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OVERVI EW OF THE GOVERNOR' S FY2012 PROPOSED BUDGET

ACOW TTEE | NTRODUCTI ONS

1:34: 21 PM

Co- Chair Thomas introduced commttee nenbers and explained
their roles on the conmmittee. Each commttee nenber
i ntroduced their staff.

1: 40: 50 PM
Co-Chair Thomas directed attention to the handout, "House
Finance Conmittee Rules" (copy on file). He detailed

expectations of neetings and di scussed protocol as outlined
in the handout. He infornmed the conmttee that the budgets
woul d be conpleted by the end of February. He discussed the
expected subconmittee process, noting that the conmttee as
a whole would act for the University of Al aska.

LOUANNE CHRI STI AN, COWM TTEE ASSI STANT, FI NANCE COWM TTEES,
described the duties of the finance commttee staff. She
expl ai ned various functions in the room and pointed to a
menmor andum dated January 19, 2011 that contained nore
detail. She introduced the Senate Finance Commttee staff
and asked Helen Philips to introduce staff for the House
Fi nance Comm ttee.

HELEN PHI LLI PS, COW TTEE ASSI| STANT, HOUSE FI NANCE
COMM TTEE, introduced staff to the House Fi nance Conmittee.

1:46: 27 PM

Ms. Christian explained how to use the mcrophones and
descri bed additional resources in the commttee room

Co-Chair Thomas noted how to deliver notes to other
commttee nenbers and descri bed expectations for decorumin
the room

AOVERVI EW OF THE GOVERNCR' S FY2012 PROPOSED BUDGET

1:49: 47 PM

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFICE OF THE GOVERNCOR, introduced her senior econom st
John Boucher. She <congratulated the finance comittee
menbers on their appointnment to the comrittee and
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acknowl edged the significant anount of work the conmttee
had ahead of them She offered the assistance of the Ofice
of Managenent and Budget (OVB) and conveyed their pleasure
in wrking with the commttee.

Ms. Rehfeld provided an overview, wusing a PowerPoint
presentation, "FY 2012 Budget Overview, House Finance
Commttee"” (copy on file). She began on Slide 2 with OB
staff introductions.

1:54: 50 PM

Ms. Rehfeld pointed out that Governor Parnell released the
budget on the statutory due date of Decenber 15. The due
date marked the beginning of OWB's work and discussion
about state fiscal policy, resources and assets, and goals
for the future. She informed the conmttee that the
governor's overall m ssion and fiscal policy was to
position Al aska's econony for growh and its famlies for
opportunity (Slide 3). The FY 12 budget was devel oped to
support the governor's overarching vision.

Ms. Rehfeld drew attention to specific guiding budget
principles (Slide 4). The first principle was related to
fiscal restraint. She highlighted that as a result of good
wor k done by the legislature and adm nistration, Al aska was
in much better financial shape than many other states.
Budget discipline had been nmaintained and noney had been

put into savings. She purported that by maintaining
spending discipline a portion of the savings could be used
to leverage long-term investnments while still assuring

healthy reserves to draw fromin |ean years. The state was
recently given a AAA bond rating as a result of spending
di scipline and cash reserves. The upgraded bond rating
reflected recognition from the financial comunity and
| owered the cost of debt for the state.

Ms. Rehfeld described the second principle related to
strategic investnents. She highlighted that econom c growh
occurs when noney is spent on fostering resource
devel opnent and capitalizing infrastructure. Qpportunities
for the future are created though investnment in nore
af fordabl e energy. She delineated that the budget proposed
key investments in resource and economni c devel opnent.

Ms. Rehfeld discussed the third principle regarding the
mai nt enance of cash reserves. She inforned the commttee
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that Al aska currently had alnmost $12 billion in savings,
excl uding the Permanent Fund and Public Education Fund. She
enphasi zed that Al aska had a bal anced budget, substantial
cash reserves, and an excel |l ent bond rati ng.

Ms. Rehfeld pointed to the governor's FY 12 budget
priorities (Slide 5). She outlined that the budget focused
on consti tutional priorities I ncl udi ng resource
devel opnment, education, and public safety.

Ms. Rehfeld expounded on elenents in the budget that
provi ded support for the constitutional priorities. She
brought attention to several key conponents under the
category of resource and econom c devel opnent. The budget
proposed using the remaining $65.7 mllion in the Railbelt
Energy Fund to junpstart planning, design, and permtting
for the Susitna Hydro Project. Funding would supply mnuch-
needed energy to Southcentral and Interior Alaska, to
create jobs, and to help Alaska reach its energy policy
goal of 50 percent electricity generated via renewable
resources by 2025. She highlighted that the budget also
proposed the wuse of $25 mnmllion for renewable energy
grants, $25 mllion for weatherization prograns to create
nore energy efficient honmes, and $10 nmillion for the
Sout heast Energy G ant Fund.

Ms. Rehfeld delineated that another key piece of the
governor's budget addressed access to resources. She
expounded that in the governor's inaugural address, he
stated that “.W nust have access to our own lands. It is
time to put Alaska s resources to work for Al askans.”

1: 58: 44 PM

Ms. Rehfeld continued that the budget included funding to
build roads which would provide access to Alaska's
resources and create jobs. The budget also included a
request for $8 mllion to continue work on the
envi ronnmental anal ysis and public neeting process for a 90-
mle transportation link fromthe Dalton H ghway to the gas
fields at Gubik. She detailed that ultimately the road

could provide access to hundreds of mllions of barrels
of high-quality oil reserves at Umat. She furthered that
t he budget proposed $1.25 mllion each for continued access

work to the Anbler Mning District and Western Al aska.
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Ms. Rehfeld discussed the budget designation of $173
mllion for natural gas developnent. Approximtely $160
mllion of the total anount would be specific to
rei nbursenent for the natural gas pipeline project under
the Al aska Gasline Inducenment Act (AG A). She detailed that
through the current fiscal year 2011 OVB appropriated $185
mllion for reinbursenment of allowable expenditures. The
proposed appropriation would bring the reinbursement |evel
up to $345 mllion and the final installnment of $155
mllion wuld be brought before the Ilegislature for
appropriation in FY 13.

Ms. Rehfeld detailed that the operating budget included
$6.9 mllion for ongoing AG A coordination efforts and
| egal assi st ance.

Ms. Rehfeld acknowl edged that in the previous year the
Al aska Housi ng Fi nance Corporation (AHFC) was designated as
the Al aska Gasline Devel opnent Corporation (AGDC) and that
their report for the in-state gas project was due July 1,
2011. The budget request included $5.5 mllion to keep the
in-state gas project noving forward in preparation for the
next steps identified in the upcom ng report.

Representati ve Neuman requested a copy of the budgetary
figures. Ms. Rehfeld answered that she would be happy to
provi de a copy of the notes.

Representative Joule asked whether the hydro project for
Susitna and in-state gas use for Central Alaska would be
consi dered separately and what the cost estimate was for
each.

Ms. Rehfeld responded that the budget contained $5.5

mllion related to in-state gas for the continuation of
work that has been started by the AHFC. The budget also
included $75 mllion for design and permtting work to

obtain Feder al Ener gy Regul at ory Conmm ssi on ( FERC)
certification for the Susitna hydro project to be paid with
the remai nder of the Railbelt Energy Fund. She believed it
woul d take until 2014 to achi eve FERC certification.

Representative Joule wondered if OVB had an estinmate for
the total cost of each of the projects. M. Rehfeld
answered that there was not currently a cost estimte for
the in-state project. She pointed out that a prelimnary
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report would be available in July 2011 and that AHFC nay be
able to provide prelimnary figures.

Representative Joule asked for a cost estimate regarding
the hydro project. Ms. Rehfeld comunicated that OVB woul d
provi de the cost estimate to the commttee.

2:04:15 PM

Ms. Rehfeld brought the conmttee's attention to the
education conmponent of her presentation (Slide 5). She
rel ayed that the budget included $8.2 million for the first
year of the Alaska Performance Scholarship for eligible
hi gh school seniors graduating in the spring of 2011. The
Al aska Performance Scholarship was established with the
legislature's help to transform public education. She
furthered that with hard work and through the conpletion of
a nore challenging curriculum every Alaska high school
student would have ability to earn a scholarship for
post secondary training and education. She remarked that the
gover nor was | ooking forward to working wth the
| egislature on a sustainable funding mechanism for the
program

Ms. Rehfeld detailed that the budget contained full funding
for K-12 schools and pupil transportation for Alaska's
nearly 130,000 students in 53 school districts across the
state. Also included in the budget was the proposal to
forward-fund K-12 education for FY 13.

Representati ve Doogan asked for clarification on the costs
related to the Alaska Performance Schol arship. M. Rehfeld
explained that the estimate in the current budget covered
proj ected scholarships for eligible students in the spring
of 2011. The Departnent of Education and Early Devel opnent
has estimated an annual cost of $20 nmillion for the
program She elaborated that when the governor introduced
the bill the previous year, there was discussion about
placing $400 mllion into savings to generate the $20
mllion needed to fund the program on an annual basis.

Representative Doogan queried whether the governor was
currently proposing to set aside $400 mllion for funding
of the program M. Rehfeld clarified that the governor had
proposed the structure for the fund. A funding task force
provi ded several recommendations that would be brought to
the legislature for consideration during the 2011 session.
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Included in the recomendations was an option simlar to
the savings fund discussed during the 2010 Ilegislative
sessi on.

Ms. Rehfeld addressed funding for public safety (Slide 5).
The budget proposed funding for the second year of Governor
Parnell's initiative to end donestic violence and sexual
assault in Alaska. The initiative focuses on prevention,
i nvestigation, research, services to victins, and child
safety. She reported that the budget included $3.4 nillion
for the funding of 15 new Village Public Safety Oficers
(VPSO and three new trooper positions. The governor's
capital budget also designated $1 million for VPSO housing
in rural Al aska. She detailed that Al aska had gone from 47
funded VPSO positions three years ago, to 86 by the end of
FY 11. She denoted that with the |egislature' s approval of
the FY 12 budget, funding would be available for 101 VPSOs
by the end of FY 12. The governor's goal was to have a
trooper, police officer, or VPSO in every conmunity in
Al aska that wanted a |aw enforcenent presence. The budget
contained a request related to the continuation of the $3
mllion for Donmestic Violence and Sexual Assault (DVSA)
prevention efforts included by the legislature |ast year.
Additionally, the FY 12 budget included $3.2 mllion to
conbat donestic violence and sexual assault through
i nvestigation, reporting, research and services for
victinms. She highlighted that the budget also included two
positions for the Technical Crimes Unit to investigate
internet crinmes against children.

2:09: 02 PM

Representati ve Neuman remarked that in discussions with the
director of the Ofice of Public Defenders, he deduced that
vocational education prograns were needed to assist in the
reduction of the recidivismrate. He wondered whether funds
would be designated to re-establish prison enploynent
prograns that were cancelled |ast year in order to increase
skill sets.

Ms. Rehfeld expounded that the Departnents of Labor and
Wor kf orce Devel opnent, Corrections, and Health and Soci al
Services had all worked on planning efforts related to
advance preparation for the release and transitional of
inmates. She indicated that the Departnent of Corrections
woul d provide detail on the specific budgetary figure and
item
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Ms. Rehfeld directed attention to a pie chart (Slide 6)
depicting the total $11 billion proposed budget spending
pl an. Just over half of the total budget (the gold slices
on the left) was conprised of non-discretionary itens such
as formula programs, permanent fund, and statew de costs
associated with retirenment system unfunded liability and
debt service. She pointed out that just under half of the
budget (blue and red slices on the right) was considered
di scretionary in terns of agency non-formula prograns and
capital spending. Also on the right side of the pie chart
was the agency non-formula unrestricted general funds and
ot her  funds. The Dblue checked slice indicated the
unrestricted general fund where OVMB exam ned the budget and
proposed expenditures related to state agency operations.
Excluding the budget for the court system and the

| egi sl ature, the governor |imted the growh of state
agencies to 1.9 percent. Included were the six collective
bar gai ni ng units, non- cover ed enpl oyees, and t he
university, totaling $40 mllion in increased general fund.
The overall <cost of the bargaining unit agreenments was

$76.9 mllion. She indicated there were six pending
bargaining unit negotiations, one each wth the Public
Safety  Enployees Associ ation, the Alaska Vocational
Techni cal Teachers Associ ation, and the Al aska Correctiona
Oficers Association, and three with the A aska Marine
H ghway System wunions. She relayed that due to the
restrai ned operating budget, agencies would have to absorb
fixed cost increases in a nunmber of areas such as | easing,
i nternal char gebacks, and nerit increases for state
enpl oyees.

2:14:09 PM

Representative Gara wondered whether the budget i ncluded
funds to address increased school district costs. M.
Rehfeld clarified that funding for education was based on
the current statutory formula. The increase indicated in
the budget was related to the fourth vyear of the
i npl enentation of adjustnents for district cost factors.
She conmunicated that FY 13 would be the fifth and fina
year of the district cost factors inplenentation. There was
no proposed change to the base student allocation in the
current budget.

Ms. Rehfeld attributed the overall FY 12 budget increases
to statutory forrmula prograns (Slide 7). She depicted that
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the K-12 education formula (including pupil transportation)
totaled $1.16 billion, or 10.2 percent of the total budget.
Al aska’s constitution directs the state to provide a system
of public education for its 53 school districts. She
explained that education funding was a fornula-driven
program based on student allocations and other provisions
within the formula program The budget request of $1.13
billion would fully fund Alaska's K-12 education funding
formula for FY 12 and was based on the current statutory
formula with the base student allocation set in statute at
$5,680 per Average Daily Menbership. The budget included
year four of the inplenentation of adjustnents for district
cost factors that will be fully inplemented in FY 13. The
governor had also proposed forward funding K-12 education
for FY 13 in the amount of $1.14 billion to the Public
Educati on Fund.

Ms Rehfeld delineated that the other fornula totaled $1.82
billion, or 16 percent of the budget. Medicaid conprised
$1.5 billion of the $1.82 billion, of which approximtely
$507 mllion was general fund. She expounded that the
increase of people eligible for services in addition to
hi gher demand equated to nore spending. Approximtely
126, 000 Al askans used the Medicaid program in FY 10. The
nunber of individuals eligible for services increased from
128,000 in FY 09 to 135,000 in FY 10 and the costs of
provi ding services were increasing. She summarized that the
budget included an increase of nearly $187 mllion in FY 12
of which $68.2 mllion was general fund.

Ms. Rehfeld infornmed the commttee that the budget would
not replace the American Reinvestnment and Recovery Act
(AARA) funds with general funds. She explained that states
were afforded a higher reinbursenent rate under the federal
Medi caid program The budget proposed switching from ARRA
to a regular federal-funding source as the ARRA extension
was scheduled to termnate at the end of FY 11. The
adm nistration's general approach was based on the fact
that many states were struggling financially, in response
the federal governnent could consider an enhanced federal -
mat ch percentage beyond June 30, 2011. Many states were
asking the federal governnent to either extend the higher
reinbursenent rate or to provide states wth greater
flexibility by allowing them make changes in response to
rising costs. She relayed that a task force was created to
exam ne what could be done differently in Al aska to contain
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Medi caid cost increases. The cost would be approximately
$123 mllion without the reinbursenent rate extension.

2:19: 33 PM

Vice-Chair Fairclough queried whether the state had
considered setting $123 nillion aside in the event that a
contribution was required. She reflected on the $46 nillion
increase included in the governor's budget and noted that
it did not include the $123 nmillion. She requested that OB
report the Medicaid Task Force findings and reconmmendati ons
when they becane avail abl e.

Ms. Rehfeld turned to the statew de appropriations portion
of the OWB presentation (Slide 8). She reported that
statewi de appropriations total $1.30 billion, or 11.4
percent of the total budget. The retirenment system unfunded
l[iability accounted for $479.5 million of the total amount,

indicating an increase of $123 mllion over fiscal year
2011. The current retirement system unfunded liability was
$9.7 billion, consisting of the Public Enployees Retirenent

System (PERS) at $6.3 billion and the Teachers Retirenent
System (TRS) at $3.4 billion. She explained that the
current unfunded liability was based on the actuarial
val uation of system assets, which snpooths out gains and
| osses. The state was hoping for continued market gains to
offset the renmmining unrecognized |osses from 2008-2009.
The Al aska Retirenent Managenent Board (ARMB) reviewed and
set the rates for each fiscal year. She relayed that SB 125
defined the contribution rate for the state as the
di fference between the rate adopted by ARMB and 22 percent
for PERS enployers and 12.56 percent for TRS enployers.
The current anortization term was 25 years and the anount
required for the annual contribution was projected to
increase from $479.5 mllion in FY 12 to $786 nmillion in FY
16 and to alnmost $1 billion FY 21. She acknow edged t hat
additional work was required to devel op recommendati ons to
address the unfunded liability and nmanage the annual cost
to the state. Legislative Finance, OVB, and the Departnents
of Revenue, Law, and Adm nistration were working hard to
develop an approach to deal with the increase in cost
occurring over tine.

2:22: 54 PM

Co-Chair Thomas commented that the conmittee intended to
review the cost increases that were occurring over tine.
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Vi ce-Chair Fairclough wondered how nuch it would cost to
pay down state debt now as opposed to extending the
liability out into the future. She noted that when the
issue first arose the shortfall was approximately $1
billion and that it was currently $12 billion to $13
billion. She believed that it could be best to pay down the
l[iability sooner rather than later, given the substantial
I ncrease.

Co- Chair Thomas advised the committee that an overview on
the subject would be provided sonetine in the weeks to
cone.

Co-Chair Stoltze agreed with remarks made by Vice-Chair
Fairclough and indicated the need for a full-day session
and comentary by the admnistration regarding al

| egislative proposals that my have an inpact on the
unfunded liability.

Vi ce-Chair Fairclough communi cated that a recent letter she
received from the state announced that the retirenent
system anortization time period would be noving from 25
years out to 30 or 35 years. She wondered how the change in
time period would inpact enployees retiring at a future
date. She believed the state was shifting costs to nake the
current liability appear |ower, wthout taking into account
aging adults who would need to apply for benefits. She
wondered whether the particular solution was part of a
national trend that ARVMB was considering and indicated she
want ed the board's commentary on the strategy.

Ms. Rehfeld relayed that ARMB possessed of a great deal of
informati on regarding various scenarios and would be happy
to share the information with the comm ttee nenbers.

Co-Chair Thomas noted that OVB could be asked to discuss
the unfunded liability with commttee in the future. He
shared that the commttee |ooked forward to developing a
conpr ehensi ve program

2:26:24 PM

Ms. Rehfeld noved on to discuss the proposed $400 mllion
for oil exploration tax credits (Slide 8). The tax credits
were made available to encourage nore oil exploration in
Al aska. The admnistration's original projection for FY 11
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exploration tax credits was $180 mllion. In October 2011,
the Department of Revenue (DOR) revised the estimte and
asked for an additional $250 million. The revised estinmate
was based on the actual applications for credits that they
had received and paynents that they projected to make for
the remai nder of FY 11. She relayed that |anguage in the FY
11 budget included the ability to adjust the oil
exploration tax <credits appropriation to the necessary
anount. The state had several years of experience with the
program and the biggest challenge had been estinmating the
timng of expenditures and paynents. She pointed out that
there had been a significant increase in oil exploration.
The administration would continue to work wth DOR on
actual paynents made FY 11 and would revise it as
necessary. She clarified that OVMB would bring changes to
the legislature in the amended budget if necessary.

Ms. Rehfeld discussed debt service under the category of
statewi de appropriation budget itenms (Slide 8). The debt
service referred to the state's annual cost of paying down
debt. Itenms included in the category were: school debt
rei mbursenent, where school districts are reinbursed for 60
percent to 70 percent of voter-approved bonds; voter
approved general obligation (GO bonds; and | ease-purchase
obligation. She expounded that the debt service was
approximately $37 million higher than in the FY 11 budget.

Representative Cuttenberg asked how applicants apply for
oil tax credits and what the process entailed. M. Rehfeld
deferred the question to DOR to discuss specific details.
She added that the departnment determned the eligibility of
expenditures submtted by applicants.

JOHN BOUCHER, SENIOR ECONOM ST, OFFICE OF MANAGEMENT AND
BUDCGET, OFFICE OF THE GOVERNOR explained that the oil tax
credits in the budget were related to producers with no tax
liability.

2:29:45 PM

V5. Rehfeld examned the community revenue sharing
conponent of statew de appropriations (Slide 8). The annual
appropriation replenished the anount drawmmn from the
Community Revenue Sharing Fund. The funds were distributed
to 162 incorporated and 149 unincorporated comunities
t hroughout Al aska on an annual basis.
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Ms. Rehfeld directed attention to the proposed FY 12
capital budget (Slide 9). The proposed capital budget was
$1.6 billion, or 14 percent of the total FY 12 budget. She
hi ghl i ghted key conponents that were previously discussed,
i ncluding natural gas devel opment. Also included were $103
mllion in general funds that would act to | everage federal
and ot her funds, including the federal highway and avi ation
prograns, water and sewer projects, and nmunicipal harbor
grants. She shared that the adm nistration ained to capture
the general funds that |everage other funds whether they
cane through the state or not. She discussed the $60
mllion included for access to resources conprised of $10.5
mllion for resource roads and $50 nmillion for the Port of
Anchor age, Port MacKenzie, and inprovenents to the Skagway
dock. She touched on the Susitna energy project, renewable
energy grants, and weatherization. She exam ned the five-
year annual designation of $100 mllion to deferred-
mai nt enance. By the end of Decenber 2010, state agencies
estimated that nearly one half of the deferred-naintenance
projects would be out to bid or under construction. |ndoor
project work would continue throughout the wnter and
outdoor projects would wait until the sunmer construction
season.

Ms. Rehfeld pointed out that a very inportant point was
excluded from the capital budget chart related to funding
for schools. The top priority on the school construction
list was the designation of $28 million for the Quinhagak
K-12 renovation project. Also included was just under $20
mllion for 14 maj or-mai nt enance school projects.

Co- Chair Thonas asked whether the $100 million to deferred-
mai nt enance included the university. M. Rehfeld confirned
that $37.5 mllion of the $100 mllion was designated for
the university.

Vice-Chair Fairclough wondered about specific deferred-
mai nt enance proj ects under consi deration in t he
admnistration's five-year plan. Ms. Rehfeld replied that
the total was approximately $1.8 billion to $1.9 billion
when the five-year plan was introduced during the 2010
| egislative session and agencies were asked to provide
their deferred-naintenance priorities. The state |acked a
cohesive reporting system that would allow departnents to
submt deferred-maintenance needs in a consistent way. She
stipulated that department priorities should be treated
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equally and that there was nore work to be done to
determ ne how to handl e the issue.

Vi ce-chair Fairclough asked for confirmation that the $1.8
mllion to $1.9 mllion in the five-year plan did not
include roads but did include the university. M. Rehfeld
did not believe that roads were included in the deferred-
mai nt enance budget item She relayed that the Departnent of
Transportation designated sone of its deferred-nmaintenance
al l ocation to roads.

2:35:10 PM

Representative Doogan referred to the $1 billion on Slide 9
that did not have a proposed spending breakout |isted. He
wondered if the figure was related to federal funding.
Ms. Rehfeld clarified that a significant portion of the $1
billion would be federal spending.

Representative Doogan referenced the school construction
funding that would be added to the presentation and
inquired about the total cost. M. Rehfeld answered that
the total designated to school construction was just under
$50 mllion and included $28.5 mllion to Quinhagak and
$19.9 mllion for major naintenance.

Representative Doogan asked whether the school projects
were general funds. M. Rehfeld explained that she would
address the question later in her presentation.

Ms. Rehfeld continued to discuss the governor's FY 12
proposed capital budget (Slide 9). The governor's proposa
i ncluded a funding source that utilizes the Al aska Housing
Capital Corporation (AHCC) funds for a nunmber of projects.
She detailed that several vyears back, the |legislature
pl aced $300 million into the fund and that there had been
di scussions related to its purpose. The budget proposed
using $295.4 nillion of the fund, including $160 mllion
for the AJ A reinbursenent, $5.5 nmillion for the in-state
gas effort, $50 mllion for port projects, $60 mllion for
renewabl e energy, weatherization, and Southeast energy
projects, and $19.9 nmillion for school nmajor maintenance.
She clarified that the $28.5 mllion designated for the
Qui nhagak K-12 renovation project was general funds. She
poi nted out that funds extracted from the AHCC account were
classified as wunrestricted general funds in the budget's
fiscal summary.
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Representati ve Doogan asked for detail on the decision to
fund certain itens with the AHCC. Ms. Rehfeld answered that
the adm nistration prioritized projects to bring before the
| egi slature and once the potential funding sources were
determ ned the specific projects were sel ect ed.

Co-Chair Stoltze wondered how the AHCC fund was chosen to
fund the selected projects. M. Rehfeld responded that
finding the appropriate |evel of balance related to funding
sources was inportant. She reasoned that the state could
continue to grow the Statutory Budget Reserve (SBR), could
pull noney from unrestricted general funds or could choose
to use alternative funding sources. She believed that in
policy discussions it would be inportant to consider the
right balance related to the projects and investnents the
state wanted for FY 12.

2:40:22 PM

Ms. Rehfeld continued to detail capital budget funding
sources (Slide 9). The adm nistration proposed the use of
the balance of the Railbelt Energy Fund in the amount of
$65.7 mllion for the Susitna project. The budget also
i ncluded funding requests using dividends from the Al aska
| ndustrial Devel opnent and Export Authority (AIDEA) and
AHFC.

V5. Rehfeld pointed to a pie chart for a visual
representation of the total state budget allocation (Slide
10). She delineated that nearly 60 percent of the total
state budget benefited Al aska comunities, organizations,
and individuals through grants, direct paynents, and

capital spending. She |listed specific itens including
Medi cai d, Permanent Fund Divi dends, revenue sharing, school
funding, retirement system wunfunded liability, capita

projects, and nanes recipient grants. Twenty-one percent of
the budget was allocated to purchased services such as
travel, contractual , comuoditi es, and equi pnent. She
relayed that a sizeable portion of the 21 percent was
internal but a significant nunber was for purchased
services to Al askan vendors for travel, hotels, equipnent,
fuel, and professional services contracts. The remaining 20
percent of the budget represented salaries and benefits for
state enployees tasked wth delivering core services
efficiently and effectively to Al askans.
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Ms. Rehfeld concluded that the proposed budget provided a

starting point for work wth the legislature. She
identified the OVB website as a resource for detailed
information (ww. onb. al aska. gov), and noted that t he

executive summary of the ten-year plan was avail able online
and individual agency plans would be posted as soon as
possi bl e. She furthered that OVB had been working closely
with the finance conmttees and the Legislative Finance
Division over the past couple of vyears on the Budget
Clarification Project. The goal of the clarification
project was to provide consistency on how revenues and
expenditures were classified and how they were displayed.
She opi ned that great progress had been nade, including the
elimnation of dueling fiscal summaries. Sone clean-up work
woul d be required, as pointed out in an analysis done by
David Teal, Legislative Fiscal Analyst, Legislative Finance
D vision. She agreed wth many of the itens pointed out by
M. Teal and consented that the budget contained sone
errors that required correction. For exanple, revenue
received from AIDEA and AHFC corporate dividends were
previously classified as other funds and were currently
included in the wunrestricted general fund colum. The
anount of the corporate dividends was also included in the
revenue section of the budget, neaning that revenue was
overstated. She infornmed the conmttee that the appropriate
corrections would be made and shared her appreciation of
the good working relationship between OVB and Legislative
Fi nance.

Representative Joul e wondered when budget anmendnents woul d
be provided to the commttee. Ms. Rehfeld replied that the
budget anendnents would be submitted to the conmttee on
February 16, 2011, the 30th legislative day. She offered
that the supplenental bill wuld be provided to the
commttee on day 15 of the |egislative session.

2:46: 10 PM

Representative Gara asked how close the proposed budget
woul d cone to draining the AHCC fund. Ms. Rehfeld responded
that there was currently $366 mllion in the AHCC and the
governor's budget proposed to spend $294 mllion.

Representative Edgnon asked for the overall governnent

spending figure factoring in the state budget in addition
to other areas such as tribal government and mlitary
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spendi ng. Ms. Rehfeld responded that OVvB would follow up on
t he questi on.

Representative Edgnon clarified his interest in receiving a
breakdown of contributions for tribal activities throughout
the state. M. Boucher expounded that OVB would exan ne
whet her all tribal spending was included.

Represent ati ve Edgnon el aborated that he would Iike a sense
of overall governnment spending for the entire state,
including itenms that may not be reflected in the proposed
$11 billion budget.

Represent ati ve Doogan wondered whether there were any other
large spending itens that were not factored into the
proposed budget in addition to the $400 mllion for
education and $1 billion in proposed give-backs to the oil
industry. Ms. Rehfeld explained that the governor proposed
using the earnings from a designated $400 nillion in
savings for the Alaska Performance Schol arship. She
clarified that currently there was not an appropriation
request related to the proposal. A task force was exam ning
several different options. She addressed the potential
impact on revenue related to changes in the oil tax
structure and pointed out the long-range fiscal plan
revenue and expenditure scenarios. She identified the
Medi caid reinbursenent rate as a prospective additional
expendi t ure.

Representative Doogan asked whet her t he Medi cai d
expenditure would potentially increase to $120 mllion. M.
Rehfeld responded that in the absence of the federal
rei nbursenent rate, the expenditure would be approximtely
$123 mllion for Medicaid rei nbursenent.

Represent ati ve Doogan questioned whether there would be any
other large expenditures. M. Rehfeld responded that she
was not aware of any.

2:51:46 PM

Representative WIson asked whether OVB had researched
options that other states were considering regarding
Medi cai d rei mbursenent. Ms. Rehfeld responded that the task
force was exam ning strategi es under consideration by other
states.
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Vice-Chair Fairclough inquired whether the Medicaid task
force met in January 2011. Ms. Rehfeld replied that she did
not know.

Vice-Chair Fairclough noted that the Medicaid task force
had been experiencing trouble obtaining a quorum M.
Rehfeld agreed that the group's difficulty in reaching a
guorum was very unfortunate. She observed that the
departnment has been working hard on pulling useful data
toget her for the task force.

Co-Chair Thonmas thanked Ms. Rehfeld and staff for
addressing the commttee. He noted that the conmttee
| ooked forward to working wth QOVB.

#
ADJ QURNVENT

The neeting was adjourned at 2:55 PM
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