HOUSE FI NANCE COWM TTEE
March 1, 2011
9:02 a. m

9:02: 53 AM

CALL TO ORDER

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

VEMBERS PRESENT

Representative Bill Stoltze, Co-Chair
Representative Bill Thomas Jr., Co-Chair
Representati ve Anna Faircl ough, Vice-Chair
Representative Ma Costello
Representative M ke Doogan

Representative Les Gara

Representative David Guttenberg
Representati ve Reggi e Joul e
Represent ati ve Mark Neuman

Representative Tanm e WI son

VEMBERS ABSENT

Representati ve Bryce Edgnon

ALSO PRESENT

Representati ve Al an Aust er man; Representati ve M ke
Chenaul t, Sponsor; Sharon Kelly, Staff, Representative M ke
Chenault; Representative Mke Hawker, Chair, Legislative
Budget and Audit Conmttee; Pat Davidson, Legislative
Auditor, Division of Legislative Audit; Karen Rehfeld,
Director, Ofice of Mnagenent and Budget, Ofice of the
Gover nor.

SUMVARY
HB 166 STATE AGENCY PERFORVANCE AUDI TS

HB 166 was HEARD and HELD in conmmttee for
further consideration.

#hb166
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HOUSE BI LL NO. 166

"An Act relating to performance reviews and audits of
executive branch agencies, the University of Al aska,
and the Alaska Court System and providing for an
effective date."

9:03:14 AM

REPRESENTATI VE M KE  CHENAULT, SPONSOR, expl ai ned the
legislation as relating to agency performance reviews. He
provided history. As co-chair of the House Finance
Commttee, he and others had asked how the state could
assure that it was in the best position possible as oil

revenues declined. House Bill 166 was a response to that
and also to House mmjority guiding principles related to
fiscal responsibility. He thought the bill included a
nunber of the <criteria the mpjority was considering,
including transparency and accountability. The bill would
identify fiscal properties based on t he current
| egi slation, would control budget growh by looking into
the base instead of the annual increnments, and would

provide a plan for the state living within its fiscal neans
if outflow surpassed incone.

Representative Chenault informed the comrmittee that from
the early 1980s to roughly 2004, budget growh was
controlled only by lack of noney. The price of oil had
required the state to draw down the savings account and the
Constitutional Budget Reserve (CBR) to provide necessary
infrastructure and prograns that Al askans thought were
needed. The price of oil went to $35 per barrel in 2005 and
some people felt like there was a lot of noney. As the
price grew to $80 per barrel and beyond, the general fund
spendi ng doubled from about $2.5 billion to $5.5 billion.
Most peopl e understood that the |evel of spending could not
be sustained, and that there was a need to consider the
efficiencies and effectiveness of current prograns. He
noted that Alaska was in better shape than nost other
states in the country; there were enough revenues to fund
current operations. However, there was a system c problem
wi th declining revenues; the state's revenues woul d decline
as the throughput through the Trans Al aska Pipeline System
(TAPS) continued to decline. He believed the only thing
t hat had masked the problem had been the high price of oil,
whi ch had just closed at $109 per barrel for Alaska North
Sl ope (ANS) crude oil.
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Representative Chenault believed HB 166 could provide an
opportunity to consider the infrastructure, reduce costs,
and help identify and sunset prograns that were not
necessary. He  thought the bill woul d provide an
enconpassi ng nmechani sm that would pull together and utilize
the good resources «currently available in the state,
anal yze agencies, and nake appropriate reconmendations to
the Finance Conmttees to guide their budget work. He felt
it was currently very difficult to responsibly review the
$5.5 billion budget in the roughly 45 days allowed, and to
do the job as the public would Iike it done. He pointed out
that the learning curve could be steep for new nenbers on
t he Fi nance Conmi ttees.

9:09: 22 AM

Representative Chenault continued that the goal of the
| egislation was to centralize state services and produce a
report that could identify and prioritize areas that could
be reduced if future cuts were needed. He also felt the
executive branch should buy into the independent objective
and unbiased review of the departnents to assist the
| egislature in making sure it does what Al askans want.

SHARON KELLY, STAFF, REPRESENTATIVE M KE CHENAULT, directed
attention to docunentation regarding the bill. She reported
that she had studied the Texas Sunset Conm ssion and
referred to the handout "Texas Sunset Frequently Asked
Questions Sheet" (2/3/2011, copy on file). She detailed
that Texas had been using the process for about 20 years.
The Texas Sunset Advisory Commission had a staff of 32,
including 8 senior analysts and 17 regular analysts. The
conmi ssion's budget was a little over $2 nmllion per year
plus reappropriations. The comm ssion had elimnated 58
agencies and consolidated 12 others. The recommendations
from the conm ssion had saved the state of Texas $783.7
mllion since it came into existence.

Ms. Kelly continued that Texas was currently looking at a
budget of $187 billion, and the budget review board was
recoomending a 15 percent cut down to $158.7 billion,
reflecting an existing reality in the Lower 48. She pointed
out that a 15 percent cut in Alaska s budget would anount
to $75 mllion.

House Fi nance Conmmittee 3 03/01/11 9:02 A M



Ms. Kelly noted that according to the Legislative Audit
Division, the authority for sunset audits already existed
under AS 44.66, the area of statute that also includes the
authority for sunsets for boards and conm ssions. She
continued that wunfortunately, the audits relating to the
agencies of the state included dates; the |last date listed
was 1983. Since then, no termnation audit had been
conducted, because there was no cycle date continuing the
process. Discussions about what mght work for the state of
Al aska had resulted in the idea of a review team working
under the Legislative Budget and Audit Committee (BUD). The
team could use all existing information that was currently
bei ng prepared to inform a performnce review that woul d be
contracted out. She referred to University of Alaska
President Patrick Ganble's presentation of the Fisher
Report, which the sponsors thought was the kind of report
the legislature was interested in: an independent, outside,
unbi ased contract review performed by an entity wth
expertise in the area being revi ened.

Ms. Kelly stressed that HB 166 would not sunset or audit a
departnment; it would set wup a process to conduct a
performance review. She noted that as the bill was put
together, Legislative Legal Services had to nake anmendnents
to conformto what was already in state statute.

9:14: 23 AM

Ms. Kelly provided a sectional analysis of the bill, noting
that Sections 2 and 3 were the heart of the bill.

» Section 1. Repeals references to agency prograns in
existing law that give the legislative audit division
authority to audit and termnate agency prograns.
Legislative audit division authority to audit and
term nate boards and comm ssions remains intact.

Ms. Kelly detailed that Section 1 was a conformng
anmendnent that addressed AS 24 (related to the duties of
the legislative audit division).

e Section 2. Adds a new section that requires the
Legi sl ative Budget and Audit Commttee to ensure that
every year a review team conducts an audit of the
agency program or prograns |isted; grants the
committee authority to contract wth review team
menbers if it receives an appropriation; and sets a
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schedul e for agencies to provide specific information
to the review team

Ms. Kelly detailed that the review team would consist of
two professionals and one assistant. Section 2 would set up
the tinme franes. The section listed each departnent and
outlined a ten-year cycle that would be repeated at the end
of the cycle. She noted that the list did not include the
| egislature or the governor's office, but the commttee
coul d decide to include them

Representative Neunan read from page 3, line 31 to page 4,
line 6 of the bill:

(2) before April 1, provide to the review team a
list of progranms or elenents of progranms, conprising
at least 10 percent of the general funds in the
agency's budget appropriated from the general fund
t hat

(A) do not serve the current need;

(B) are not authorized by the Constitution
of the State of Al aska or the Al aska Statutes; or

(C are not essential;

Representati ve Neuman asked whether the [|anguage was an
attenpt to reduce the agency budgets by at l|east 10
percent. Ms. Kelly acknow edged that the section m ght need
to be tightened. The sponsor was | ooking for each agency to
comre forward and nake recommendations about what could be
cut if the legislature asked for a 10 percent cut. She
t hought there could be a need to identify and prioritize
essential and non-essential state services. She noted that
further down in the bill, the Finance Conmttees did not
have to approve the proposed reductions, but could consider
them and determ ne whether there was a need to provide a
service when there were the funds to do so. The idea was to
build resources in case there was a need to nake cuts.

Representative Neuman queried the reference to "agency" and
assurmed she nmeant that an outside agency would | ook at the
10 percent reduction and not the agencies wthin
departnents. He thought it was good to have outside
per spective. He thought it could be difficult for
departnments to scrutinize thenselves. M. Kelly responded
that the bill was structured so that the review committee
could hire a performance audit team and that team would
conduct the performance review on the departnments.
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9:18: 30 AM

Representati ve Costello guesti oned t he per f or mance
standards that would be used for the review process. She
wondered whether m ssions and neasures would be used. M.
Kelly replied that Section 3 defined what would be reviewed
during the process. She explained that the team would | ook
at the good tools already available, such as the m ssions
and neasures, the recommendations of the subconmttees, and
single audits done by the legislative auditor. The
information would be pulled together, along wth best
practi ces avail abl e nati onw de.

Representative Costello asked whether the mssions and
nmeasures of the departnents would be changed after the
descri bed process to better reflect what woul d be neasured.
Ms. Kelly believed that during the course of the audit, the
review team mght recommend that the mssions and neasures
be reconsi der ed.

Representative Costell o asked whether the new process would
repl ace the subconmittee process or work in concert wth
it. She queried the timng of the process. M. Kelly
responded that the review team would provide their report
in Decenber through BUD;, in January the report would be
provided to the Finance subcommttees. She believed the
team would work in concert with the commttee to give them
val uable information to | ook at the budget effectively.

Co-Chair Stoltze asked whether she neant BUD or the
standing Finance Commttee. M. Kelly explained that the
review team would bring the report to BUD in a confidential
manner in Decenber, and the same information would be
provided to the Finance subconmittees in January.

9:21:26 AM

Representative GQuttenberg asked whether the report given to
t he subconmittees would be the same as the confidential one
presented to BUD or whether it would be edited. He queried
the intent. Ms. Kelly responded that the bill allowed for
the sane courtesy that BUD currently got: a confidential
report; she did not believe the report would be changed in
any way when it was presented to the Finance Conmmttees.
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Representative Quttenberg understood that the |egislature
and the governor were left out of the agency list, but he
wondered about the third branch, the court system He
guestioned whether there were things in the court system
budget that were up for program review, and whether the
courts should be included as well. Ms. Kelly responded that
the court systemwas included in the bill.

Representative CQuttenberg understood, and wanted to find
out if there were things that could be m cromanaged out of
the court system He thought nost things the courts did
were in other departnments, and that the court was nore than
the judges or clerks. He questioned the appropriateness of
having the court system as part of the bill. M. Kelly
answered that any elenment of state governnent could be
viewed through a new lens to see if anything could be
changed. The bill |ooked to statutory authority, which the
court system had to follow |ike any other an agency. She
added that it was possible to find that the courts were
underfunded; for exanple, a report mght reveal that an
investnment in new technology would provide savings |ater
on.

Co-Chair Stoltze reassured everyone that the |egislative
branch still had the power to nmake appropriations.

Represent ati ve Doogan opined that the |legislature seened to
i ncrease the budget when the state had noney and decrease
t he budget when it did not, and he thought the reviews were
a good idea. He referred to the list of departments that
woul d be audited, and asked whether every agency would be
covered once every ten years. M. Kelly replied in the
affirmative.

Representati ve Doogan wondered whether reviews should be
conducted nore frequently. He questioned whether the
timeline was sufficient, as two or three governors could
cycle through in the tinme between an agency's ten-year
revi ews.

9:25:41 AM

Representative Chenault replied that the legislature would
be free to determne the tineline; it mght want to decide
whether ten years was often enough for the review He
believed the audits would be in-depth and there may not
have to be any particular changes in any one particular
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year. The legislature could set out the reconmendations to
cover a period of tine. He thought the proposed ten-year
tineline was a good place to start. The Finance Committee
could review departnments each year; some could require no
changes and others could require major changes.

Representati ve Doogan asked how the review team would be
sel ected. He al so wondered whether the same team would nove
from agency to agency, or whether a new three-nenber team
woul d be assenbled for each agency when its tinme in the
cycle cane up. M. Kelly replied that the three people
woul d be hired by BUD and would be responsible to contract
for the services of the performance reviews. She assuned
BUD would | ook for well-qualified nmanagenent professionals
to coordinate the audits and help accunulate the
information fromtools already avail abl e.

Representative Doogan clarified that three people would be
hired specifically to oversee the contracts; they would
hire additional outside expertise depending on what was
needed for a particular agency. M. Kelly replied in the
affirmative.

Co- Chair Thomas surm sed that BUD (through the contractors)
woul d conduct its overview of the departnent that was up in
the cycle and the Finance Conmittee would do the oversight
in the other nine years of the cycle. M. Kelly responded
yes; when the contractors' report was done, it would be
presented to BUD, and it would be done every ten years for
any given departnent.

9:28: 54 AM

Representative Gara stated that he supported the bill and
had wanted to put together a simlar bill earlier in the
session with Representative Doogan. He thought there was a
provision mssing in the bill that my be inplied but
perhaps should be stated directly in a conmttee
substitute. He wanted the auditors to identify efficiencies
recommended. Ms. Kelly replied that the bill stated that

the report would identify efficiencies.

Representative Gara pointed to page 6, Sections 14 and 15;

the bill would want the work done within the agencies and
then identify reductions and efficiencies consistent wth
the principles of the bill, such as el imnating

duplications. He agreed with identifying the efficiencies
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However, he noted that on page 4, line 1, there was a
reference to a reconmendation for a 10-percent reduction in
general funds. He questioned whether 10 percent was the
appropriate nunmber in all cases and for all departnents;
some cuts could slow down essential services such as
permtting or education. He thought the |anguage on line 6
could offer protection (related to identifying all the
reductions possible that were consistent with the report).
He wondered whether +the 10-percent reduction for each
agency was negoti abl e.

Co-Chair Stoltze suggested one option could be deeper
vertical cuts.

Ms. Kelly responded that the agencies would be asked to
cone forward with proposals for 10-percent cuts, but the
review teamcould recommend | arger cuts in their report.

Representati ve Gara asked what would happen if a 10-percent
reduction was not achievable. M. Kelly replied that the
Finance Conmittees were not mandated to take any of the
recommendations. The review could show that a departnent
needed nore noney and the legislature as the appropriating
body could decide to allocate nore resources. She thought
the | egislature was protected.

9:32: 29 AM

Representative Gara suggested that page 6 [lines 12 tol5],
(requesting the review teamto recommend reductions for the
agency) could provide the needed flexibility. He questioned
whether it was necessary to specify the nunber 10 percent
on page 4. Ms. Kelly replied that an agency m ght not think
they should make cuts. The request was intended to get an
agency to think about what it really needed. An agency
mght say it could not get to a 10-percent cut w thout
elimnating sonething essential to the state. She
mai ntai ned that the goal was to get an agency involved in
t he process.

Representative Gara thought the legislature and the
governor's office should be added to the list and should
not be exenpted.

Co-Chair Stoltze stated that he had frequently voted

agai nst legislative council budget itenms. He agreed that
the | egislature should not be exenpt.
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Vi ce-chair Fairclough queried the |ogic behind the order
chosen for the list of agencies in the ten-year review
cycle. Ms. Kelly responded that they had tried to |ook at
the departnments and begin with those wth significant
upcom ng expenses; they chose the Departnent of Corrections
(DOC) first. The second year would cover three departnents.
They felt that during the first year, the team would be
devel oping matrices and putting the process in place. She
t hought the departnments in which savings could be achieved
were the Departnents of Health and Social Services and
Education and Early Devel opnent, so the first couple years
were selected with smaller agencies to make sure that the
process was working before noving on to the larger
depart nment s.

Vi ce-chair Fairclough was concerned about the agencies that
were nost expensive for state, including early education at
$1 billion, Health and Human Services at $1 billion, and
the University of Alaska at over $750 nillion. She
suggested grouping simlar agencies together. She was
concerned about hiring <contractors wth expertise in
certain areas; she opined that the sane contractor could be
kept for nultiple years, and departnents could be grouped
so that contractor expertise in a particular area could be
used for nore than one year. She supported having the
university and K-12 reviewed during the sane year, but she
supported grouping departnments such as DOC wth the
Departnment of Public Safety (DPS), the Departnment of Law
(DAL), and the Court System as the departnents inpacted
each ot her.

9:37:59 AM

Co-Chair Stoltze noted that there were routine audits in
ei ght-year cycles, and sone audits were every two years. He
asked whether audits would happen nore often for agencies
with problens. Representative Chenault hoped that the
suggestions of the review team would be inplenented at the
earliest conveni ence.

Vi ce-chair Fairclough questioned what the sponsor would say
to those who viewed HB 166 as a duplication of services
that were already in place. She thought the adm nistration
was al ready supposed to conduct the reviews every year. M.
Kelly acknow edged that there were duplications in
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services, but the sponsor wanted the executive branch to
engage in the process.

Representative W/l son reported that she read the 10-percent
stipulation as asking an agency to prioritize its projects.
She thought the exercise could prepare an agency to cut in
case there was a significant decline in revenue. M. Kelly
agreed; the provision would ask the head of an agency to
determ ne where cuts could be nade that would | east i npact
Al askans.

Representative WIlson referred to difficulties experienced
in the subconmittee process and asked whether there was a
mechanism in the bill that would allow auditors to check
the books of an agency or whether the process would be
conpl etely dependent upon information given voluntarily by
the agencies. M. Kelly responded that the review team
should have the authority to go in and |look at what they
wanted to see. She noted that sone departnents were
forthcomng with information for subconmttees, and others
were not. She referred to a section in the bill stipulating
that the review team could reconmend a consequence for non-
participation by an agency, such as a reduction in the
budget to the conmm ssioner's office.

9:42: 00 AM

Representative Doogan queried whether the bill could
prevent an agency from nounting the "Washington Monument
defense"” (i.e., putting itenms with the nost public support
up for the 10 percent reduction). M. Kelly replied that
there was not a provision in the bill to tell an agency to
go back and look for a different 10 percent if the first
proposal was used as a tactic. She acknow edged the
descri bed syndrone, which she called the "Mtherhood and
Apple Pie Effect,” where an agency put forward programs to
cut that would cause public outcry. She believed the review
team would be able to make recommendations to the finance
commttee (such as a specific reduction) if the departnent
did not "play fair" and engage in the process.

Co-Chair Stoltze did not know how to nake a statutory
requi renent for |eadership by the executive and | egislative
br anches.

Representati ve Doogan agreed, but did not think a system
should be set up that could be manipulated. He expected
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that some conmi ssioners would be tenpted to "ganme" the
systemin order to save their budgets.

Vi ce-chair Fairclough suggested that a Finance subcommittee
chair or menber with know edge of a departnment could serve
on the review team of the departnent so the system could
not be nani pul at ed.

Representative Costello directed attention to page 2, item
6, related to the review team having access to all

confidential records. She referred to the exanple of a
royalty review, in which sone of the information given was
confidential. She asked whether the review team would have
access to such information. M. Kelly thought the question
was a good one. She pointed out that the section referred
to had to do with the authority of the Legislative Audit

Division, which had to ability to look at confidential

information. Pat Davidson (legislative auditor) had asked
t he sponsor whether they wanted the review team | ooki ng at

confidential information and going through the reporting.

She referred to page 5 [lines 5 to 7]: "(7) analysis and
summary of confidential information that the review team
may request, through the Legislative Budget and Audit

Commttee, from the legislative audit division." She
expl ained that |egislative audit had the systemin place to
| ook at confidential information and could provide summary
reports for the review team

Representative Costello asked whether the confidentiality
issues would preclude a Finance subcommttee nenber or
soneone from legislative finance from being part of the
review team She believed it would be beneficial for people
with budget experience to be involved in the review
process.

9:47: 33 AM

Co-Chair Stoltze wondered whether the process could work if
t he descri bed nmenbers were not invol ved.

Ms. Kelly anticipated that the review team would | ook at
all available resources, including mssions and neasures,
audit findings, subconmittee recommendations, the ten-year
plan, the fiscal policy group work, University of Al aska
Institution of Social and Econom ¢ Research (ISER) reports,
studies funded by the departnents, or any other tool that
the state had already paid for
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Representative Costello referenced the proposed 10-percent
reduction in the provision. She asked whether there would
be recognition of progranms that generated nore noney in the
econony, such as the Department of Natural Resources (DNR)
processing permts and tourism nmarketing, which would
create additional incone to the state. She thought prograns
that created jobs should be furthered. M. Kelly replied
that there would be benefits to the state from activities
such as permtting. She believed the review team woul d take
a "common-sense approach”™ and that the l|egislature would
nmake good deci si ons.

Representative Costello noticed that the Departnment of
Adm nistration (DOA) was in the mddle of the 10-year
cycle. She thought DOA oversaw prograns connected with nmany
other departnents and that there could be benefit to
reviewing it earlier. Me. Kelly responded that the
departnments were put in order based on getting the process
in place, but thought there could be flexibility.

Co-Chair Stoltze noted that the Finance Commttee was the
first commttee of referral for HB 166 and would work
closely with sponsors on the process.

Representative Neuman noted a chart showing unrestricted
general funds from 1980 to 2005, which had stayed |evel
while the size of governnent had doubled. He reported that
he had reconmended that agenci es consi der advi sory
conm ttees, such as those the |egislature used when passing
| egislation costing a |lot of noney. He thought |egislators
shoul d exam ne what they do in state governnent. He pointed
to hard questions, such as agencies started through ball ot
initiatives. He thought Alaska Natural Gas Devel opnent
Aut hority (ANGDA) was a good group that did good work, but
poi nted out t hat there were already other groups
considering simlar issues. He questioned whether services
were being duplicated. He queried a possible mechanism to
revi ew costs.

9:52: 53 AM

Representative Chenault agreed that there were |arge
prograns that the |egislature continued to fund w thout
evaluating the need for them He stated that the proposa
in HB 166 would help the |legislature exam ne which
direction the state should take. He agreed that the
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pi peline issue was costing the state hundreds of mllions
of dollars on at least two or three different options; he
believed the stated needed to decide whether the noney was
being spent wisely. He also believed a |lot had been done
for education since 2004. He did not see any departnent
returni ng noney because a program was not working. Nor had
he seen any departnment returning the noney it had clained
woul d be saved if certain prograns were funded. He cl ained
the noney kept getting used for year-to-year increases in
agency costs. He did not fault the departnents; he blaned
"governmental creep" that he felt had to be curbed. He
argued that the state would be in trouble and have to spend
savings if the price of oil dropped to $50 per barrel.

Representative Chenault recomended being truthful about
the situation and comng up with a plan. He naintai ned that
if a plan was not in place, Alaska could end up being in
the position of other states that had to make huge cuts in
their budgets. At that point, there would not be the option
to take a little off here and there. He did not think the
agenci es woul d be hurt by reconsidering their budgets.

Representative Neurman opined that the legislature had to
take a look at itself as well. He referred to advisory
conmmttees that were hired instead of nmaking the tough
deci sions. Representative Chenault felt he had been charged
with representing his district on all issues, especially on
t he day-to-day running of the governnent.

9:58:18 AM

Co-Chair Stoltze thought the discussion of the bill would
be extensive and inportant.

Ms. Kelly continued with the sectional analysis of HB 166:

* Section 3. Adds a new section that sets out the duties
of the review team including scheduling hearings,
collaborating with other agencies, consulting other
states and organi zations, analyzing material relevant
to the performance review of the agency, and providing
prelimnary and final reports to | egi sl ative
commttees by specific dates. Tasks the Legislative
Budget and Audit Commttee wth tracking and
publ i shing actual reductions in state expenditures as
a result of the review teamis audit. Allows the house
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and senate finance comrittees to incorporate the
recommendati ons of the review teaminto the budget.

Ms. Kelly detailed that Section 3 outlined the duties of
the review team and stipulated that the confidential report
woul d be presented to BUD on Decenber 16. She noted that
Section 3(d) listed the 18 elenents of the final report and
Section 3(e) would track the cost savings to the state
because of the performance reviews. Section 3(f) would
allow the House and Senate Finance Comrittees to
incorporate the recomendations into the budget process as
they saw fit.

e Section 4. Repeals reference to agency programs in
existing |law that set out the procedures for audit and
termnation of agency prograns. The procedure for
audit and termnation of boards and conm ssions
remai ns the sane.

e Section 5. Repeals references to agency prograns to
conformwith the changes in Section 1 and Section 5.

e Section 6. Anends definitions to include “agency” and
“review teant in AS 44.66

e Section 7. Repeals AS 44.66.030 which currently sets
the procedures for designating progranms subject to
review and termnation. It is replaced by the new
section created in Section 2.

» Section 8. Provides for an effective date of July 1,
2011.

Ms. Kelly enphasized that the bill would authorize a
per formance review, not an audit.

Co-Chair Stoltze surmsed that the legislature would start
at zero and build the budget from the ground up through a
justification process of performance and neasures instead
of going through an initial process where it considered a
proposed budget wth increments and increase. M. Kelly
responded that the proposal did not represent a zero-based
budget; the only state agency operating in that nanner was
the nmental health trust. She thought the size of the
state's budget would nmake it too difficult to operate from
a zero base. The bill would provide for an independent
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party providing feedback about what was working and what
was not working. She believed there would be good
information that would assist in the process of evaluating
the "abyss of the base" that never seened to be addressed
i n budget discussions.

10: 01: 44 AM

Vi ce-chair Fairclough queried whether BUD was ready to put
the review team together right away. Ms. Kelly provided a
synopsis of the proposed tineline. The review team could be
hired in the nonths after the effective date (July 1, 2011)
and could put together the process in the next six nonths,
including working with the National Conference of State
Legislators (NCSL) and performance contractors in other
states. The first departnent reviewed would be DOC in 2012;
the review team woul d be provided authority in January 2012
and the 10-percent cut lists from the agency would be due
in March 2012. The team would then have from April to
Novenber 2012 to put the report together. The |legislature
woul d see the results fromthe provision for the first tine
in January 2013.

Vi ce-chair Fairclough wondered whether regulations would be
needed.

Representative Doogan asked whether there had been
consideration of having the Finance Conmttee conduct the
budget review during the interim Representative Chenault
responded that they had considered that, but realized that
commttee nenbers would have difficulty because of their
own enploynment situations outside of the legislature. In
addition, the fact that the nenbers could change every
el ection would nean that each new group would have to be
trai ned. He thought having a review team would be
efficient, consistent, and |ong-term

Represent ati ve Doogan had researched the conposition of the
| egislature ten years earlier to get an idea of nenber
continuity. He described the conposition of the |egislature
at the time: only five current nenbers of the House of
Representatives were in the House ten years ago; five
current nenbers of the House were in the Senate ten years
ago; and four nenbers of the Senate were still there.

Co-Chair Thomas asked whether the BUD chair would be
required to have Finance Committee experience.
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10: 07: 31 AM

Representative Chenault responded that once the program was
in place, there would be a pool to pull from Normally, the
BUD position was soneone who had been in the |egislature,
al though not necessarily on the Finance Committee. He
poi nted out that the two co-chairs of the Finance conmttee
sat on BUD.

Co- Chair Thomas commented that the menbership could change.

REPRESENTATI VE M KE HAWKER, CHAIR LEGQ SLATIVE BUDGET AND
AUDIT COW TTEE, noted his experience and famliarity with
the state's operating budget process. He believed the
commttees and legislative audit could do anything that
they set their mnds to and were commtted to and
passi onate about acconplishing. He was troubled that HB 166
even had to be brought before the |egislature. He believed
the Finance Commttee, as elected representatives of the
public, was <charged with bringing forward the state's
annual appropriations, wth making tough decisions, and
with the review of the various agencies. He acknow edged
the difficulty of the decisions that had to be mde. He
expressed grave concerns about passi ng of f t he
responsibility of managing the state appropriation process
to outside consultants, even if the team was under the
di rection of BUD.

10: 12: 24 AM

Representati ve Hawker thought HB 166 was well crafted, if
the legislature chose to take the approach. He questioned
how the review process would be set up, who would be
reported to, who the team would be directly accountable to,
and how it would be accountable to the legislature and
ultimately to the people of Al aska. He thought the answer
to the questions was critically inportant.

Representative Hawker stressed that BUD was a statutory
committee; every two years the chair vacillated between the
House and the Senate. He believed continuity of nmanagenent
would be wultimately critical to execute the proposed
| egi sl ation, which was why the |legislature had established
the Legislative Audit D vision and vested it wth vast,
tremendous powers. He argued that continuity rested in the
division, which was a professional agency with the skill
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set to manage the activity and the continuity of on-going
managenent .

Representative Hawker felt the process outlined in HB 166
should be the job of Ilegislative audit. The Legislative
Budget and Audit Commttee in turn had to approve al
contracts that the Legislative Audit Division entered into.
He noted that there was a currently an extensive anount of
subcontract auditing for the various agencies. He wanted it
to be very clear that, in his opinion, the process would be
done through the professional offices of the Legislative
Audit Division, as opposed to being a nore political
activity (reporting to an elected official). He believed
the legislature needed to carefully consider where the bill
vest ed power.

Co-Chair Stoltze commented that he shared Representative
Hawker's position and pointed out that the project would be
di scussed over tinme. He welconed Representative Hawker's
input. He was glad the discussion was being taken up by
House nenbers and conmittees. He referred to controversy
related to the Senate's involvenent in the issue.

10:16: 38 AM

Represent ati ve Doogan appreciated the opportunity to have a
phi | osophi cal discussion about the issue. He opined that
there was only one option available beyond the system
described in HB 166: The minority and najority could becone
united on the issue, which was not typically the way the
House of Representatives functioned. However, the system
woul d require every npjority nenber to create two brand-new
budgets each year, raising the problem caused by nenbers
cycling through the legislature. New nenbers have to start
from scratch on the budgets. He stressed that the political
system in place mlitated against the system being
wor kabl e. On the other hand, he was not convinced that the
system outlined in HB 166 was the best approach either. He
could imagine supporting a system in which the mpjority
party would divide the nunbers up, but the majority
changes, and there were sonetinmes nore and sonetinmes |ess
menbers to carry the | oad.

Co-Chair Stoltze pointed to the bi-partisan nature of sone
maj orities.
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Representative Doogan did not believe a new system for
working on the budget <could be enbarked wupon without
acknow edging the facts of the existing political system

10: 19: 52 AM

Representati ve Hawker referred to a prem se that there were
t wo budget processes t hat woul d be occurring
simul taneously. He did not think the characterization was
appropriate as he read it. He stated that there would be
one budget; HB 166 would add a significant tool and extend
the budget process beyond the short tinme allowed in
session. He pointed out that the House had 45 days to
review and pass a $9 billion budget. The process proposed
in HB 166 woul d provide additional resources to expand in a
cyclic nature over the course of an entire year and delve
nore deeply and efficiently into various governnent
operations. He questioned whether contracting out the
responsibility was the best neans.

Representative Doogan clarified that he did not nmean to say
there were two separate budgets. He neant that each nenber
would get two agencies if there were eight nenbers and
si xt een agenci es.

PAT DAVI DSON, LEG SLATIVE AUDI TOR, DI VISION OF LEQ SLATI VE
AUDI T, explained that in HB 166, legislative audit would
only play a role when work was delegated to the division
through BUD. In the current version, the division would
play a limted role.

Ms. Davidson pointed out that the sponsors were clear in
drafting the legislation that they wanted to describe the
review teamls activity as performance reviews and not as
audits. She detailed that audits get wapped up in
prof essi onal requirenents, which add to the expense.

Co-Chair Stoltze asked whether legislative audit had been
consulted by the agency that devel oped the fiscal note. M.
Davi dson reported that the Legislative Affairs Agency had
been asked to prepare the fiscal note; she had reconmended
not wusing the language "audit"™ or M"auditors,” and to
instead put in "review' and "review team" She added that
she had not been consulted about the costs.

Co-Chair Stoltze stated that she was invited and expected
to provide information about costs.
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Ms. Davidson opined that the fiscal note would depend on
the commttee's expectation of the |evel of assurance. She
stressed that audits provided high |levels of assurance that
what the audit contained was true, supported, and well-

docunented. The state would get a |lower level of detail in
terms of review and support from hired consultants than
froman audit. The review could still have great value, but

the I evel of assurance would inpact the cost.

10: 25: 26 AM

Co-Chair Stoltze thought the conmittee would prepare its
own fiscal note with help fromlegislative audit.

Representative Hawker referred the committee to the
di scl osure analysis attached to the current fiscal note,
which stated that "House |eadership has determ ned that
these audits will have the following fiscal inpact to the
state of Alaska.” He read the |anguage as neaning that
House | eadership had nmet to prepare the fiscal note.

Co-Chair Stoltze replied that sone things said were nore
fiction than non-fiction.

Representative Hawker thought a thorough review of the
fiscal note was needed.

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFICE OF THE GOVERNOR, believed the purpose of HB 166
woul d be to authorize agency performance reviews to provide
a greater |level of scrutiny of statutes, regulations,
accountability, effectiveness, and efficiency of state
prograns and services, and to reconmend changes to inprove
or elimnate prograns or functions. She agreed that the
general concept of the bill was good; an unbiased
assessment and fresh revi ew woul d be of val ue.

Ms. Rehfeld reviewed questions that she and her staff had.
Specifically, she had questions about the conposition of
the review team and its responsibilities. She thought the
obj ectives and expression of the 10-percent reduction in
agencies needed to be discussed and strengthened. She
t hought how the review work plan would be acconplished
woul d dictate what would happen during the tinme frane. She
felt the cal endar year process envisioned in the
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legislation relied heavily on a great deal of information
that was al ready avail abl e.

Ms. Rehfeld informed the conmttee that the Ofice of
Managenent and Budget (OVB) had prepared a zero fiscal note
based on some initial assunptions that the additional
resources that would be required for the review teans would
come from outside the executive branch. She had also
assuned that state agencies would not be charged a fee to
pay for the cost of their reviews, and that the state would
be relying on its current |evel of resources, systens, and
information to support the review team

10: 29: 12 AM

Ms. Rehfeld pointed to itenms that were specifically
required from OVMB for the review team the 10-year growth
and projections of agencies by funding sources and sone
personnel information (including organizational charts and
personal services transfers). She had assuned that OVB
woul d be able to provide the review teamwi th the requested
information through the current detail provided to the
| egi sl ature.

Ms. Rehfeld assumed that sonme level of effort would be
required on the part of OWB staff and agency staff to help
with the review team process, although she had not assuned
increased costs for additional staffing to support the
effort. She acknow edged that changes to the fiscal note
m ght be needed as discussions progressed. She thought the
details of the review work plans would be inportant for OVB
to be able to predict the fiscal inpact.

Co-Chair Stoltze referred to the process of determning
costs. He believed there would be continuing discussion and
that all staff would work on the process. He encouraged
open di scussi on.

Representative WIson spoke in support of the |egislation
She did not think the current way of approaching the budget
was wor ki ng. She thought getting information from agencies
was difficult and tedious. She felt the issues needed to be
considered during the interim Comng into the |egislature
and the budget process as a new person had been difficult
and she thought a third party would provide resource. She
did not see the review team as a duplication of services.
She queried OWB's view of the current budget process. M.
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Rehfel d acknow edged that any process could be inproved;
agencies should be able to articulate to a budget
subconm ttee what their constitutional, statutory, and
regul atory responsibilities were, what their core services
were, and how well they were perform ng. She thought the
proposal could have value to the extent that the agencies
had not been able to comunicate effectively or to the
extent than an external process could help the |egislature
on the annual budget process.

Representative W/Ison echoed Representative Hawker' s
guestion about whether the |egislature was giving up a task
that was supposed to be theirs. She opined that the
| egi sl ature was doing a disservice to the public because of
the inability to get into the agencies as far as their
books and details about how prograns were working. She did
not think there was enough tine to do what was needed, and
that trained consultants would be able to get the
information nore efficiently and wth Jless politica
maneuveri ng.

10: 34: 00 AM

Co-Chair Stoltze appreciated M. Rehfeld' s reference to
| ooki ng at statutes and regul ations, as the excuse used for
so nuch of the state's spending was the need to inplenent
regul ati ons and st at utes.

Vice-chair Fairclough referred to statenents about the cost
associated with levels of assurance. She maintained that
her experience had shown that audits were informative, but
the assurances could be used as disclainers; audits could
of fer assurance about nunbers but not take responsibility
for nunbers that did not work. She wanted the |anguage of
"review team and was not opposed to support from the
Legislative Audit Di vi si on. She  thought essenti al ,
statutorily required services were good. She recomended
separating federal nmandates. She felt that review teans
shoul d consi st of people with expertise and coul d be sought
nore globally. The teans should also |ook nationally and
internationally to review how other agencies were dealing
with simlar chall enges.

HB 166 was HEARD and HELD in commttee for further
consi derati on.
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Co-Chair Thomas notified the commttee of the schedule for
public testinmony for the operating budget.

#
ADJ OURNVENT

The neeting was adjourned at 10: 37 AM
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