HOUSE FI NANCE COWM TTEE
November 5, 2009
9:02 a. m

9:02:14 AM
CALL TO ORDER

Co- Chair Hawker called the House Finance Commttee neeting
to order at 9:02 a. m

VEMBERS PRESENT

Representative

M Hawker, Co-Chair
Representative B
B

e
| Stoltze, Co-Chair
Representati ve | Thomas, Jr., Vice-Chair
Representative Allan Austerman
Representati ve Reggi e Joul e

Representative Mke Kelly

Represent ati ve Wodi e Sal non
Representative Harry Crawf ord

k
I
I
I

MEMBERS ABSENT

Representative Anna Faircl ough
Representative Les Gara

ALSO PRESENT

Representati ve M ke Doogan; Representative Nancy Dahl strom
Representative Paul Seaton; Representative Scott Kawasaki
Senator Joe Thomas; David Teal, Director, Legislative
Fi nance; James Arnstrong, Staff, Co-Chair Stoltze; Amanda
Ryder, Fiscal Analyst, Legislative Affairs, Legislative
Fi nance; Annette Kreitzer, Comm ssioner, Departnent of
Adm ni stration; Jim Calvin, MDowell G oup, Juneau; Attorney
CGeneral, Dan Sullivan, Departnent of Law, Kevin Brooks,
Deputy Conmm ssioner, Departnent of Adm nistration.

PRESENT VI A TELECONFERENCE

Representative David Cuttenberg
SUVMVARY

"\Wor kshops: Legislative Finance Division; Al aska Geographic
Differential Study; Departnent of Law

9:02: 28 AM

Co- Chair Hawker observed that due to the inpact of the world
oil market the state’s finances have evolved from$1l billion
annual deficits to nmulti-billion dollar surpluses, which has
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i npacted the way the Legislative Finance Division sumari zes
and reports to the legislature.

9:06: 15 AM

DAVI D TEAL, DI RECTOR, LEGQ SLATIVE FI NANCE, provided nenbers
with a handout entitled, House Finance Conmttee Wrk
Session - Novenber 5, 2009 (copy on file). M. Teal began
with a brief update of the current fiscal situation. He
summari zed page 1 of the handout, the FY 2010 General Fund
Revenue - Fiscal Sensitivity. He noted that the information
is on the Legislative Finance Division's website, which is
updated wth each official forecast change. The slide shows
the spring forecast.

M. Teal stated that the final figures for FY 2009 are not
yet known. The certified annual financial report will not be
out for another four weeks. At the end of session the
Statutory Budget Reserve (SBR) draw was anticipated to be
approximately $950 mllion. No funds were taken from the
Constitutional Budget Reserve (CBR) because of the way the
appropriation bill was structured. The total of $1 million
in the SBR nust be used before the CBR conmes into play. The
current estimate is for a draw of sonmething | ess than $500
mllion.

Co- Chair Hawker pointed out that the discussion referred to
FY 2009, not FY 2010.

Co-Chair Stoltze recalled when oil price charts were |ess
than $36 per barrel. M. Teal stated that there was no
reason to show higher prices back then. Co-Chair Stoltze
rel ated that even at $36 dollars there was a bi gger surplus,
whi ch hei ghtens the issue of production today.

M. Teal explained the lines on the sensitivity chart. The Y
axis is noney in billions; oil price is on the X axis. The
hori zontal line just above $3 billion is the FY 2010 budget.
The line that sweeps upward fromleft to right is revenue at
various oil prices. That line crosses at the $3.05 billion.
The break even oil price required is $57. The official
forecast is for $58.29, which yields a small surplus of
about $150 milli on.

Co- Chair Hawker noted that the chart refers to FY 2010. He
t hought the average for FY 2010 so far was over $70. M.
Teal agreed that the anpbunt was about $70 with vol une about
4 percent, which is not unusual due to w nter production
i ncreases. Volune does not appear to be a mmjor factor;
however, price is. The projected price is about $58.29, and
the actual price is about $70 year to date; at this rate the
surplus for FY 2010 would be $1.4 billion; at $75 the
surplus would be $2 billion.
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9:12: 35 AM

M. Teal turned to issues that would have an inpact on
future budgets. He noted that education was not forward
funded last year. The anobunt to forward fund education is
$1.1 billion, which would cut into the surplus. Another
factor is that Alaska has had two years of |ow capital
budgets due to vetoes and veto threats, which may require
the capital budget to be “beefed up” through a suppl enental
appropriation. He concluded that it would not be difficult
to spend the 1.4 billion surplus.

Vice-Chair Thomas reported that the Executive Director of
t he Al aska Associ ation of School Boards pointed out the |ack
of forward funding for education.

M. Teal explained that the budget includes a reference to
Article 9, Section 17(b) of the constitution:

(b) If the anobunt available for appropriation for a
fiscal year is less than the anount appropriated for
the previous fiscal year, an appropriation nay be made
from the budget reserve fund. However, the anount
appropriated from the fund under this subsection may
not exceed the anmbunt necessary, when added to other
funds avail able for appropriation, to provide for total
appropriations equal to the amount of appropriations
made in the previous calendar year for the previous
fiscal year.

M. Teal related that the FY 2011 forecast is generally held
until the Governor's budget is released on Decenber 15 and
that no information has been received from the Ofice of
Budget and Managenment (OVB) in regards to the FY 2011 budget
approach, but that a continuing conservative approach is
expect ed.

9:15: 28 AM

Co-Chair Hawker nentioned that the Governor invited the
House |eadership to a neeting; they received simlar
information of a Ilimted formula growh picture. Not
counting on Federal Medical Assistance Percentages (FMAP)
reverting back to the pre-stinulus rate, the GCovernor's
office is looking at a 40 mllion growh in formula
programs, which is inconsistent with the trend that was
established in past years. Ongoing actuarial valuations
include an increase in the retirenent system contributions.
Co- Chai r Hawker expected a continuation of the sane |evel of
operations fromthe Governor's office.

M. Teal observed that FMAP was $75 mllion in 2010, which

was paid with federal stimnmulus noney by reducing the match
rate. When and if the state reverts to the regular match in
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2011 it will cost $75 million in general funds (GF). There
is also a $100 increase in the base student allocation
education rate, as well as sone differentials and intensive
needs itens scheduled to go into effect, which would anount
to another $50 mllion increase. M. Teal concluded that
there would be a mninmum increase in the FY 2011 budget of
$125 million.

9:17:51 AM

Co- Chair Hawker agreed with the Governor that the federa
government would continue the beneficial FMAP rates due to
the overwhelm ng demand placed on the federal system by
several states; however, if that does not happen a plan is
in place to make an adj ustnent.

Representati ve Austerman asked for the FY 2011 dol |l ar anount
expected for FMAP. M. Teal replied that FMAP woul d cost $75
mllion and K-12 education would be a little over $50
mllion. Co-Chair Hawker thought the Governor said it would
be $69 nillion. M. Teal suggested that Medicaid may
increase by $40 million. He concluded that there may be a
total increase by as much as $200 mllion. He agreed that
FMAP was very "iffy". Alaska, unlike other states, is not in
dire straits because it does not rely on incone tax or sales
tax. He anticipated that Congress will feel extreme pressure
from other states. He thought there m ght also be a second
round of stinmulus noney because of huge state deficits.

9:21: 28 AM

M. Teal turned to the fiscal summary format. Changes in the
state’s fiscal situation have driven the alteration to the
summary. Drivers include changes in the fiscal situation

how noney is used, and attitudes about how and what should
be shown. He observed the sinplicity of the FY 2005 Sunmmary
of Appropriations. He noted that a little over $400 nillion
was put into the Public Education Fund in FY 2005 due to a
spike in oil prices. By FY 2007, general funds had junped to
$3.5 billion. The division discovered conplications with how
to deal with large supplenental and other appropriations
that cross fiscal years as well as with the definition of
savi ngs. For instance, does putting noney aside in one year
and spending it the next amount to “savings”.

Co- Chair Hawker pointed out that savings still need to be
“appropriated” in order to be transferred to savings.
Appropriations do not therefore equate to spending. He
mai ntai ned that “noving noney from one savings account to
another is not spending, even though we still have to
appropriate it.”

M. Teal observed that by FY 2008 a savings category was
added to the fiscal summary as a result of legislative
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action that deposited funds into the Public Education Fund
and the Al aska Housi ng Fi nance Corporation (AHFC) subsidiary

account, created the Capital Inconme Fund, and deposited
funds into the Constitutional Budget Reserve Fund (CBR),
which resulted in billions of dollars that had been
appropri ated but not spent. He concluded that $4 billion was

set aside in addition to funds that went into the CBR He
recall ed concerns that the fiscal summary did not reflect
what it shoul d.

9:25:56 AM

Co-Chair Hawker noted that the fiscal summary is not an
accounting docunent and is not part of the state’'s forma
reporting system it is a working tool for the legislature
that attenpts to summarize the budget on one page. M. Tea
poi nted out the difficulty of summarizing the budget on one
page. The Legislative Finance Division (LFD) recognized the
deficiencies and revanped the fiscal sunmary, which was
presented to the Governor in FY 2009. As a result changes
made to the fiscal summary by LFD their summary no | onger
tracked with that of the governor’s Ofice of Managenent and
Budget (OVB). He explained that the new format by LFD added
agency operations, which he felt nost people identified with
when thinking of the *“budget”. He added that better
accounting for supplenental appropriations were included due
to large surpluses. Savings were separated out. These
changes allowed a better vision of cash flow He pointed to
line 45 of page 3, which showed that there was a pre-savings
deficit of $950 mllion in FY 2009. Post savings there was a
surplus of $104 million since $1,052.6 mllion was pulled
fromthe Public Education Fund.

9:29:57 AM

REPRESENTATI VE M KE DOOGAN asked if it takes an additiona
appropriation to spend noney noved to a separate savings
account. M. Teal replied that it does not take an
additional appropriation in all cases. He explained that the
Publ i c Education Fund all ows noney to be w thdrawn according
to the K-12 fornula wthout appropriation. Money is
appropriated to the fund, but the funds flow out wthout
appropriation. The rest of the savings accounts require an
appropriation for any wwthdrawals. In response to a question
by Representative Doogan, M. Teal explained that the fiscal
summary shows the funding transfer to K-12 Education on |ine
11.

9:32: 30 AM

Co-Chair Hawker put forth that it would be msleading to
| eave out the education funds com ng from savings since they
amount to nore than a billion dollars in agency operations.
He pointed out that noney comes out of savings and flows
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into agency operations in line 11. He explained that there
woul d have been a positive nunber going into the fund had
the legislature taken funds from the CBR to replenish the
Public Education Fund, which would have resulted in a net
zero and a negative nunber in the CBR Both transactions
woul d have occurred under the savings line. Any surplus
woul d have flowed back into the CBR

9: 34: 03 AM

M. Teal summarized that the nobst inportant factors in a
fiscal or appropriation summary are:

e anount,
« flavor (federal funds, general funds or other funds),

* |location (agency operations, fund caps, debt service,
or the capital budget),

* timng (fiscal year in which an appropriation becones
effective), and

* purpose.

M. Teal observed that the amount is generally known. Flavor
refers to the category or group such as federal funds,
general funds or other funds. The flavor of funds is
conplicated by transfers between funds and the need to
account for duplicated funding sources because once a fund
is capitalized (funds are put into a fund) the sanme funds
cannot be counted on the way out or they wll be double
counted. Duplicated funds are hard to track and are always
categorized as “other funds”. The focus of the House and
Senate Finance Committee co-chairs has been to reduce “other
funds” or at |l|east explain and identify when they are
“general funds”. The funds are counted on the way in, which
make them hard to count on the way out where they are really
spent .

M. Teal continued to explain that |ocation refers to agency
operations, fund caps, debt service, or the capital budget.
Funds are created and then spent, creating a accounting
problem on the way out. Timng refers to the fiscal year in
which an appropriation becones effective and is not a
problem The purpose does not cause problens. Flavor and
| ocation create the greatest problens; the biggest areas of
concern are reappropriations, fund transfers, and fund
cat egori zati on.

9:38:18 AM

M. Teal reviewed the history and difficulties of
reappropriations. He noted that reappropriations have not
al ways been accounted for since they are net zero
transacti ons. In 2000, the division began recording
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appropriations fromoperating to operating reappropriations,
and operating to capital appropriations. Capital to capital
appropriations renmained a problem since there is no record
of old capital projects that have been reappropriated or the
substitute project. This year (2009), the reappropriations
will be entered in the <capital tracking system (TPS
reports). The new project side of reappropriations wll be
recorded, which will allow digital searches. Non-legislative
reappropriations wll be elimnated, but | egislative
reappropriations will remain with a slight change in the
process. Legislative reappropriations allow funds to stay in
the district in which they were originally appropriated.
GQuidelines for legislative reappropriations and repeals were
outlined on pages 4(a-c); LFD began inplenentation of these
guidelines for legislative repeals and reappropriations in
2009.

M. Teal highlighted his three main recomendations: noving
nmoney in a current fiscal year should be done in the
suppl enent al bill, operating carry-forward and other
operating reappropriation should appear in the operating
bill (so that operating subcommttees can see the ful
story), and the governor’s capital projects should be
termnated without tying the noney to a new project. The
| egislature would review all new projects on an equal
footing, so that they conpete equally with all other capital
projects. Reappropriations mght not need to be exam ned,
whi ch woul d be a mmj or change.

9:42:41 AM

Co-Chair Hawker recalled last year's reappropriation
process, which he found excruciating and enlightening. The
process denonstrated that the division was not tracking the
oil and gas appropriations and reappropriations as well as
they should. He observed that there was not sufficient tine
to make the change in guidelines during the past session.

9:44: 44 AM

M. Teal observed that OVB has the guidelines but have not
yet commtted to following them The new guidelines would
require OVMB to turn in a list of “dead projects” instead of
a list of mnoney they would l|ike to reappropriate. He
explained that if OVMB turns in a list of $50 mllion in
projects that are going to be adm nistratively term nated

$50 million would be recorded in the fiscal sunmary as new
revenue and the capital projects to replace them would
conpete with all other capital projects as new noney. He
concluded that there would be a net zero if the entire $50
mllion is spent.

In response to a question by Representative Doogan, M. Teal
expl ained that the funds would show as revenue in the year
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the project is termnated. Funds termnated on July 1, 2010
woul d be avail able for FY 2011; funds term nated on June 30,
2010 could be spent in the supplenental bill. Tracking woul d
not be difficult. The effective date of the appropriation
does not pose a problem He reiterated that the term nated
projects would be recorded as “new’ capital funds.

9:49: 18 AM

Co-Chair Hawker explained that the intent is to handle
projects that have been sitting on the books for as much as
20 years.

M. Teal addressed page 9, line 4, which showed term nated
capital projects.

9:51:12 AM

JAMES ARMSTRONG  STAFF, CO-CHAIR STOLTZE, discussed the
reappropriation guidelines on page 4 (b) and asked if it
woul d be a separate entity on the district summary. M. Teal
offered to discuss the issue later in the presentation and
i ndi cated that the division needed | egislative directive.

M. Teal enphasized that it would be less confusing if the
governor submtted his reappropriation itens in the way the
legislature wants to see them in the |legislation but
acknow edged that the division could correctly account for
them if they were received before the budget closeouts
occur. Co-Chair Hawker noted the open communication between
the Legislative Finance Division and the Ofice of
Managenent and Budget.

M. Teal observed that the greatest effect will be in the
suppl enental and operating |egislation. He suggested that
the four finance co-chairnmen request OVB to inplenent the
gui del ines as soon as they are confortable with them

9: 56: 28 AM

Co- Chair Hawker expressed support for the work done by the
Legi sl ati ve Finance Division and stressed that the intent is
to achieve consistency and an understandable product. M.
Teal added that it is a matter of sinplicity and allow ng
reappropriation projects to conpete with new projects.

9:57:38 AM AT EASE
10: 06: 35 AM RECONVENED

M. Teal spoke to structure, which is an agency with an
appropriation and allocation. Fund capitalizations (fund
caps) are treated as a pseudo agency. Savings are put in a
separate category because they are not expenditures; this is
true of many of the fund caps. He pointed to page 3, which
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showed the pre-savings cash-flow or deficit at -$950
mllion; this changed to a surplus post savings. The intent
is to elimnate confusion by renamng fund caps as
transfers. Each fund capitalization results in duplications
as funds are counted on the way in and on the way out. The
way out is where the nmoney is really spent and where it
needs to be accounted.

10: 09: 56 AM

M. Teal provided an exanple of a fund capitalization. A
$300 mllion capital budget that includes $30 nmillion in
spending to the Capital Income Fund would show a reduction
of $30 mllion plus a $30 million of other expense in the
capital budget. In the new system the funds would show as a
transfer and be counted on the way out (where they are being
spent). The capital budget would show $30 million in general

funds (rather than “other” funds). Under the current system
the funds going into the Capital Incone Fund were genera

funds, but they were categorized as “other funds” when they
wer e spent since general funds cannot be dupli cat ed.

10: 13: 56 AM

Co-Chair Hawker stressed the need for sinplification,
understandability, and truth in budgeting. M. Teal added
that it is sinply a different way of presenting the materi al
in an inproved format.

10: 16: 05 AM

In response to a question by Representative Sal non, M. Teal
expl ai ned that the new legislative guidelines for
reappropriations affect the admnistration. Legislative
reappropriations for each representative renmain the sane.

10: 18: 09 AM

M. Teal gave a further exanple of a fund capitalization. He
observed that $20 million in general funds is appropriated
to the Debt Retirenment Fund for 2003 series B bonds; another
appropriation is nade fromthe Debt Retirenent Fund for the
State Bond Committee to pay the debt service. He suggested
that a single appropriation could be nmade from the genera
fund to the State Bond Committee. There would be one direct
appropriation without fund capitalization or duplication.

Co- Chair Hawker pointed out that there could be sonme issues
with accounting problens surrounding debt conpliance but
felt that technical problens can be solved. M. Teal agreed.

M. Teal spoke to the pseudo agency “transfers”, which are

not added in to any reports. He reviewed page 5b. Agency
budgets for statewi de transfers do not change. Non-additive
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fund transfers are excluded from the sum of t he
appropriations so that the transfers can be accounted where
t he expenditure occurs rather than as a fund capitalization.
This will allow the elimnation of duplicated codes, as seen
on page 6a and 6b. Page 6c denonstrates the duplicated codes
that would remain. There would be a major inprovenment in
sinplicity, categorization of funds (general, federal or
other), and |l ocation of reporting where the noney was spent.

10: 22: 05 AM

M. Teal enphasized that general funds that are spent wll
show as general funds. He maintained that nothing is
changing in the terns of what is being spent. The systemis
set up and the division is ready for inplenentation.

Co- Chair Hawker recalled the conplication of past budgets
that tried to explain the connection between various funds.
M. Teal interjected that the current fiscal sunmary is
confusing and can be nade far nore useful wth these
changes. He noted that OVMB's initial reaction was positive.
He expressed the hope that OVB would inplenent the new
system

10: 25: 44 AM

Co- Chair Hawker acknow edged that there could be sone
transition issues but expressed the desire to work with QOVB
for clarification.

M. Teal referred to page 7a, which shows current fund
capitalization and noted that page 7b shows that the
Disaster Relief Fund would be the sole remaining fund
capitalization. He noted that noney flows out of the
Di saster Relief Fund wi thout further appropriation so there
woul d be no duplication.

M. Teal reviewed page 8, savings. There are designated,
undesi gnat ed savi ngs and transfers.

10: 28: 32 AM

M. Teal discussed fund categories and stressed that the
intent is to provide better budget information. Fund

categories are general, federal, or other. In 2005, there
was $1 billion in other funds in a $2.3 general fund budget.
O her funds are currently $1.25 billion; the general fund

budget up to $2.4 billion.
10: 31: 33 AM

M. Teal explained that other funds do not get the sane
scrutiny that general funds receive. He asserted that other
funds are often really are general funds, as seen in the
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transfers. The Permanent Fund is the only fund created by
the Alaska State Constitution that is separate from the
General Fund. Many have argued that there are only two
categories of funds: federal and general. The Departnent of
Law and the Division of Legislative Audit agree with this
interpretation. However, the finance chairnen have
instructed finance sub-conmmttees to | ook at other funds.

M. Teal maintained that other funds do count. The |ack of
scrutiny of other funds is one of the big drivers in the
fundi ng categorization process initiated by the co-chairs.
Al'l four co-chairs have expressed a desire to straighten out
the issue of other funds and to categorize where the noney
really belongs. The |level of discretion that the | egislature
has in spending noney creates the basis for categorization.
CGeneral funds are discretionary.

10: 36: 00 AM

M. Teal <continued that the <categorization is not an
arbitrary decision on the part of LFD. Rules apply to the
categori zation of funds. The official name for general funds
is “unrestricted general funds”. Wiwen the Ilegislature
designates a use for an appropriation the funds are no
| onger unrestricted. He concluded that everything that has a
designation does not have to be categorized as other; it
could be categorized as restricted (or designated) genera
funds. The division chose to call these funds designated
general funds since “restricted” has a different neaning in
accounting term nol ogy.

10: 38: 36 _AM

M. Teal analyzed the fiscal summary on page 9. The sunmary
shows little change in the unrestricted general fund |ine;
t he change occurs between other funds and desi gnated general
funds. There was a $700 million nmove from other funds to
desi gnat ed general fund.

Co- Chair Hawker el aborated that the $700 million com ng out
of other funds is state noney that can be spent in any way
with legislative approval and support of the governor. He
spoke of the practice of taking funds “off budget”.

Co- Chair Hawker observed that the Senate Finance Conmttee
has taken an different approach and expressed the desire to
come to an agreenment for clarity.

10: 42: 34 AM

M. Teal observed that the Senate utilizes a category
designated as “flex funds”, which are any funds that spend
I i ke general funds.
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10:45:11 AM

M. Teal stated that all four co-chairs understand the
i npact and have expressed support for the new process.

Representative Austerman asked what percentage of other
funds can be redirected to the new designations. M. Tea
noted that $750 million is being redirected. The renaining
other funds would be approximately $500 million, and are
trust funds and bond funds that do not have discretion.

M. Teal explained that the sanme thing happened with the
capital appropriations. The general fund portion would go
from $173 nmillion to $266 million. He enphasized that the
capital portion is still being worked on and that there wll
not be as large a junp as the summary on page 9 shows.

10:47: 15 AM

M. Teal observed that the general fund budget in FY 2011
appears to increase by $750 nmillion, but pointed out that
this woul d di sappear once the FY 2010 budget is presented in
t he sanme manner.

Co- Chair Hawker enphasized the inportance of acceptance by
both sides of the political aisle. Governor Parnel
expressed strong receptivity, and is concerned about bad
politics and poor presentation of the governor's budget.

Representative Kelly advised that the changes be made to
previ ous budgets for better conparison.

10:51: 10 AM

M. Teal spoke to participation by OB and acknow edged the
difficulty of converting during preparation of the budget.
He stated that LFD can nmake the conversion and stressed that
it is inmportant that the budget be converted before it goes
into finance operating subcomm ttees.

M. Teal elaborated that conversions of past budgets would
be tinme consuming and that LFD would work on the process
next interim He thought budget conparisons older than 10
years woul d be irrel evant.

10: 54: 49 AM

M. Teal continued to discuss the fund code book and the
necessary of rewiting the codes.

Representative Austerman commented that a list regarding

certain acronyns woul d be hel pful to understand the proposed
cl assification.
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M. Teal concluded that the transfers are at the bottom of
the fiscal sumary and are excluded from the totals. The
Permanent Fund renmains a separate category. He noted that
page 10 shows the inpact agency by agency.

10:58: 19 AM AT EASE
11: 09: 19 AM RECONVENED

Co- Chair Hawker referred to page 1lla, and noted that OVB was
involved in discussions regarding fund codes. M. Teal
interjected that the intent is to inprove reporting through
recl assifying fund codes. He discussed page l1lla. The colum
“Current Goup” refers to the current classification. He
clarified that RLF is used for Revolving Loan Fund. There
are federal revolving |oan funds and general fund revol ving
| oan funds. The intent is to have subgroups that can cross
the main group to report on all revolving |oan funds. Notes
are used to explain why a particular fund group was
categorized. There is also a colum called “elimnate”. Most
of the itens identified for elimnation were slid to the
back of the spreadsheet. The statute columm references the
need for statutory change for the reclassification to occur.
Colum P is structure and subconmttee. An “x” usually neans
that the item has been noved to transfers. An “s” indicates
that the subcommttee needs to address the item The
nmet hodol ogy used was to list codes in a group and then
identify anything that noved to the group.

11:13: 45 AM

In response to a question by Representative Crawford, M.
Teal explained that a code has not been created for the
Statutory Budget Reserve (SBR), since it has never been
used. He estimated that $500 million would have to be drawn
from the SBR and that a code would be created. Co-Chair
Hawker added that funds from the SBR require a |egislative
majority and signature by the governor. IVF . Teal
acknow edged that other codes woul d have to be added.

11:15: 58 AM

M. Teal discussed codes for federal receipts. Funds nust be
federal to receive a federal designation. Lines 18 to 29 of
page 1lla are existing federal codes w thout nodification.
New federal codes were created for the Election, Cean Water
and Drinking Water funds.

11: 18: 58 AM
M. Teal illustrated how the Al aska C ean Water Revolving
Loan Fund was reclassified from “other” to “federal”. He

stressed the difficulty of categorizing the fund, which
appears to be conposed of state and federal funds. The fund
was capitalized wth federal funds ($10 mllion). The state
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fulfills its required federal match through the sale of
bonds ($2 mllion). A portion of the noney |eaves the fund
as an appropriation for admnistrative costs ($1 mllion),
and a portion is used for loans (also w thout
appropriation). Atrace of the funds shows that the noney in
the fund can be used for three purposes: naking | oans,
adm nistrative costs, and to pay debt service. Mney is
taken from the fund to pay off the bonds that were issued
($2 million). He concluded that the state funds cancel and
the federal funds remain ($9 mllion after a $1 mllion
reduction in admnistrative costs) and therefore the fund is
capitalized with federal funds and can be designated as
federal. He concluded that there were no great changes in
federal receipts.

11:23: 14 AM

M. Teal turned to unrestricted general fund as shown on
page 1la, which are state revenues wth no statutory
destination. Three codes remained as general funds. The
Constitutional Budget Reserve Fund (CBR) was noved to this
category. Appropriations from the CBR are open-ended.
General funds are appropriated and if the revenue is
insufficient then the CBR is wused to “backfill”. He
expl ained that the CBR is not appropriated by a fund code or
amount; it is used to backfill a general fund appropriation.
Under the new system any funds spent fromthe CBR will show
as general funds. Managenent fees are taken out of the CBR
by a three-quarter vote, which creates a liability fromthe
CBR and nust be swept back fromthe general fund to restore
the CBR He suggested that a |ogical conclusion may be that
managenent fees should be appropriated directly from the
general fund. This item was flagged with an “s” since the
subcomm ttee may want to consider the issue.

11: 26: 37 AM

M. Teal informed that the Investnment Loss Trust Fund was
al so designated for subcommttee review, since it is sinply
revenue. There was never any fund source avail able other
than strictly, wunrestricted general fund cash, simlar to
Al aska Housi ng Fi nance Corporation (AHFC) dividends or the
Al aska Municipal Bond Bank or the Al aska Industrial
Devel opnent and Export Authority dividends. Codes and where
di vi dends are spent can be tracked, but the “bottomline is
those dividends can be spent for anything you want and
shoul d be classified as unrestricted general funds”.

11: 27: 47 AM

M. Teal turned to m scellaneous earnings, which wll need
to be split between general funds and other bonds that are
not general obligation bonds.
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M. Teal observed that nost of the changes occurred as other
funds were reclassified to designated general funds as shown
on page 11b. Sub-groups were used. The first list refers to
revolving loan funds. He pointed out that the |oans
t hensel ves are not appropriated. Only the admnistrative
costs are appropriated. The adm nistrative costs could be
paid as a dividend from the revolving loan fund to the
general fund. However, nost revolving loan fund statutes
allow for paynent of statutory costs. Co-Chair Hawker
reiterated that it is a choice of the legislature and
governor how funds are spent.

11:29: 11 AM

M. Teal referred to the Commercial Fishing Revolving Loan
Fund on line 58, which has an “x” and “s” under the note
colum. He explained that the |egislature appropriated $1.3
mllion fromthe fund for costs other than adm nistration

since the fund has sufficient capitalization to pull noney
from it. These funds have been used to pay for non-
adm nistrative costs in the Departnent of Fish and Gane. He
observed that the change to general fund designation would
elimnate this need, since funds were taken from the
revolving loan fund to protect general funds. He suggested
the subcommttee may want to look at this itemsince it is
bei ng used outside of its current statutory designation. The
Bul k Fuel Bridge Loan Fund was flagged for |legislative
review because it has a zero interest rate; therefore,
paying for admnistrative costs from the |oan reduces the
funds avail abl e.

11: 31: 36 AM

In response to a question by Representative Crawford, M.
Teal explained that the School Fund, Fishernen’s Fund and
Public Trust Fund are dedicated funds that were previously
designated as other. There are several ways a fund can be
dedi cated: though the Alaska State Constitution, in federa
law, or grandfathered in because they pre-existed the
constitution. These three funds were grandfathered in
because they pre-existed; however, a grandfathered fund does
not have to be a dedicated fund. The |egislature has the
ability to change the use of the fund at anytine for any
pur pose. Representati ve  Hawker enphasi zed |egislative
di scretion over the spending of the fund source.

11:34: 07 AM

M. Teal observed that the Special Vehicle Rental Receipts
need to be split to differentiate between boats and
snownmbiles in response to federal regulations (boats are
dedi cat ed, snownpbiles are not).
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Co-Chair Stoltze expressed the concern proper tracking
occurs so that the rights of snowmbile wusers can be
protected. Co-Chair Hawker and M. Teal assured him that
proper tracking can and woul d be done.

11: 37: 29 AM

M. Teal expressed that the intent is not to get rid of fund
codes but to correctly categorize the existing codes.

In response to a previous question by Representative
Crawford, M. Teal explained that the Public School Trust
Fund gets a certain percentage of the revenues derived from
the paynent of <cigarette taxes, fees and penalties in
licensing. The restriction on wuse is constitutionally
dedi cat ed to rehabilitation, construction, repair,
i nsurance, and cost of school facilities. Approximtely $25
mllion a year goes into the fund. The Public School Trust
Fund is the balance of the Public School Permanent Fund on
July 1978 plus one-half of one percent of receipts derived
from the managenent of state |and. These funds may not be
appropriated for purpose other than the state public school
program M. Teal noted that there are also three statutes
setting up school construction funds that are duplicates.

11:40: 14 AM

Co-Chair Stoltze asked whether there was still a code for
the school tax. M. Teal explained that once the use or
source of a dedicated fund is broken, funds cannot be
returned as dedi cat ed.

M. Teal conpared the University of Alaska to the Al aska
Marine H ghway System which sells tickets and provides a
service. An argunment can al so be made that the university is
nore |i ke AHFC and ot her state corporations, which were |eft
in the other category. He observed that it did not really
matter which category was used, since a designated genera

fund code cannot be used outside the programthat designates
the income. M. Teal continued that one way to vVview
designated general funds is that while the |egislature can
t hey shoul d not break the designation.

11: 43: 23 AM

M. Teal observed problenms with the uninsurance enploynent
tax related, which flows to the federal governnent w thout
appropriation. Co-Chair Hawker agreed that there were
hundreds of mllions unaccounted for in the appropriations
in ternms of the uninsurance enploynent tax.

M. Teal spoke to receipts support services and asserted

that the code needs to be split into three pieces: non-
regul ated fees that are unrelated to the cost of running the
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program regulated fees that are unrelated to the cost of
running the program and regulatory fees equal to the cost
of running the program Co-Chair Hawker commented that LFD
woul d | ead the subcomm ttee through the discussion.

11:45: 29 AM

M. Arnstrong asked what happens if the House and Senate
give an appropriation different designations. M. Teal
observed that items <could be rectified in conference
commttee, but hoped that the classification system would
not be political. Co-Chair Hawker suggested that hours have
been spent on the di scussion.

Representative Kelly thought fund code changes nade sense
but cautioned that agencies need to be assisted. Co-Chair
Hawker agreed.

11:48: 58 AM

M. Teal addressed the Permanent Fund - page 12 (a-e), which
is a reclassification of a billion and a half dollars to
general fund since the Earnings Reserve Account is available
for legislative appropriation. The $1.5 billion in the

Earni ngs Reserve Account are dividends that now count as
general fund expenditures, and inflation proofing, which is
al so a general fund expenditure. He added that $7 mllion of
the permanent fund corporate receipts are used for agency
operations in the departnments of |aw, revenue, and natura
resources. These expenditures wll now show up as genera
funds, which neans there is no real reason to use the
Earnings Reserve Account instead of general funds. He
observed that permanent fund corporate receipts are being
used to support an agency that did not generate the
recei pts. Alaska Statutes 37.05.145 prohibits this practice.

11:52: 48 AM

M. Teal reviewed the subgroups that remain in the other
category on 11d: dedicated funds (federal or forced by the
US Constitution), trust funds (retirement), bond funds
(AHFC), and corporate receipts.

11:54: 50 AM

Vice-Chair Thomas «clarified comrents regarding halibut
|FQ s. He noted that fishers have | ost over 54 to 55 percent
of their halibut IFQs, which equates to $20 million a year
in Sout heast Al aska’s econony. N nety percent of the IFQs
are owned by residents of SE Al aska, nost of themrural

11:57: 38 AM AT EASE
1: 09: 58 PM RECONVENED
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Co- Chair Hawker observed that there was confusion in the
previ ous budget cycle regarding university funding because
the budget submtted by the governor was not in line with
the proposals of the Board of Regents. The intent of the
Board of Regents is to work with the Ofice of the Governor
to bring forth a budget to the legislature. The Board of
Regents will establish a three-nmenber |iaison teamto enable
better conmunication with the |egislature.

1: 17: 39 PM

Senator Joe Thomas and M. Teal reviewed the Senate Finance
Conmittee’s workshop with the wuniversity (10/14/09 and
10/ 15/09). Senator Thomas felt that the neeting was
beneficial. M. Teal concurred and added that the there was
honest di scussion. The university considers itself to be an
inmportant priority and maintains that there is a rigorous
process of evaluating canpus needs. The Board of Regents
indicated that they felt the |egislature should approve its
request [without change]. He stressed that the Board of
Regents needs to understand that the legislature deals with
the university’s budget as submtted by the governor. It is
not a reduction of the university’'s budget if the governor’s
subm ssion is fully funded (instead of the budget presented
by the Board of Regents in their Redbook.) M. Teal
acknow edged that the wuniversity nonitors a statew de
program but disagreed that it is wuniquely special. He
observed that Senator Johnny Ellis agreed wth this
assessnent and pointed out that the |legislature has the
st at ew de prospective and nust bal ance the priorities of al
agenci es including the university.

1: 23: 08 PM

M. Teal reported that the wuniversity was not going to
submt a large capital budget as they had in the past. The
university intends to submt a request including one
buil ding and sone deferred mai ntenance needs. He noted that
Senator Ellis felt that the wuniversity' s capital budget
request was a demand and that they would not accept funding
outside of their request. He recalled that Senator Ellis
suggested that the university should rethink their capita
budget strategy.

1: 24: 59 PM

M. Teal observed that there was also a brief discussion of
future general fund requirenents. He noted that Senator
Stedman raised the point that in the past five years the
university’'s unrestricted general fund portion has increased
from 42 to 46 percent. The Board of Regents reported that
the intent was to reduce this anmpunt and that they would
turn this ratio around. However, discussions with university
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budget staff indicated that they are not likely to reduce
t heir general fund anount.

M. Teal <continued to relate the conversations at the
nmeeting involving fixed costs. The desire of Senator Stednan
was for the Legislative Finance Division and the University
of Alaska to agree on the presentation of fixed costs or
base budget. He assunmed that the Redbook procedures would
continue as they have in the past.

1: 27: 02 PM

M. Teal noted that the topic of a public building fund was
not brought up during the workshop, but that he had
di scussions regarding the creation of a fund with Kit Duke,
Associ ate Vice President of building facilities. He observed
that the Public Building Fund has seven buil dings and ei ghty
mllion dollars of deferred maintenance. The university has
400 buildings and $800 million in deferred mai ntenance. The
uni versity has a huge problemw th deferred mai nt enance.

Co- Chair Hawker added that the governor has nmade it clear
that he is contenplating a nechanismto address the backl og
of deferred nmai ntenance. He agreed that the neeting with the
university was honest and blunt. He suggested elevating
university funding as a priority of the entire House Fi nance
Conmi ttee.

1: 31: 26 PM

Co-Chair Stoltze recalled being offended by the university's
attitude about the capital budget . He stressed the
i nappropriateness of politics in the process. Co-Chair
Hawker suggested that the proposed liaison team would help
i mprove conmmuni cation

Representative Joule suggested that the |egislature not
i gnore past work on deferred nmai ntenance, which identified a
billion dollars of deferred maintenance throughout the
state, not just in the wuniversity system He wanted to
refocus efforts to determne the deferred cost of new
bui |l di ngs or | aws.

1: 37:41 PM

Representative Kelly commented that he cane away from the
university nmeetings wth a hopeful attitude. M. Teal
indicated that progress was nmade even if there was no
agreenent. He recalled disagreenents in the previous year
regardi ng mai ntenance costs for the new science building. A
[university] public building fund woul d sol ve such probl ens.
Representative Kelly reiterated that he was hopeful.

1:41: 25 PM
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M. Teal defined the proposed fiscal note system The
admnistration prepares the fiscal not e, which is
electronically stored. The division is working to streanline
the process. Fiscal notes would be reported as a data
transaction in the budget systemin order to track versions
of the legislation and the associ ated costs.

Co- Chair Hawker observed that fiscal notes are funded
through the adoption by the conference committee on the
operating budget. The process wuld allow electronic
transfer of information.

1:44: 48 PM

M. Teal gave an update on capital projects procedure.
Legislative reappropriations are going to require ful

backup. The list of contacts will need to be updated on any
project that was submtted in the previous year. Goup
emails wll be available. The exchange of data should

i nprove and be nore streanmined.

1:46: 41 PM

M. Arnmstrong suggested that reappropriations be segregated
out in the reporting process as seen on page 4b of the
handout, so that the funds do not count against a
legislator’'s district if they are transferred to another
district. He gave a hypothetical exanple. M. Teal thought
it would be easy to do. Co-Chair Hawker agreed.

Vi ce-Chair Thomas observed that previously approved capital
projects were recently funded with econom c stinulus funds.
He expressed concern that these projects are not double
char ged. He also brought wup frustrations surrounding
projects that are delayed by a failure to obtain necessary
permts. He suggested project requests indicate if a permt
is needed and if so if it is on hand. Co-Chair Stoltze
agr eed.

1: 50: 23 PM

M. Teal stressed that the state’'s reporting systemis very
powerful and maintained that Alaska is very open and honest
in conparison to other states. The state of Al aska does not
sweep capital funding under the rug.

Representative Joule wondered how capital projects get
"typed" and assigned to districts. He objected to the
assignment of the Dalton Hi ghway to his district and argued
that it is a statew de expense. Co-Chair Stoltze agreed that
there is difficulty in the assignnment of capital projects.
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M. Teal related that the Legislative Finance Division tries
to inprove the process. The Legislative Finance Division is
unbi ased, but nust know the legislature's wshes for
groupi ngs and reporting.

1: 55:41 PM

Vice-Chair Thomas agreed wth Representative Joule's
comments. He gave an exanple of a statew de project that was
charged to his district.

1: 57: 20 PM

Co- Chai r Hawker expl ai ned t hat subconm tt ees wor k
i ndependently but require a final summary docunent that
shoul d be structurally simlar. There is a proposal to have
a subcomm ttee nmanagenent worksheet. He asked for staff
f eedback.

ANMANDA RYDER, FI SCAL ANALYST, LEGQ SLATI VE AFFAI RS
LEG SLATI VE  FI NANCE, described the qualities in the
wor ksheet on page 13a. She stated that the transactions wl|
be able to be read clearly due to new formatting. She
expressed excitenment with the new spreadsheet and di scussed

various ways in which it wll streamine information. The
new spreadsheet will allow staff to run “what if” scenari os.
The base spreadsheet wll contain the governor’s budget

transactions as a starting point. Any difference between the
governor’s budget and the subcomm ttee’s reconmendati on wl|l
be highlighted in green. Staff will only input data into the
bl ue cells.

2: 03: 08 PM

Ms. Ryder shared that the spreadsheet changes are not set in
stone and she hoped that the conmmttee would give the
departnment its feedback. She continued to explain the
various qualities of the new spreadsheet.

2:04:50 PM

Ms. Ryder explained that the governor amendnents will also
be highlighted in green. She explained that the division
will enter the information into the subconmttee reports to

make sure that the LFD reports match; any itemthat does not
match will show in red. Co-Chair Hawker added that the col or
coding has been added to nmke the spreadsheet easier to
read, audit and review.

Ms. Ryder stressed that the color coding in the spreadsheet
provides a tool to quickly notice discrepancies. The
spreadsheet also allows subcommittee nenbers to annotate
t heir deci sions.
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2:09:21 PM RECESSED
2:16:12 PM RECONVENED

ANNETTE KREI TZER, COW SSI ONER, DEPARTMENT OF
ADM NI STRATI ON, di scussed the challenges facing her
departnment. She said the recruitnent and retention of
enpl oyees has been the biggest challenge. She observed that
t he geographical differential study canme out of Governor
Palin’ s appointed of an executive working group to address
recruitnment and retention. She noted that $400 thousand was
appropriated in 2008 for a geographical differential study,
whi ch woul d be in addition to any nerit increases or cost of
living allowance (COLA) adj ust nent s. She noted the
difficulty of inplenenting mgjor initiatives during the 90
day | egislative session.

2:18: 23 PM

Vi ce-Chair Thomas inquired the total cost of inplenentation.
Comm ssioner Kreitzer acknow edged that there would be a
total cost for inplementation of the legislature if the
governor were to accept the report as witten; however, the
goal of the hearing was only to provide background. She
noted that the departnment is in the mddle of wunion
negoti ations. Conm ssioner Kreitzer observed that the report
has been on the departnent’s website.

2:21: 35 PM

JIM CALVIN, MCDOWNELL GROUP, JUNEAU, provided background
information on the study, which is the nost conprehensive
overvi ew of the cost of living all owance in Al aska since the
1985 geographic study (also done by the MDowell Goup). He
referred to a handout entitled, "Al aska Geographic
Differential Study - 2008" (copy on file). He related that
McDowel | worked with EcoNorthwest (data managenent) and GVA
Research, Bellview, which did the urban tel ephone research

The MDowell group did the rural surveying, which is nore
conplicated. Al of the research was done in fall of 2008
(Cctober through Decenber). The final report was provided to
the adm nistration in April 2009.

2:24: 06 PM

M. Calvin described the study’ s nethodol ogy. He explained
that 2,547 randomy selected households in 74 Al askan
communi ties were surveyed. There were fifty questions in the
survey regarding household spending patterns in order to
understand the shape of household budgets in different
comuni ties throughout Al aska.

Co-Chair Hawker asked if they received good voluntary

compliance. M. Calvin replied that people were very
receptive to tal king about their househol d budgets.
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M. Calvin noted that they surveyed 634 stores throughout 58
communities collecting data on a household market basket of
approxi mately 200 itens.

2:27: 05 PM

M. Calvin explained that the basic nodeling used the
househol d survey and shape of the market basket to determ ne
t he i mportance of t he fol |l ow ng itens: housi ng,
transportation, and food. The price information allows a
differential for specific itens.

2:28: 04 PM

Representati ve Paul Seaton asked how rural conmunities were
surveyed. M. Calvin reported that people were asked where
t hey bought their groceries. Goceries bought in neighboring
| arge cities were accounted for in the cost analysis.

2:28: 56 PM

Representative Nancy Dahlstrom asked if subsistence was
taken into account. M. Calvin explained that the focus was
on the cash econony but that subsistence actives were
captured through the <cost of tools associated wth
subsi st ence.

2: 30: 35 PM

M. Calvin continued to discuss the nethodol ogy in neasuring
the differentials. Conmunities were aggregated into ei ghteen
geographi c pools or sanple blocks that are generally simlar
in terns of si ze of popul ati on, transportation
infrastructure access, and geographic location within the
state. Anchorage was used as the base conmunity and given a
differential of one. Al costs are relative to Anchorage.

Co-Chair Stoltze wondered how fuel costs were esti mated.

2:32: 21 PM

M. Calvin clarified that the household surveys captured how
much gas is spent on fuel. The cost of fuel conpared to
Anchorage is used to create a differential. How nuch is
bought is as inportant as the rel ative cost.

M. Calvin referred to the profile on page 17 of the study,
whi ch shows the factors that went into determning a cost
differential (copy on file). Each profile contains the
popul ation of the community and nunber of state enployees.
Fai rbanks’ cost differential cane in at 1.03. Housing is a
little bit Iless expense in Fairbanks but food and
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transportation is a little higher. The Parks/Elliott/Steese
H ghways comunity was significantly |ower.

Representative Crawford observed that Anchorage, Fairbanks,
and Mat Su were pool ed together and there is an ei ght percent
di fference between these comuniti es.

2: 35: 23 PM

M. Calvin clarified that Anchorage was cal cul ated by itself
and offered to provide nore information on the pooling | ater
in the presentation.

M. Calvin observed that dennallen, Delta Junction, and Tok
all have highway access, which is critically inportant for

the cost of Iliving calculation. The cost of housing is
significantly lower than Anchorage, but the <cost of
clothing, food and transportation is higher. Bl ended

together the cost of living is not dramatically higher than
Anchor age.

M. Calvin observed that the first significant difference
occurs in the roadless interior pool of Fort Yukon, Galena,
and McG ath, which have high housing and food costs across
the board of 1.31. Juneau has higher housing and food costs
t han Anchorage and has a differential of 1.11

2:37:14 PM

Vi ce-Chair Thomas wondered about the difference in incone
| evel s throughout the state. He expressed concern for basing
the differentials on the price of housing. He shared several
observations he felt should be considered when the surveys
wer e conducted such as incone.

2: 39: 38 PM

M. Calvin acknowl edged the difficulties in conducting a
survey in Al aska. Househol d i ncome can be determ ned but the
challenge is in the conparison since households vary. The
mar ket basket focuses on what is available in rural areas.
The key issue is housing.

2:41:41 PM

Vice-Chair Thomas maintained that there wuld be a
di fference between professional comunities versus a nore
wor ki ng cl ass comunity.

2:42: 51 PM

Co-Chair Stoltze thought that the discussion on geographical
differentials was necessary in order to truly understand the
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i ssues. He expressed a desire for a conclusion of the cost
differential issues.

2:44: 00 PM

Vi ce-Chair Thomas agreed and noted that cost differentia
changes take years to i npl enent . Co- Chai r Hawker
acknowl edged that the cost differential issue is one of
three top issues in the state along with subsistence, and
abortion. M. Calvin enphasized the conplexity and chal |l enge
of cost of living research in the state of Al aska.

2:44: 52 PM

M. Calvin continued with his presentation and noted that
hi gher costs in Juneau for housing (15 percent), food (3
percent) and transportation (9 percent).

M. Calvin observed that Ketchikan and Sitka were initially
grouped together because they are simlar in terns of
popul ati on and geography, but further analysis discovered
that they are quite different and suggested that they be
split apart. There were much |lower costs in the southeast
m d-si ze communities of Craig, Haines, Kl awock, Metlakatl a,
Pet ersburg, and Wangell. Transportation costs are somewhat
hi gher but not significant since these comunities have the
benefit of ferry service. Their cost differential was 1.05.

M. Calvin reviewed the southeast small communities of Elfin
Cover, Gustavus, Hoonah, Pelican, Skagway, Tenakee Spri ngs,
and Yakutat. He acknowl edged that there is a size and
quality issue in housing, but the housing available is
significantly I ower. He concluded that the cost of living is
about equal to Anchorage (1.02). He enphasized that
Anchorage is not a cheap place to live primarily due to
housi ng costs.

M. Calvin observed that the Mitsu Borough was split into
different communities, but it is the |owest cost area in
Al aska (0.95). Housing is less expensive in Mitsu than
Anchor age.

M. Calvin addressed other areas in the state. The Kena

Peninsula was simlar to Anchorage at 1.01. Prince WIIliam
Sound was 1.08, but Valdez and Wiittier are quite different
and he suggested that they be split. Kodiak cane in at 1.12.

The Arctic region of Barrow, Kotzebue and None had a high
cost of living differential of 1.48 due to high housing and
utility costs, along wth high food and transportation
costs. Bethel and Dillingham were at 1.49 but mght be
better split.

2:47: 33 PM
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M. Calvin continued discussing other areas of the state. He
observed that the Aleutian region of Adak, Cod Bay, King
Cove, Sand Point, Unalaska and Dutch Harbor were at 1.50
wi th high housing and transportation costs. Southwest small
communities are the smallest communities of Al aska and had a
differential of 1.44. He noted in sonme cases conmunities of
sufficient size were isolated. Barrow was 1.50, Bethel was
1.53, and Dillingham was 1.37 (even though it was grouped
with Bethel in the study). Cordova was 1.13 and Val dez was
1.08. Honer was on par with the Kenai Peninsula Borough
anal ysis. Ketchikan and Sitka were grouped together, but
they found that they are quite different. Ketchikan had a
differential of 1.04 and Sitka was 1.07. Unal aska and Dutch
Har bor were the highest in the state at 1.58, which was
hi gher than some of the smaller surrounding conmunities in
t he region.

2:49: 39 PM

M. Calvin shared that it was informative to exam ne the
changes in differentials from 1985. In sone areas, such as
Ketchi kan and Prince of Wiles Island, there has been no
change over the last 23 years. Wangell and Petersburg are
up slightly from .98 to 1.04. Sitka is way up from 1.01 to
1.17 due to housing costs. Juneau is up from 1.03 to 1.11
due to housing. Valdez and Cordova are slightly down. There
was virtually no change in lcy Straight, Palnmer, Wasilla,

Kenai, Cook Inlet and Fairbanks. Seward is up slightly from
1.0 to 1.03. Kodiak is up from 1.06 to 1.12. Aleutians are
up significantly. Areas on the road system did not increase
much, while off the road system and renote comunities had
significant change. Bristol Bay is up from 1.29 to 1.37

Bethel is up from1.39 to 1.53. Yukon Kuskokwi m shows a drop
but he pointed out that it was the result of a small sanple
size. Barrow, Nonme and Kotzebue were up slightly.

M. Calvin discussed factors that influence the change in
the cost of living differentials. He observed increases in
Juneau and Sitka. Urban areas have seen a growh in the
retail environment, which has caused a downward pressure on
the cost of living over the last 23 years. Rural comunities
have not benefited in the sane way. Increased fuel costs
have been a factor in rural areas.

2:52: 58 PM

Co-Chair Stoltze wondered about the Iabor pool and free
marked factor as far as the enploynent situation in
different conmmunities. M. Calvin explained that enploynent
situations are not factored in except to pool simlar
conmuni ti es together.
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Representati ve Doogan questioned if the affect of taxes on
the conmmunities in the study were taken into account. M.
Calvin noted that the tax burden was captured.

Representative Kelly felt that the survey was conducted at a
poor tinme economically. M. Calvin acknow edged that fuel
prices were exceptionally high and trending down while they
were in the field. Steps were taken to test how the price of
oil would change the differentials between comunities
st at ewi de. The price of fuel did not change the
differentials between Fairbanks and Anchorage, since they
are in the “sane boat” in relation to cost. Fuel costs did
have sonme affect in rural areas. In areas wth high
differentials (1.45 — 1.50) a one-third reduction in fuel
prices could Iower the differential slightly (by .02).

2:57:43 PM

M. Calvin discussed the recomendati ons. He concl uded that
it makes sense to depart froma plan that is based strictly
on election district boundaries and to group conmunities in
terns of economcs, social characteristics, |ocation, and
infrastructure. The program adm nistrative costs need to be
consi dered. He acknow edged that there is some uncertainty
in the differentials. He enphasized that it al so nakes sense
to aggregate into geographical differential pools.

2:59: 10 PM

Co- Chair Hawker  questioned if the nethodol ogy that
i ncorporated the housing costs in comunities was consi stent
with the 1985 study. M . Calvin stated that t he
nmet hodol ogi es have been consistent. He observed that it is
not possible to take the average quality hone in Anchorage
to Dillingham and price it.

In response to a question by Representative Kelly, M.
Cal vin acknowl edged that the 1985 study was the target of
consternation anong nmany groups and the subject of
di scussi on concerning its nethodol ogy. He concl uded that the
1985 study "stood the test of tine". The first nonth of
their 2009 project was spent on design to address these
critically inmportant issues. He felt that the nethodol ogy
was st rong.

3:01: 54 PM

M. Calvin discussed statistically based geographica
differential pools based on comunities that are generally
simlar in ternms of their cost of living. They were grouped
together for an admnistratively functional plan for
applying differentials to wages as one nethodology. The
state was split into five geographical pools (GDP).
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* Anchorage, Fairbanks, Delta/Tok, dennallen, KPB, Mat-
Su, Parks/Elliott/Steese, Small & Md-size SE - .95 to
1. 05, weighted average of 1.0

» Cordova, Juneau, Kodiak, Sitka, Valdez - 1.08 to 1.17,
wei ght ed average of 1.11

« Dillingham None, Roadless Interior — 1.31 to 1.39,
wei ght ed average of 1.37

e Barrow, Bethel, SW Small commties — 1.44 to 1.53,
wei ght ed average of 1.50

» Kot zebue, Unal aska/Dutch Harbor - 1.58 to 1.61,

wei ght ed average of 1.60

M. Calvin explained that the weighted average represents
t he nunber of state enployees. He acknow edged the chal |l enge
of keeping |Iike communities together but observed that the
program would be easier to admnister than one with 30
differentials. The grouping also acknow edges the ratio for
error in survey research. An aggregate approach provides a
range not a single value, without a scientifically based
nunber of districts. He concluded that there were natura
breaks that allowed Al aska to be broken into five districts.

3: 06: 03 PM

Representative Dahlstrom wondered about the out-of-state
firms that had helped wth the study. She wondered if there
had been a conpetitive bid process. M. Calvin explained
t hat they chose firnms that they had established
relationships with and they trusted and were famliar with
the quality of their work. The MDowel|l Goup did not do a
conpetitive bid process.

3:07:13 PM

Vice-Chair Thomas asked iif state enployees included
teachers. M. Calvin replied no. Vice-Chair Thomas expressed
concern for out mgration of workers in rural areas.

Annette Kreitzer stressed that the governor has not
recommended i npl enentation of the system The purpose of the
nmeeting was to provide information.

3:09:41 PM

KEVI N BROCKS, DEPUTY COW SSI ONER, DEPARTMENT OF
ADM NI STRATI ON, stated that the departnent is satisfied with
the work done by the MDowell G oup. He observed that the
focus was on the executive branch but that the research
could be applied to school districts. He referred to page 5
of the differential study. He provided nenbers with a chart
indicating the full and part tine enpl oyee count by | ocation
(copy on file).
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3:11: 25 PM

M. Brooks clarified that the enployee count was derived
from the enployee’'s enploynent |ocation. Co-Chair Stoltze
observed that enployee work place |ocation versus residence
would affect the Matsu. M. Kreitzer clarified that the
study is not based on the nunbers in the enpl oyee count.

M. Brooks stated that the enpl oyee nunbers were pulled from
OVB budget data for 2010. The focus was on the top 20
communities in terns of enployee count. Each of the five CDP
was col or coded.

3:13:13 PM

M. Brooks al so provided nenbers with a chart denonstrating
enpl oyee count by bargaining unit and |ocation. He observed
that each of the bargaining contracts address geographica
differentials. Sonme |ocations have as many as four different
geographical differentials in a single city. He nentioned
the geographic difference percentages of the different
bargai ning units. He observed that the data used for these
differentials is 20 years old in sonme cases.

Ms. Kreitzer pointed out the differences anobng comunities
and bargaining units. She noted that arbitration is also a
contributing factor.

M. Brooks concurred and pointed to correction officers in
Juneau and Ketchikan and their supervisors. He concluded
t hat geogr aphi cal differentials are conplicated to
adm nister and that the goal is to achieve consistency
across bargaining units.

3:17: 34 PM

Representative Doogan asked if the intent is to not only
equalize the cost of |living in contracts but to also
equal i ze the other pieces in contracts. He observed that one
bargaining unit mght negotiate a higher differential in
exchange for less tinme off than another.

Ms. Kreitzer commented that the goal is to achieve fair
contracts.

Representati ve Seat on comment ed on t he Fai r banks
differential between different covered enpl oyees. There is a
ten percent variation between various bargaining units, but
there is also a 10 percent variation between different
cities.

3:20:19 PM
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Ms. Kreitzer clarified that she did not want to get into the
specifics of their intention. The purpose is to provide the
under | yi ng net hodol ogy. Representative Seaton clarified that
he was speaking to the statistical basis for the variance
and whether it is accepted in one format but not another.

M. Brooks commented that the statistical analysis allowed a
range of nunbers. He stressed that the differential is based
on the relative difference of the cost of living between
Anchor age and ot her communities.

3:23:01 PM

Representative Joule inforned about the state enployees in
his district. Mst state enployees in his district have
transferred in to the district. He pointed out that high
geographical differentials allow for greater retirenment in
terms of an enployee’s three high years. He expressed
concern that notivation for increased retirenent does not
always translate to a benefit for the area. M. Kreitzer
acknow edged the issue but pointed out that the study does
not represent a change from current practices. She
enphasi zed that the intent is to hire locally.

3:27:18 PM

Representative Kelly addressed the issue of raising pay
| evel s where there is high unenpl oynent.

M. Calvin observed that the heart of the econom c situation
is how does cost of living and pay differentials relate to
supply and demand for labor in a conmunity and how does it
di sjoint the economc environnent to have a handful of high
payi ng j obs where there may not be qualified people or where
it would be an inducenent to pull people in tenporarily.

3:30:42 PM

Ms. Kreitzer infornmed that the cost of inplenenting the
study as presented would be $35 nillion including benefits.
The inmpact on the wunfunded liability for retirenment and
benefits would be $3.8 million the first year. The inpact on
the unfunded liability is $50 million over 25 years.

Vi ce-Chair Thomas asked about the effect on private industry
in small communities. Ms. Kreitzer acknow edged that there
are a lot of policy inplications.

3:32:58 PM

M. Brooks clarified that no one would see a fifty percent
increase in pay. Any increase wuld be increnental
Geographical differentials already exist and would only be
updat ed.
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Representative Dahlstrom asked for the definition of a
confidential enployee. Ms. Kreitzer responded that they are
enpl oyees that generally work for the Division of Personnel
on | abor relations.

3:35:23 PM

Ms. Kreitzer reiterated that it would cost $35 nmillion to
i npl enent the geographical differentials as presented in the
st udy.

AT EASE 3:36: 22 PM
RECONVENED 3:47:56 PM

ATTORNEY CGENERAL, DAN SULLI VAN, DEPARTMENT OF LAW (DQL),
introduced his staff. He addressed the strategic direction
of the Departnment of Law, which is focused on engagenent
with the legislature, and different elenments of Al askan
society. He stressed the inportance of being nore proactive
on litigation such as in the endangered species listing.

3:53:52 PM

Conmi ssioner Sullivan observed that the four core functions
of the Departnent of Law are: protecting the safety and
physi cal wel |l being of Al askans, fostering the conditions for
econom ¢ opportunity and responsi bl e devel opnment and use of
the state’s natural resources, protecting the fisca
integrity of the state, and pronoting and defending good
gover nnents.

Comm ssi oner Sullivan observed that crim nal i ssues
including child, consunmer, environnmental protection takes up
67 percent of DOL’s budget. The departnent helps to shape
the broader economic environnent in Alaska, such as the
departnment’s support in the Kensington mne case. The
departnment protects the fiscal health of the state by
assuring paynent of taxes and royalties, recovery of noney
owed to the state, and defending nonetary clains against the
state. Protecting the state’s fiscal integrity accounts for
19 percent of the departnent’s budget. Pronoting and
def endi ng good governance includes ethic issues, Indian |aw
i ssues, elections and initiatives, legislation, and public
record requests.

3:57:47 PM

Conmi ssioner Sullivan felt DOL was a good return on the
state’s investment. The state received $560 million in
claims and judgnents as a result of the departnent’s
efforts, which represents $6 dollars on every $1 dollar
spent on the departnent or a 35 to 1 ratio if only the civil
di vision i s considered.
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Comm ssioner Sullivan touched briefly on four issues: cruise
ship tax Ilitigation, Mercer Case, Carlson Case, and
per manent fund | oss accounti ng.

Co- Chair Hawker observed that any confidential nmaterial
woul d be di scussed in executive conference.

4:00: 59 PM

Conmi ssioner Sullivan began with the cruise ship head tax
issue. He had an opportunity to testify before the House
Judiciary Committee. The Parnell Adm nistration has great
respect for the cruise ship industry and the tourism
i ndustry, but he stressed that DOL is defending the suit
diligently as is their statutory duty. The econom c benefits
are clear as are the inpacts of one mllion visitors a year
to a state with a population of 700 thousand. He noted that
state comunities have spent funds to provide services and
build infrastructure. He observed that |aw allows the user
of services to pay their fair share wunder the US.
Constitution when |local comunities provide significant
infrastructure and services to hosted travelers, whether in
or out of state. The cruise ship industry conplaint focuses
on the violations of the U S. Constitution in relation to
t he Tonnage C ause, Commerce C ause and the Transportation
Security Act and is seeking to declare the tax
unconstitutional and enjoin collection of the tax in cost
and fees. He reiterated that there is a well established
principle that passengers can be required to pay a fair
share for required facilities and services. The question is
to what degree the $46 per passenger tax is roughly
calibrated to cover the cost to state and | ocal communities.
The departnent is undergoing a study on the issue

4:05: 20 PM

Co-Chair Hawker noted the issue of docunenting that
mai ntaining ports and harbors is only a small portion of the
cost of hosting <cruise ship passengers. Comn ssioner
Sul livan agreed and explained that the |law allows services
in the areas where there are | arge nunbers of passengers.

Representative Austerman asked if there is simlarity with
the Carlson case in terns of a ratio of how nuch the state
pays versus the fees charged.

Comm ssioner Sullivan stated that one of the concerns wth
the Carlson case is the way in which the judgnment and
interest on judgnent continued to accrue. There is sone
simlarity.

4:08:31 PM
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Representative Austerman observed that the focus of the
Carl son case is how nmuch the state was paying to provide
services versus the percentage charged to out of state
appl i cants.

Comm ssioner Sullivan explained that the cruise ship head
tax is nore of a cost analysis and connection of tax to the
costs and services provided.

Co-Chair Hawker asked if the current operating budget
supports work for these cases or if additional funds would
be requested for litigation costs. Conm ssioner Sullivan
replied that he is working through the budget process wth
t he governor.

4:10:46 PM

Conmi ssioner Sullivan discussed the Mercer case. Mercer was
the actuary for the public and teacher retirenment systens
since 1974. A 2002 audit recomrended a nunber of changes to
the nodeling by Mercer. The recommendations by the audit
firm were largely adopted by the Public Enployees’
Retirement System (PERS) and Teachers’ Retirenment System
(TRS) boards. Mercer made changes based on the audit
recommendations. In 2003, Mercer advised that PERS and TERS
were unfunded to the total amunt of $4.4 billion. O this
amount, $1.3 billion was a result of correcting the errors
identified by the auditors in relation to Mercer’'s health
cost nodeling. An additional $500 nmillion in unfunded
l[iability was discovered as the result of coding errors. In
2005, there was legislation enacted to close the PERS and
TRS defined benefit plans to new participants. Defined
contribution plans were created for new PERS and TRS
enpl oyees. In 2006, the Departnment of Law investigated the
work of Mercer and concluded that there was a basis for
cause of action for negligence in the case. The Wall Street
firmof Paul Weiss was retained on a contingency fee basis.
A conplaint was filed in Decenber 2007. The conplaint
al l eged professional negligence, nalpractice, breach of
contract, negligent msrepresentation, and wunfair trade
practices, alleging damages of $1.8 billion. There has been
extensive di scovery. The conplaint was anmended in May to add
fraud and punitive damages clains when the actuaries
testified under oath that they discovered an error in the FY
02 PERS valuation that if corrected would have increased the
PERS unfunded liability $1 billion. The error was not
corrected. Mercer representatives further testified under
oath that they falsified the FY 03 PERS val uation to conceal
the error and reduce the PERS unfunded liability by $1
billion. A npotion to dismss was filed and argued in Juneau.
The trial was noved to July from March. The state intends to
take case to trial and w n.

4:14: 48 PM
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Co-Chair Hawker pointed out the seriousness of alleging
fraud and an intent to deceive. Conm ssioner Sullivan agreed
and noted that their NY firm also agreed. Co-Chair Hawker
understood that the allegation was not nade lightly. He
commended DOL for the hard work.

Comm ssioner Sullivan credited his co-workers with the hard
work. He stated that he would continue to press forward and
was di sappointed in the delay of the trial.

4:17:42 PM

Comm ssioner Sullivan discussed the Carlson case and the
significant devel opnents in the case. The case has been
under litigation for 25 years. The case has been before the
Al aska Suprene Court four times. The original suit was a
class action that <claimed out of state fisherman were
di scrim nated against based on the Comrerce C ause of the
U S. Constitution and the Privileges and Immunity C ause due
to the differential in the permts and crew licensing fees
for instate and out of state fisherman. The state received a
setback on the third tine the case went before the court.
The court ruled that the interest accrued on the case would
be 11 percent quarterly conpounded back to the original
judgnment. The state’'s primary liability is the interest due
to this ruling. Last spring was the last tine the case went
to the Alaska Suprenme Court. The overall judgnment was
reduced by 50 percent, but the total liability is still
significant. The interest on the case is $20 thousand a day.
Refunds woul d cost $68.3 mllion, which would have been $93
mllion if they had not been reduced. The plaintiff’'s
attorney is asking for $21 million but has only spent $250
t housand. There has not been a final judgnent; a judgnment is
expected in January. An accounting firm is reviewng the
nunbers.

4:23: 00 PM

Co- Chair Hawker asked if there is any ability or nechanism
to stop the accrual of interest on the damge award.
Comm ssioner Sullivan was reluctant to discuss options
publically.

Co-Chair Stoltze asked if there were other settlenents that
m ght accrue interest. He also observed that the tourists
and non-residence are paying toward the building of a fish
hat chery in Fairbanks.

4:25:54 PM

Cormmi ssioner Sullivan observed that it would be worthwhile
to work with the legislature to prevent simlar results in
ot her cases.
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4:27:18 PM

Comm ssi oner Sullivan highlighted the issue of the permanent
fund realized losses in FY 09 of $2.5 billion; of this
amount, $2.2 billion was attributable to realized investnent
loss and principle, the remaining $300 nillion was
attributable to realized investnment loss in the Earnings
Reserve Account. The issue is whether booking a $2.2 billion
loss from the principle and earnings reserve accounts
requires legislative authorization because it reduces the
bal ance of the Earnings Reserve Account, which is subject to
appropriation. This issue is not in litigation. The
departnent i s making reconmendations to the governor.

4:30: 53 PM

Co- Chair Hawker noted that there are executive policy calls
i nvol ved.

M. Teal pointed out that how the |osses are accounted
affects the legislature’s power of appropriation. He
suggested that it nmay be appropriate to consider statutory
changes. From the fiscal prospective, $2.5 billion mssing
from the Earnings Reserve Account could result in a cap on
di vidends. Dividends are capped by the anpbunt of statutory
income and the qualifier that they cannot exceed 50 percent
of the amobunt in the Earnings Reserve Account. The Earnings
Reserve Account is now at $400 million dollars instead of $3
billion dollars since the losses were attributed to this
account .

Co-Chair Stoltze stressed that there are policy issues
i nvol ved.

M. Teal noted that a | ower reserve bal ance al so affects the
17b draw or legislative appropriation fromthe CBR

4:35:30 PM

M. Teal observed that FY 2010 revenues are $2.7 billion
| ower than 2009. This creates the basis for the anpunt that
would be drawn from the Constitutional Budget Reserve
Account. The draw also includes the anpunt available for
appropriations, which includes the balance of the Earning
Reserve Account. Subtract the $400 mllion and the draw
beconmes $2.3 billion. |If the bal ance were $3 billion instead
of a half a billion, the potential 17b CBR draw woul d “fol d”
substantially. O her revenue increases would also affect the
draw. He observed that FY 2010 revenues may only be half a
billion |lower than FY 2009. The Earni ngs Reserve Account may
also recover a billion dollars of the realized loss in FY
2010, which would reduce the 17b draw to zero. He could not
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predict the end point. He acknow edged that the Permanent
Fund Division has a different opinion.

4:37:56 PM

Co-Chair Stoltze asked if the intent was to make
recommendations or investnment advice regarding the fund' s
board of trustees. He asked if nore oversight would be
advant ageous. M. Teal did not have a recommendati on; he had
no investnment advice. H's intent was to clear-up the
statutory treatnment whether an appropriation is needed to
nove funds from the Earnings Reserve Account to principle
Co- Chai r Hawker added that the statutory oversight is vested
with the Legislative Budget and Audit Conmmittee.

4:40: 52 PM

Representative Seaton recalled that the Permanent Fund
Corporation was allowed to increase their alternative
investnments fromb5 to 15 percent. The | egislature has no way
of knowi ng how the alternative investnents are nade. He
opined that Co-Chair Stoltze's question was valid as there
is so much potential exposure to derivatives.

Co- Chair Hawker encouraged review of guidelines for these
funds. He appreciated the diversion to illustrate the
conpl exity of the issue.

Conmi ssioner Sullivan acknow edged the conplexity of the
issue and noted that DOL has not been | ooked at the broader
i ssue.

4:43: 48 PM

Representative Austernman suggested the need for a full day
commttee to address the issue of where the state of Al aska
wants to be in fifteen years in regards to finances and if
the House Finance Committee should |ead the discussion. He
noted that |last year's budget was not sustainable. He
mai ntai ned that the legislature is not |ooking at the 30,000
foot level in regards to a long termvision. He opined that
t he House Finance Conmttee should be the driving force to
forma statew de vision.

4:47:44 PM

Co-Chair Hawker referred to HB 125, which was passed in a
previ ous session. The legislation requires departnments to
create a 10 year plan. He agreed wth Representative
Austerman. Discussion ensued regarding timng for nore
di scussions on the issue. Representative Kelly requested
mat eri al about other states or countries that have
benefitted fromthis type of vision or plan and stressed the
i nportance of | eadership by the executive branch
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4:51:16 PM

Representative Austerman observed that sonme work has
occurred in the House Finance Commerce and Economc
Devel opnent Subcommittee. Sone other states have enployed
private sector groups for commerce and econoni c devel opnent.

Co-Chair Stoltze advised that in the absence of nore
pressing legislative issues, there would be tine for
di scussions during the legislative session. Representative
Joule agreed on the inportance of |ong-range review that
foll ows across departnents.

4:55:43 PM

Co- Chair Hawker MOVED to convene an executive session under
Uniform Rule 22(b)(1) for discussion of matters, the
i mredi ate knowl edge of which would adversely affect the
finances of a government unit. There being NO OBJECTION, it
was so ordered.

4:56: 03 PM Executive Session

#
ADJ OURNVENT

The neeting was adjourned at 5:45 PM
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