiscal policy on actions that are
up to a different body of governnent. A reality based budget
woul d give reality to the budget choi ces nade, she opi ned.

5:02: 36 PM

CHAIR HAWKER pointed out that the 10-year tineline in the
proposed CS to HB 125 is derived from the current revenue
process, which provides a 10-year forecast.

REPRESENTATI VE FAI RCLOUGH pointed out that AS 37.07.020(b)
requires the governor to submt a 6-year capital inprovenents
program and thus requiring a fiscal plan to be for 10 years
seens inconsistent. She opined that it would seem to be easier
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to predict a 10-year capital inmprovenents plan than a 10-year
budget .

CHAI R HAWKER noted that Version C of HB 125 |eaves the capita
i nprovenents section of AS 37.07.020(b) which have been largely
ignored in the past, intact.

5:04:10 PM

REPRESENTATI VE SEATON agreed that budgets need to be constructed
on real nunbers, but he stated that a plan can give the decision
makers neans to look to the future to consider options for how
to resolve |l ong-term probl ens.

REPRESENTATI VE FAI RCLOUGH responded that she is contenplating an
anendnent that states "a fiscal plan should present policy
choices to the legislature to reduce state [expenses] and/or
increase return on investnent." She observed that one can make
assunptions about future revenues, but policies are nore of a
strategic plan that woul d be inplenented over tine.

CHAIR HAWKER offered that the points br ought up by
Representative Fairclough mght be appropriate to include in an
anendnent to the proposed CS to HB 125, Section 4, on policy
det erm nati ons.

REPRESENTATI VE CGRUENBERG suggested that the committee consider

whether to propose any changes to the capital inprovenents
program in AS 37.07.020(b). He went on to say it can be
difficult for commttee nenbers to agree on revenue raising
measur es. He opined that there is no reason to require the

executive branch to come out with a fiscal plan, wthout also
requiring the legislature to make sone type of strategic
deci si ons based on the proposed fiscal plan.

5:10:39 PM

MR. BOUCHER responded to Chair Hawker's hypothetical of how OVB
would respond if nothing in AS 37.07.020(b) was anended by
describing OWB's experience wth the capital i mprovenent s
program required by that statute. He recalled that the capita

i nprovenents program was done sequentially for several vyears
during the first admnistration of former governor Tony Know es,

with the intent "to get a hearing on that bill ... that either
didn't happen ... and so the effort over tine ... was not
desired.” In reference to a financial plan, as required by AS

37.07.020(b), he opined that the budget is the financial plan.
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[HB 125 was hel d over.]
ADJ OURNMENT
There being no further business before the commttee, the House

Special Committee on Ways and Means neeting was adjourned at
5:13: 01 PM
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