HOUSE FI NANCE COW TTEE
January 26, 2009
1:31 p.m

CALL TO ORDER

Co- Chair Hawker called the House Finance Commttee neeting
to order at 1:31:57 PM

VEMBERS PRESENT

Representative M ke Hawker, Co-Chair
Representative Bill Stoltze, Co-Chair
Representative Bill Thomas, Jr., Vice-Chair
Representative Allan Austerman
Representative Harry Crawf ord
Representati ve Anna Faircl ough
Representative Richard Foster
Representative Les Gara
Represent ati ve Reggi e Joul e
Representative M ke Kelly
Representati ve Wodi e Sal non

VEMBERS ABSENT

None

ALSO PRESENT

Karen Rehfeld, Director, Ofice of Mnagenent and Budget;
John Boucher, Senior Economst, Ofice of Mnagenent and
Budget, O fice of the Governor

PRESENT VI A TELECONFERENCE

None

SUVMVARY

OFFI CE OF MANAGEMENT AND BUDGET — BUDGET OVERVI EW

Co- Chair Hawker reviewed the purpose of the neeting, which
is to begin the public part of the budgeting process
beginning with the Ofice of Managenent and Budget.

1: 33: 47 PM
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KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDGET,
introduced the staff of the Ofice of Managenent and Budget
(QwVB) : Jack Kreinheder, Jo Ellen Hanrahan, D ane Burnham
Steve Hildebrand, M ke Crabb, Mry Sutton, Lena Simons,
Kym Mauseth, Karen Elliott, Barbara Towne, John Boucher,
and Joan Brown. [itc1]

1: 38: 29 PM

M. Rehfeld referred to four handouts wused in the
presentation. She began with the handout entitled “FY 09/FY
10 Budget Overview (copy on file.) She listed the budget
guidelines as found on page 2. The budget starts wth
clearly established goals communicated to state agencies,
the legislature, and the public. She enphasized that every
correspondence with individuals and conmmunities requesting
budget information or assistance contains these guidelines.

Ms. Rehfeld reviewed the budget tinelines on page 3. She
poi nted out that the budget is a continuing process and is
a planning tool. He outlined the year-long budget process.
The fiscal year begins July 1 and goes to June 30. Pl anning
starts alnost imediately with the new fiscal year
Detailed instructions are sent to the departnents around
the first of August. Discussions begin in Septenber and the
budget is refined and delivered to the legislature and the
public on Decenber 15, as required by statute.

1:41:52 PM

Ms. Rehfeld described the budget direction and fundanental
bui l di ng bl ocks on page 4. These building blocks are used
to frame the discussion with agencies: Wat are the core
services; what efficiencies can be found 1in service
deliveries; and can savings be identified wthin the
departnment or can existing resource be redirected to hire

priority itens. She clarified that the goal is to |ook
critically at prograns and services in order to find
savings and efficiencies, while still providing needed
servi ces.

Representative Fairclough asked if all departnents were
given these budget directions. M. Rehfeld explained that
the sanme detailed instruction is provided to al

departnments. She offered to provide that information.
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Representative Fairclough requested a copy of t he
instructions given to the departnments in order to neet the
adm ni stration’s goal s.

1:43: 14 PM

Ms. Rehfeld turned to budget preparation - page 5. She
descri bed the fundanentals, which include accountability, a
framework that has been enbraced by sone and resisted by
others. Part of the effort this year was to engage

departnments in revisiting performance neasures. She
mai ntained that there are positive things happening in
per f ormance managenent, but it still has a ways to go.
1:44:30 PM

Ms. Rehfeld described the past year as unprecedented
volatility in revenue. She wal ked through page 6, FY 09
revenues and expenditures. In Decenber of 2007 a budget was
proposed based on a forecasted revenue price of $66.32 per
barrel with about $5.3 billion in revenue. At that tinme a
surplus was projected. She spoke of +the revised oil
forecast as it progressed from Decenber 15, 2007, through
the spring of 2008. The price per barrel was up to $83.04

with a potential for $7.5 billion in revenue. Budget
appropriations were about $5 billion and savings increased
to over $1 billion. After the |egislature adjourned, the
price per barrel increased to over $100 per Dbarre

i ncreasi ng revenue expectations. At the sane time, Al askans
were hit by high fuel costs. During the special session
additional appropriations were nade. From Septenber to
Decenber 15, 2008, the price of oil rapidly declined. The
budget in Decenber was based on the 2008 fall forecast, a
price per barrel of $77.66, and a shortfall of $400,000.
The last colum on page 6 shows a possible interim update

and is not an official forecast, but there wll be a
revenue shortfall and there will be options to address it.
1:48: 50 PM

Co- Chair Hawker asked why the term “shortfall” was used in
FY 09 and “shortfall” is being used for FY 10. Ms. Rehfeld
explained that noney was put into savings and with the
shortfall, not as much noney will continue to be put into

savings. |If the revenue shortfall exceeds the anpunt in
savings, then expenditures would need to be reduced and
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reserves tapped in order to address the deficit. She said
aut hori zati on woul d be needed to access reserve accounts.

Co- Chai r Hawker enphasi zed that the discussion is referring
to the current fiscal year — FY 09. Ms. Rehfeld clarified
that the current fiscal year ends June 30, 2009.

1:51: 21 PM

Representative Gara questioned if the price per barrel is
the projected average price of oil for FY 09. Ms. Rehfeld
said it was. He asked for clarification of how the average
price was attained. M. Rehfeld explained that it is
estimated to be in the $60’'s. Representative Gara thought
it averaged $90 per barrel for the first seven nonths of FY
09. Ms. Rehfeld thought it was about that.

Representative Gara did not consider there to be a deficit
this fiscal year. He described a scenario that included $5

billion in savings. He wondered how the savings account
wor ks.
1:53:17 PM

Ms. Rehfeld explained that of the $5 billion put into
savings over two fiscal years, about $4 billion went into
the Constitutional Budget Reserve (CBR) and $1 billion went
into the Statutory Budget Reserve (SBR). One billion of the
deposit to the CBR was made in FY 09; the rest was
deposited in FY 08.

Co- Chair Hawker added that a large anmpbunt - $3 billion -
was put into the supplenental budget during the |ast
session, but which deal wth the FY 08 budget.

Representative Gara noted that anot her billion was
committed to savings for this year. He wondered what woul d
happen if that noney was not available. M. Rehfeld said
that the $1 billion deposit to the CBR has already
occurr ed. V5. Rehfeld said that it would require
| egi sl ative authorization to access any reserve accounts.

Co- Chair Hawker summarized that “you cannot spend w thout
the authority of the |egislature”.

1: 55: 23 PM
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Vi ce-Chair Thomas asked how many votes it would take to
access the $1 billion. Ms. Rehfeld said that it required a
three-quarters vote to access the CBR

Co- Chair Hawker pointed out that there were other reserves
to consider when making up for a shortfall, if there is a
shortfall.

1: 56: 39 PM

Ms. Rehfeld addressed the steps taken and the steps in
process to address a revenue shortfall on page 7 of the
handout. She noted that the governor was interested in
departnental savings in My 2008 when she signed the
appropriation bills.

Ms. Rehfeld explained that there is typically a general
fund lapse at the end of the fiscal year. The governor
encouraged the departnents to seek efficiencies at the
beginning of the year in order to produce savings. The
Departments of Public Safety and Corrections were held
harm ess from the savings target plan. About half of the
$20 mllion target was identified as being from personal
services. The departnents were to report back quarterly.
Ms. Rehfeld thought the FY 09 supplenmental bill would have
reductions in current year expenditures.

Co- Chair Hawker wi shed to discuss the $20 million reduction
during the suppl emental proposal process.

Representative Austernan asked where the $20 mllion in
savings would cone from M. Rehfeld said it targets the
current year’s budget.

1:59:49 PM
Ms. Rehfeld spoke of a recent hiring freeze proposed by the
governor. Also included is a ban on non-essential
pur chases.
Co- Chai r Hawker questioned what “non-essential” itens were.

He suggested never funding those itenms. He questioned how
much state spending is really not needed. M. Rehfeld
thought it would be up to the comm ssioners to determne
non-essential itens.

2:01: 34 PM
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Representative Crawford wondered how many positions would
be affected by the hiring freeze and what the savings m ght
be.

Ms. Rehfeld said that as of Decenber 31, 2008, there were
approximately 1,500 vacant full-tinme positions, which, if
left open, could result in $12 million worth of savings

Sone of the positions mght already be involved in the $20
mllion savings attenpt. Sone m ght be exenpt. They would
need to be addressed case by case. She opined that genera

fund savings would be reduced by a hiring freeze. She
termed it a nanagenent tool

Representative Crawford questioned further how nmany
positions mght not be filled. M. Rehfeld could not
provi de that nunber.

2:04: 55 PM

Co- Chai r Hawker commented on how the agencies are
struggling to hire conpetent workers in needed positions.
He nentioned an exanple of a petrol eum econom st who would
soon need to be replaced. He mintained that a hiring
freeze was not a spending freeze because agencies are free
to reallocate the dollars saved by not filling a position
He requested information on hiring freeze constraints that
m ght result in a true savings plan.

Ms. Rehfeld agreed that agencies are having a difficult
time recruiting and retaining positions. She assuned nmany
of those types of positions would be exenpt from the
freeze. She thought a further conversation was needed on
recruitnment. She enphasized that under the current
financial situation, departnents do need to reduce the
general fund by limting hiring. She spoke of transfers in
and out of personal services and a hei ghtened awareness by
OMB of nmanaging the cost of positions across all
depart nents.

Co-Chair Hawker thought there were internal controls
regarding line-item transfers in personal services that
were working well.

2:10: 27 PM
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Representative Fairclough wondered about the [|ist of
vacancy factors and the aging of how long the positions
have been held open. Co-Chair Hawker said that information
is agency specific and available. He referred to reference
books about budgeting vacancy factors. Representati ve
Fai rcl ough requested information specifically on the aging
of particular positions. Co-Chair Hawker suggested asking
the agencies for that information.

Representative Fairclough asked about the inpact of a
hiring freeze on small businesses and unenploynent. She
agreed with the statenent, “W can’t cut our way out of a
$1 billion problem” M. Rehfeld reported that there was a
conversation about that. The goal is to mnimze the inpact
to the econony. She pointed out that state funds provide
resources to stabilize all comunities.

Co-Chair Stoltze thought there were built-in safety val ves.
He opined that state enployees are for carrying out state
functions, not just 1in order to provide an economc
stimulus in the state.

2:16:49 PM

Representative Gara questioned the hiring freeze and
t hought that comm ssioners were not included in the
decision. M. Rehfeld explained the process used to find
solutions to the budget shortfall. The decision to

inmplenent the hiring freeze was nmde by the Governor but
previously discussed with the conm ssioners. Representative
Gara said it had not been conmunicated to the departnents

Ms. Rehfeld reiterated that the commi ssioners were aware of
it.

Representative Gara inquired if other budget-saving options
were discussed. Ms. Rehfeld reported that many options were
di scussed. She termed the hiring freeze as a nmanagenent
tool in order to reduce the general fund spending.

2:22:28 PM

Representative Austerman said it was unusual to see a
request by the governor to cut $20 mllion out of the
current budget. He asked if those cuts would be highlighted
in the suppl emental budget.
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Ms. Rehfeld spoke of the supplenental bill’s goal to |ook
at operating and capital reductions in the current year, in
addition to their savings plan. She provided a scenario
with suppl enental requests reduced due to savings
mechani sns in pl ace.

2:25:11 PM

Representative Austernan wished to see the $20 mllion in
cuts depicted in the budget. M. Rehfeld said an approach
to include a savings target anmount in the supplenental bill
was considered. Instead, requests should be offset by the
anount of savings from cuts.

Co- Chair Hawker pointed out that the supplenental approach
is still being developed. He agreed with Representative
Austerman’s request to see evidence of savings in the
suppl ement al budget.

2:26: 38 PM

Vi ce-Chair Thomas spoke of the Departnent of Fish and Gane
and Ofice of Public Defender budgets, which are federally
mandat ed. He wondered if they would be exenpt. M. Rehfeld
addressed the Public Defender budget and how safeguards
were built in, in order to deliver the services needed
without the need for a large supplenental request. She
mai nt ai ned that even mandated budgets could be | ooked at
for reductions.

Vi ce-Chair Thomas thought the hiring freeze would i npact
necessary positions in Fish and Gane and in the
Adm ni strati on. MVs. Rehfeld said exenptions would be
considered on a case by case basis. Gven the current
situation, the hiring freeze is an appropriated mnagenent
t ool .

Co- Chai r Hawker menti oned departnments with seasonal
enpl oyees. He wondered if the freeze would accommopdate
t hose needs. Ms. Rehfeld said OB would be discussing that
wi th the departnents.

2:31:38 PM

Representative Gara said it was difficult to provide a I|ist
of unnecessary  services. MVs. Rehfeld thought t hat
conversation should be broader than just a list by the
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governor. Co-Chair Hawker hoped that the discussion would
be a part of a public forum

Representative Gara asked about exenptions on enployees
that save the state noney. Ms. Rehfeld said there were sone
specific exenptions and others that would require a waiver.

2: 33: 58 PM

Ms. Rehfeld turned to page 8, the estinmated bal ances in the
reserves as of Decenber 31, 2008. There is about $6.8
billion in the CBR split between the main fund with $3.2
billion and the sub fund at $3.6 billion

Co- Chair Hawker asked if it was market value adjusted. M.
Rehfeld said she would have to find out.

Ms. Rehfeld |listed the anpbunt of funds in various reserves:
the Statutory Budget Reserve - $1 billion; the Public
Education Fund - $1 billion; and the Al aska Housi ng Capital
Fund - $342.3 mllion.

Representative Austernman asked what the sub fund in the CBR
was. Ms. Rehfeld explained that it is the fund that can be
nore aggressively invested vyielding a higher rate of
return. Co- Chai r Hawker called it “l onger hori zon
i nvestments”.

2:36:13 PM

Ms. Rehfeld explained the FY 09 supplenental bill as
descri bed on page 9. The supplenmental bill is due to the
| egi sl ature on February 3, 2009, and will be acconpani ed by
an interim FY 09 forecast. Reductions in the current vyear
operating and capital budgets are expected. OVB wll be
seeking authorization to access reserve funds to balance
t he budget.

Ms. Rehfeld brought attention to the FY 09 Economc

Stimulus Bill, page 10, which is noving quickly at the
federal level. It is expected to be done by md-February.
OMB is working closely with the Al aska delegation on the
conponents of the bill. The bill is formula and grant

driven and would require a request for authorization to
recei ve and spend federal stinulus dollars.

House Fi nance Conmmittee 9 01/26/09 1:31 P. M



Co- Chair Hawker enphasized that nmuch of past federa
spending was in earmarks. He understood that this would no
| onger hold true. The stinmulus package woul d be | ooking at
formulaic funding to existing prograns which need approva
by the legislature. Ms. Rehfeld noted that a |arge part of
t he package would be from the Departnent of Transportation
and Public Facilities.

2:39: 27 PM

Ms. Rehfeld addressed page 11 - the FY 10 budget overview.
The FY 10 budget proposes to spend less general fund
dollars that the current year, $4.9 billion conpared to
$5.2 billion in the current year, excluding the resource
rebate. Co-Chair Hawker argued that it should be included.
Ms Rehfeld agreed that it needed to be included as a FY 09
expendi t ure.

Ms. Rehfeld pointed out that the adm nistration budgeted
$389 nillion below the fall revenue forecast of $5.27
billion. An interim forecast will be provided on February
18 along wth budget anendnents. The current economc
ci rcunst ances nmay al so i npact the anmended budget request.

2:41: 30 PM

Ms. Rehfeld highlighted a pie chart entitled “FY 10 Budget
Proposal Totals $11.2 Billion". O the $11.2 billion, $4.9
billion is general fund dollars. The Agency and University
Qperations, Non-Formula, equals $3.7 billion.

Co- Chai r Hawker interjected t hat there were past
conversations about the wuse of consistent, conparable
forecast |anguage between the admnistration and the
| egi slature. He voiced appreciation for efforts in that
area. Ms. Rehfeld agreed that the conversation is now “on
t he sane page”.

Ms. Rehfeld noted that the Agency and University Operations
part of the budget is about 33 percent of the total budget.
It also includes supplenentals, new |egislation, potential
amendnents, and fiscal notes.

Ms. Rehfeld reported that the vyellow portion called
“Formul a Progranms” represents about 13 percent of the total
budget. For the nost part, that is the Medicaid area of the
budget and includes snaller formula prograns. Cost
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contai nment rmeasures have been seen recently in this

category, which will appear as savings in the current year.
She noted an increase in the federal reinbursenent rate for
Medi caid. Potentially, in the economc stinulus package
there will be an additional increase in the federal rate of

r ei nbur senment .

Ms. Rehfeld highlighted the purple portion if the pie
| abel ed “K-12 Education & Pupil Transport” for $1.1
billion, about 10 percent of the total budget and about 22
percent of the general fund budget. This is funding for
Al aska’s 53 school districts and 128,357 students. It
i ncorporates the second year of the three-year education
pl an passed last year. It shows an increase in the base
student allocation and the adjustnment for intensive
students, as well as an increase in the district cost
factors. It is roughly a $50 million increase for education
this year. There is also a small increase in the pupi
transportation program

The light blue area |abeled “Direct Deposit to Retirenent

Systens” - $451 million, the maroon area, ”"Revenue Sharing”
- $60 mllion, the orange area, “Ql Tax Credits” $300
mllion, and the grey area, “Debt and Fund Capitalizations”

- $334 mllion, represent 10.2 percent of the total budget.

Ms. Rehfeld explained that the retirenment system unfunded
l[itability has been a high priority for the |egislature and
the governor to address. Based on the valuation, there is
an additional deposit of $160 million in FY 10, and that is
included in this analysis. She predicted that area would
merit future discussion with the |egislature.

Ms. Rehfeld discussed the oil tax credits. The anmount of
$400 million was authorized in the current year budget for
paynent under oil tax credits. The proposal is to reduce
this to $300 mllion in the FY 10 budget. She explained
that it is an issue of timng.

Co- Chair Hawker said he has asked the Departnent of Natural
Resources for a presentation pertaining to this budget
item M. Rehfeld agreed that woul d be hel pful.

Ms. Rehfeld continued to explain itenms under the debt and
fund capitalizations category. Co-Chair Hawker comented
that the “nuts and bolts” of the budget are in this
cat egory. MVs. Rehfel d prai sed Co- Chai r Hawker’ s
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“Legislative Finance Overview docunment as being very
hel pful .

2:48: 47 PM

Ms. Rehfeld spoke of the red portion of the pie entitled
“Capital Expenditures” - $1.7 billion — which represents
about 15 percent of the total budget. There are nmany
conponents within this category: General Fund - $307.2
mllion, Federal Funds - $1,103.9 nmllion, AK Housing

Capital Corporation Funds - $238.4 nillion, (an area of
di sagreenent between the |legislature and the adm nistration
in terms of general fund spending), Cruise Ship Tax — 39.2
mllion, (which is in section 4 of the capital budget
bill), AIDEA Dividends - $22 mllion, and AHFC Divi dends -
62.5 mllion, (an area of agreement that it should be
listed under capi tal expendi tures instead of fund
capitalization).

Co-Chair Hawker returned to the Cruise Ship Tax item He
noted a future finance neeting dedicated to this topic. M.
Rehfeld agreed that would be hel pful and added that there

were about $20 mllion in regional cruise ship inpact
dollars not yet included in the budget. The ganbling tax
revenue is also not included, which my better be

represented in the general fund columm, she opined. OWMB is
proposing that sone of the ganbling tax be spent in the
capi tal budget.

Ms. Rehfeld highlighted the larger pieces of the capital
budget on page 12 - federal highway, aviation, and water
projects, which total about $887.3 million including $88.6
mllion in matching general funds. There are energy
projects, including $50 mllion for the Renewabl e Energy
Gant Fund, $41 nillion to the AK Energy Authority, and
$7.2 million for the AK Housing Finance Corporation. There
is also $79.5 nmillion for Gasline Projects, including $20
mllion for the AGQ A reinbursenent fund. She noted that
within both the capital and operating appropriations was a
separate section relating to gasline projects so they could
be easily identified.

Ms. Rehfeld explained that about $40.5 mllion was proposed
for maj or school maintenance projects.

Ms. Rehfeld related that the Permanent Fund conponent of
the budget represents about 19.5 percent of the total
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budget. It anpbunt to the expense for dividends and
inflation proofing. She thought the nunbers would be
adjusted in the upcom ng budgets.

2:53: 09 PM

Co- Chair Hawker asked to what degree the adjustnments would
be made. Ms. Rehfeld said the adjustnments would be based on
the best information avail abl e.

Ms. Rehfeld reiterated that 60 percent of the $11.2 billion
total state budget goes to conmunities, schools, non-
profits, and individuals through grants and capital
spending. She terned it a significant investnent in the
st at e.

Ms. Rehfeld turned attention to the “Fiscal 2010 Governor’s
Budget Fi scal Sunmmar y” (copy on file). She voiced
appreciation for the organization of the docunment with the
four main categories of Agency Operating, St at ewi de,
Capital, and Savings providing consistency over tinmne. She
noted only a few areas of difference between the
adm nistration’s and the | egislature’s view of the budget.

Ms. Rehfeld tal ked about neeting budget challenges - page
13. She stated that the state faces significant chall enges
for the FY 09 and FY 10 budgets. The goal is to protect
Al aska’s econony. She opined that the state has the tools
and the fiscal discipline to find savings and efficiencies
and to reduce the budget where practical and sustainable.
The hiring freeze is a nmanagenent tool to help reduce
spendi ng.

Ms. Rehfeld enphasized the prudent use of reserves in the
short termin order to provide long-termstability.

Co- Chair Hawker summarized that the state is looking at a
changed fiscal picture and the reality of $40 per barrel
oil.

Representative Kelly referred to page 2 and asked M.
Rehfeld how the state was doing as far as living within its
neans. Ms. Rehfeld stated the state has done a good job and
has actually put some noney into savings accounts. She
stressed keeping fiscal discipline in place and using sone
of the reserves. The things to look at in the long range
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would be future investnents, using the reserves, and to
consi der future revenue fromthe gasline.

Representative Kelly said he did not think the state was
managi ng its budget very well. He maintained that the state
has doubled the budget since 2005 and tripled it since
2000. He stressed that the state should be nore frugal and
protect its econony, not the size of governnent.

Ms. Rehfeld sunmarized what has happened in the state since
2005. She nmentioned the unfunded liability of the
retirement system significant investnents in education,
and investnent in oil exploration. She agreed that state
governnment should |ook carefully state agencies and how
servi ces are managed and del i ver ed.

3:02:12 PM

JOHN BOUCHER, SENI OR ECONOM ST, OFFI CE OF MANAGEMENT AND
BUDGET, OFFICE OF THE GOVERNOR, |isted conponents of a
presentation entitled “FY 2010 10-year Plan” (copy on
file.)

Co-Chair Hawker offered that this is the first tine this
project has taken place. It was authorized in |aw as HB 125
during the last legislative session. He terned it a “team
building year” with the goal to build consensus as nuch as
possi bl e.

3:04: 30 PM

M. Boucher expl ained page 2 of the handout, inplenentation
of schedule, the initial cycle of +the ten-year plan
process. He said that early on in the process, the
i npl enentation of the plan would have to wal k hand-i n-hand
with the regular budget process. It was presented as the
introduction of a process. A second iteration of the plan
was needed because of the need to connect it to regular
budget pl anni ng.

M . Boucher addressed page 3, the purpose of the plan. Its
mai n purpose is to start a dial ogue about the future fiscal
health of Alaska. The process nust engage both the
| egi sl ature and Al askans.

3:06: 26 PM
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M. Boucher listed the inperatives of the plan on page 4.
There are three sinple directives: balance the budget,
provide for essential state services, and protect Al aska's
econom c stability.

Co- Chair Hawker explained that the m ssion statenment of the
pl anning process is that every year a 10-year forward
projection of all the state’s sources and uses of funds
must be brought before the legislature. It is a process
that nmeets the three criteria and that will reiterate every
year. M. Boucher agreed.

M. Boucher highlighted the goal of the FY 10 plan on page
5.0ne of the major challenges to Alaska is diversifying its
revenue base. The devel opnent of the natural gas pipeline
is the best opportunity to achieve that goal. The projected
date of achieving a natural gas pipeline is sonetine
between 2018 and 2020. The current challenge is how to
bri dge the revenue gap until then.

3:08: 33 PM

M. Boucher listed the four principles of the plan as
depi cted on page 6.

M. Boucher explained the plan guidance provided by OVB -
page 7. Agencies were provided an instruction nmeno in md-
August and given latitude to develop projections based on
the stated goals of the admnistration and the plan. OB
did not provide a target growh rate. It was not an
opportunity to develop a wish list.

Co- Chair Hawker asked about the risk of a tendency to not
bring forward mission critical infrastructure devel opnment.
M. Boucher said a process was encouraged whereby the
agenci es coul d bri ng forth initiatives wi t hout
reper cussi on.

3:11:17 PM

M . Boucher described the consistent assunptions as shown
on page 8, as required by HB 125. If inflation was to be
included in the projection, it had to be docunented and an
appropriate annual rate used. Projections were not to be
automatically adjusted for general inflation. The nost
recent Departnment of Labor population growh projections
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needed to be used, which averaged about 1 percent a year.
Consi dering both the inflation rate and popul ation growth

the gromh rate was about 3.75 percent. If there were
popul ation segnments vital to specific prograns, t he
agenci es were encouraged to use rel ated dat a.

3:13:34 PM

M . Boucher reported on discreet agency projections — page
9. There were three: baseline, gasline, and initiatives.
He explained that baseline is also called a maintenance
budget — what it would cost to continue current services
for the next ten years. An exception to baseline
projections is a program projecting a non-G- fund source
decr ease.

M. Boucher discussed wage and benefit driven increases,
which are not seen in individual departnments, but rather
projected at a statewde level. The projection is for a
growh rate of approximately 3.25 percent. An area of the
plan that needs inprovenent is how to disaggregate those
i ncreases back to the agencies.

Co- Chair Hawker noted there was no commtnment on the part
of the adm nistration or bargaining units. It is strictly
antici pating presunptive circunstances.

3:16: 32 PM

M. Boucher explained the projected scenario regarding
costs associated wth a gasline project and wth
initiatives — projected costs associated with expandi ng the
service capacity of the agency beyond the FY 09 service
|l evel. Co-Chair Hawker suggested having an A and B
category. An A category would be things to expand and B
would be things to expire. M. Boucher thought that
di scussi on woul d take pl ace.

M . Boucher discussed the level of detail that the agencies
woul d provide — page 11. Departnment |evel projections were
provided in both operations and capital categories. |If
there were formula prograns, detailed projections were
shown.

3:19: 00 PM
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M . Boucher shared a sanple projection — page 12. Co-Chair
Hawker noted the attenpt to build consistency. He said
speci nen docunents would be nmde available, as well as a
graphic sunmary. M. Boucher agreed that graphs would be
provi ded.

3:21: 07 PM

M. Boucher addressed significant inprovenents to the 10-
year planning process, yet to be acconplished — page 13. He
enphasi zed that these are not budget docunents, but rather
proj ections. Co-Chair Hawker echoed that comrent.

M. Boucher noted that planning and budgeting data are not
i nt egr at ed. Statewi de “sum of all agencies” is calcul ated
separately fromthe statewi de nodel. Current nodels are not
holistic. They are focused on general funds. Co- Chair
Hawker summarized that the statewide total is figured
separately by OVB and is not the sum total of all the
agenci es. He thought the conparison would be an interesting
reconciliation. M. Boucher said he does not yet have al

t he information.

M . Boucher thought that there could be public invol venent
in the future. Co-Chair Hawker reported that he has been
approached on that very topic and remains interested in the
i dea of involving the public.

M. Boucher enphasized that the plan would change. He
shared the disclai mer on page 14.

3:26:56 PM

M. Boucher summarized the 10-year forecast - page 15.
There would be healthy growh of 3 percent through 2019
according to the fall 2008 forecast. The change in the
revenue forecast will change that picture. Co-Chair Hawker
noted that price and production were inportant variables

M. Boucher said that the prices were based on the
departnment’s official forecast.

3:29: 20 PM

M . Boucher shared the OVMB web site for nore information.

Co- Chair Hawker noted that subcommittees would focus on the
FY 10 budget. Long-term planning wll be part of the
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conversation as agencies cone before the comittee. He
enphasi zed the need for collaboration in order to nove the
pl an forward.

Ms. Rehfeld offered to hel p out when possi bl e.

#
ADJ OURNVENT

The neeting was adjourned at 3:31 PM
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