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CALL TO ORDER
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#hb284
HOUSE BI LL NO. 284

"An Act maki ng appropriations for the operating
and | oan program expenses of state governnment and
for certain prograns, capitalizing funds,

anmendi ng appropriations, and making
reappropriations; and providing for an effective
date."

Co-Chair Stoltze handed the gavel to Co-Chair Thonas.
Co-Chair Thomas referred to and set aside HB 284.

HB 284 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Thomas disclosed that after attending the National
Congress of State Legislature Conference in Florida, he
recogni zed the possible huge inpact on Al aska. Co- Chai r
Stoltze added that there is a short term false sense of
security with the anpbunt of noney Al aska has now in
reserve, due to the declining oil resource reserves and the
expansion of new entitlenents. Co-Chair Thomas agreed that
Al aska, unlike nost states, presently has a budget surplus,
but in the long term there is still the need for fisca
restraint.

ANCSL PRESENTATI ON: THE FEDERAL BUDGET CONTROL ACT & I TS
PCSSI BLE ECONOM C | MPACTS ON ALASKA

M CHAEL BIRD, SEN OR FEDERAL AFFAIRS COUNSEL, NATI ONAL
CONFERENCE OF STATE LEQ SLATURES, communicated his task to
inform state | egislatures about the federal budget, deficit
reductions and the potential long and short term effects

He stressed that he does not present a policy preference

but his role is to share information and insights into what
is going on the Wshington D.C. regarding the inm nent
federal funding reduction to states and |ocal governnents.
He noted his intention to break the PowerPoint presentation
into a four parts: "The BCA's of Federal Funding, Nationa

Conference of State Legislatures,” February 21, 2012 (copy
on file). He referred to Slide 4, "Tot al Budget s
Surplus/Deficit.” He explained that in followng the red

and blue Iline, the blue line reflects President Obanma's
budget. The projected deficit is very steep. The current
proposals are reflected in the black straight |ine noving
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dowmn to the right. The federal governnent remains in
deficient node which will conclude FY12 at $1.2 to $1.3
trillion. The problem will be persistent with no foreseen
resolution at this tine. He noved to Slide 5, "Budget
Qutlook." He pointed out that the deficits from FY13 to
FY16 go from 900 down to 612 (nunbers are not reflected in
the Slide). The inportant nunber to watch is the bottom
percentage GDP (Goss Donestic Product) that the debt
l[imts is subject. He pointed out that the nunbers are
going up. It is on a track for the next decade to go into
the md-20s if nothing is done. There is no consensus in
Washi ngton as to what to do about the problem

Representative Neuman questioned how the debt nunbers are
related to other nunbers in the slide. M. Bird explained
that presently for every dollar spent, 60 cents is brought
in and the rest of the 40 cents is borrowed. In order to
make spending work, the debt limt needs to be increased in
order to borrow nore noney, otherwise the governnent
defaults. The nunbers are primarily driven by entitlenent
prograns and the present tax codes. He suggested that both
need to be revised.

1: 50: 00 PM

M. Bird continued with Slide 6: "Federal Debt Held by the
Public Under Two Budget Scenarios.”" He explained that
current law, the green line, is where spending is heading
into the future. The current law will take spending as a
percent of the GDP. He pointed out that the reality is
reflected in the red dotted line that sw ngs upward. He
explained that the red dotted line reflects President
Bush's tax cuts of 2001 and 2003 (with the extension in
2010), the alternative mninum tax, mlitary overseas
operations, and reinbursements to Medicare physicians. The
Al ternative Fiscal scenario "reality" is what the present
and past adm nistrations have not been able to resolve in
the tax and spending policies. There has also not been a
resolution of health driven entitlenents, such as Medicare
and Medicaid at the federal |evel. The obligation to spend
continues in a very high arc if nothing is done. Slide 7:
"Federal Spending Projected for 2020." Regarding deficit
reduction, federal policy makers have only been able to
di scuss and deci de upon what is reflected in the |ower blue
square under D scretionary  Spendi ng. One thing not
reflected is spending generated through the tax code.
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Representati ve Doogan noted on Slide 7, where it shows net
interest at 14 percent, and asked if the deficit continues
to clinb and nore noney is borrowed, he assunmed the net
i nt erest will i ncrease. M. Bird r esponded, not
necessarily. The nunber is suppressed because the federa
government also borrows fromitself at a low interest. The
nunber may go up, but is dependent on what happens in the
ot her squares. The Federal Reserve could decide to turn off
the low interest rates then the net interest nunber would
change. The nunber is artificially is low at this tinme.
Representati ve Doogan questioned if any increase in the
ot her squares would have a corresponding reduction in the
| ast blue square. M. Bird agreed.

1:55:11 PM

Vi ce-chair Fairclough pointed out that 50 percent of all
spending in the United States is on Social Security and
health care. M. Bird indicated that was correct.

Co-Chair Stoltze asked about the Net Interest of 14 percent
being artificially suppressed, if it was called the Debt
Service would it remain the sane percentage. M. Bird
agr eed.

M. Bird continued with Slide 8: "Nondefense Discretionary
Spending." This Slide breaks down the blue square from the
previous slide. For FY 13, everything listed on this slide
is subject to reduction, except for the 15 percent for
transportation and sone of the veteran's benefits. He
cautioned that these cuts alone would not balance the
federal budget. The slide reflects were the noney is
appropriated at the federal |evel.

1: 57: 59 PM

Vice-chair Fairclough pointed out that some health care
costs are also inbedded in other areas, such as Tri-Care in
Defense. M. Bird agreed. He referred to the 10 percent
reflected in the pie as the non-Medicaid world.

1:58: 57 PM

M. Bird continued with the next part of the presentation,
Slide 9: "A Brief Hstory of Deficit Reductions Studies,
Reports and Negotiations”™ and Slide 10: "Recent Reports to
Curb the Federal Deficit and Potentially Re-craft the
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St at e- Federal Fiscal Partnership.” M. Bird explained that
the National Comm ssion on Fiscal Responsibility and Reform
was President Obama's study conmm ssion chaired by fornmer U.
S. Senator Alan Sinpson and forner Chief of Staff Erskine
Bowl es, the Bipartisan Policy Commttee and the rest of the
comm ssions listed came to a variety of conclusions. The
" Sever al O hers” listed at the bottom included the
President, Vice-President, Congress, Gang of Six (now 42+
in the Senate and 100+ in the House) who arrived at the
conclusion that in order to get the federal deficit and
national debt wunder control both spending and revenue
reform needed to be on the table. In Slide 11: "Conmon
Features Anong Recent Reports,” he noted that the m ssing
ingredient in all the federal reports is the inpact on the
state and locals government. The cuts will present a real
chal l enge to the states.

Representative Costello asked M. Bird if he was aware of
other states efforts to understand and prepare for the
inpact. M. Bird responded that it depends on where the
state is fiscally. He noted that |ast year, eight states
enacted "just-in-case" funds to put aside in preparation if
the federal governnent reduces appropriations to state and
federal prograns. Nunmerous states are trying to understand
the possible inpact from Washington DC. He noted that
states often have subdued discussions on federal funds. He
noted Alaska is nunmber one in the nation receiving federa
funds. Co-Chair Thomas asked if that wll nake Al aska a
nunber one target in reduction. M. Bird agreed that it
could affect the state hard.

2:04: 28 PM

Co-Chair Thomas commented that the electric power used by
the entire state of Alaska is less than Seattle Light
produces daily.

Representative WIson asked when "federal receipts" is seen
in the budget, not "federal funds,"” would it be better not
to have that in the budget. M. Bird asked why the state
would not want to be aware of those federal funds.
Representative WIlson replied that if the state gives the
federal governnent a chance to go l|ooking for the noney
versus actual noney being here, then Al aska mght have to
go through anot her process to accept federal noney.
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M. Bird remarked that the federal governnment has talented

people tracking all expenditures nade in a variety of
categories to all st at es, comuni ti es, counties and
regions, and even to individuals. Al of the information is
included in reports entitled, "The Consolidated Federal

Funds Report" or the "Federal Ad to States Report" which
derive from the Departnent of Conmerce. Unfortunately, the
reports are no longer in the budget to continue.

2:07:31 PM

M. Bird noved to Slide 12: “"Maj or Areas Addressed in
Reports wth Potential Repercussions for State-Federa
Fi scal Partnerships.”" He stressed that all the itens listed
need to be | ooked at for reduction. He opined that although
the adm nistration and | egislators agree reduction needs to
be done across the board, partisan politics often stand in
the way of reform

M. Bird continued to Slide 13: "Wat happened? Wiy Should
| care?" He referred to the Budget Control Act (BCA)

| egi sl ati on passed in August 2011, which sets the table for
deficit reduction in both discretionary and defense
spending for the next ten years. Slide 14: "Overview BCA
of 2011" sets up three conponents with the potential to
affect future funding for state grant prograns. Caps on
di scretionary spending were acconplished, but the Joint
Select Committee on Deficit Reduction failed. He signified
that now brings about a sequestration process which is
mandat ory across-the-board cuts. The states w Il be heading
in the reduction direction over the next decade.

2:11: 09 PM

M. Bird noved to Slide 15: "BCA Deficit Savings”
explaining that there was a deal to increase the Debt

Ceiling by $2.1 trillion in exchange for two pockets of
reductions. The debt ceiling can now go up to $16.4
trillion. One reduction consisted of $917 billion in

di scretionary spending over the next ten vyears. An
artificial spending ceiling was also set up. Slide 16:
"Super Failure." An opportunity for reduction was to set up
a Super Conmittee to find another $1.2 trillion in cuts
over a nine year period. The Super Conmittee failed which
triggered automatic cuts for FY 13-FY 21. He explained that
the sequestration is about to happen at the begi nning of
cal endar year 2013 or right after the federal fiscal year
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2013. He stated that over nine years there is a mandatory

cut of $492 billion in donestic discretionary spending
reductions and $492 billion in defense discretionary
spending reductions. The President introduced his own

deficit plan that is under siege by opponents. President
Bush's introduction of Medicare Part D and the escal ations
of the mlitary operations in Iraq and Afghanistan were not
paid for and the noney was borrowed. The tax cuts in 2001
and 2003 which were extended again in 2010 neant there was
not enough revenue to nmake up for the | oss revenue.

2:17:13 PM

M. Bird pointed out in Slide 18: "What W Can Say about a
Sequester- "Thing Two" (non-defense)." Sequester covers al
mandatory and discretionary prograns and 8 out of every 10
dollars are exenpt from being cut which is 82 percent. Wen
the federal governnent is |ooking over cuts for next year
for $45 to $50 billion in cuts it will only be in the red
"Covered" section. Slide 19: "Wat W can Say about A
Sequester - "Thing Two" (defense).” On the defense side,
100 percent is covered. M. Bird pointed out the prograns
exenpt listed on Slide 20: "Selection of Prograns Exenpt
from Sequestration” and on Slide 21: "Prograns Not Exenpt
from Sequestration.” He noted the program cuts from the
nonexenpt section would have greatest effect on state
budget s.

2:20: 20 PM

M. Bird coomented on Slide 22: "Wat W Can Guess About a
Sequester.” In FY 11, state federal grant noney was reduced
by 4.6 percent to cuts of 15.6 percent in FY 13. This is
the easiest place for the Admnistration and Congress to go
for cuts. Co-Chair Stoltze asked if it was the easiest
place to get the noney because of nore noney being there.
M. Bird comented the area has the |east available noney,
but politically the softest and easi est place to go.

2:22:29 PM

M. Bird disclosed in Slide 23: "lInpact of BCA on Al aska -
nondef ense "Thing Two" (in thousands.)" Hypothetically over
the next nine years Alaska could be subject to
sequestration $553 mllion, or for FY 13, $48 nillion. Co-
Chair Thomas asked if the nunber reflects what would be cut
overall. M. Bird indicated that it will conme from the 18
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percent of the pie. He advised that many groups wll be
affected unless the |aw changes. Co-Chair Thomas reported
that the state already has the fear of base closures in
Al aska.

2:24: 04 PM

Representative WIson asked if education cuts would also
i nvol ve federally mandated requirenents. M. Bird responded
that was a good question. He believed the government m ght
look at the laws and see if nore flexibility and
adm nistrative relief is possible for the state, but that
approach requires sonme serious give and take. He suspected
t hough that there would be basic reductions. He noted that
the program No Child Left Behind is a non-exenpt program on
the table as well as special education grants.

Vice-chair Fairclough asked if the governnent was | ooking
at trade agreenents in order to conpete in global markets
and increasing exports. M. Bird opined that discussions
between the Administration and the majority of Republicans
in the House and Senate involved nore about tax policy than
about trade agreenents. Three new trade agreenents were
enacted into |law |l ast year. Vice-chair Fairclough commented
that if there was bal ance trade for Americans nuch of the 9
percent decline would go away imediately because of
conpetition in a capitalistic nmarket. She enphasized that
restricting trade opportunities for individual states
requires states to work within narrow confines.

2:27: 22 PM

Representati ve Doogan asked if the 9 percent was an average
rather than a prediction. M. Bird replied that it was a
consensus nunber. He thought the states should be prepared
in case there is a larger cut, instead of a snaller one

Representative Doogan indicated he was trying to nmake the
distinction that the 9 percent is a target. He asked if it
was possible that one state could be hit at a higher
percentage than another. M. Bird replied that the 9
percent is a hard nunber that represents $45-%$48 million in
state grants. He did add that for states that are |ess
dependent on federal grant noney, but highly dependent on
defense or procurenent activities, then the percentage may
not be the sane across the board. He noted a survey of
| egi sl ative | eadership around the country and the issue of
defense cuts cane in the "Top Five" concerns.
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2:30: 37 PM

M. Bird reviewed Slide 24: "Thing Two (24)-Exanples of
Program Subject to Sequestration"” that included a variety
of funds, grants and prograns.

Co-Chair Thomas remarked that LIHEAP was cut |ast year. M.
Bird remarked that when the econony was high, the states

| ooked to the federal government to backfill sone state and
| ocal prograns. The nunbers have changed. He nentioned that
states |ike Nevada and Rhode Island have a General Fund

Budget that is one third to fifty percent |lower than a few
years ago, triggering serious cutting.

M. Bird referred to Slide 25: "Federal Deficit/Qher
Concerns” which summarizes sone other financial concerns.
He noted that many things will not get resolved until after
t he Novenber 2012 federal elections. He continued to Slide
26: "Certainty" for FFY 2013" that referred to further
di scretionary spending reductions in Education, Energy,
Environnent, Health, Human Services, Housing, Justice, and
Labor/ Enpl oynment. There wll also be Defense Reductions
immnent if sequester hol ds.

M. Bird noved to Slide 27: "The Looming 'Crash' of '12."
He signified that one of the largest discussions after the
el ections will be whether or not to extend the 2001, 2003,
and 2010 tax cuts. The Debt Ceiling reaches $16.4 trillion
around Novenber or Decenber 2012 and another credit
downgrade i s possible.

2:36: 01 PM

Slide 28 and 29: "H ghlights of President OGbama's FY2013
Budget" and Slide 30: "Likely Conponent - House Budget
Resolution.” The three slides |ist President Cbhama's budget
proposals and the Mjority House budget proposals. The
President's budget elimnates sequestration with a Deficit
Reduction Plan. It also ends tax cuts on high incone
i ndi vi dual s and has Medi care Savings of $370 billion. There
is also savings from wnding down overseas mlitary
operations, as well as the termnation in oil and tax
preferences. He summarized that because the President's
Budget elimnates sequestration, donmestic discretionary
spending and defense spending rise. The House bil

overhauls Entitlenent Progranms, no tax increases anywhere,
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maj or Medicare reform cuts in donmestic discretionary
spendi ng bel ow BCA Cap, and corporate tax reform

2:40: 49 PM

M. Bird pr esent ed Slide 31: " Feder al Gover nnment
Expenditures Per Capita A by State, by Mjor bject
Cat egory, Fiscal Year 2010" including Retirenment and
Disability, other Direct Paynents, Gants, Procurenents and
Salaries and Wages. The slide |lists federal governnent

expenditures per capita and, by state, Al aska tops the |ist
at $18,000, with the U S. average at around $10,000. He
enphasi zed that is sonething for Alaska to be concerned
about. Vice-chair Fairclough wondered if there was any
i nsight of where the $18,000 nunber was conming from She
indicated a third of Al aska's budget is based on mlitary
expenses. M. Bird referred to the next Slide 32: "State
Ranki ngs for Per Capita Amunts of Federal Governnent
Expendi tures: FY2010." He pointed out that a |ot of federal
nmoney goes to Alaska for salaries, wages, procurenent, and
grants. He enphasized that those itenms were wthin the
sequestration area for possible funding reduction.

2:43:17 PM

Representative WIson asked how proportionate is the
information to the fact that the federal governnent owns
half the state. She nentioned that if the federa
government woul d give back the state's resources, the state
woul d come out ahead.

Vi ce-chair Fairclough indicated that, in looking at salary
and wages. She wondered if that mneant there were nore
federal enployees in Al aska conpared to other states. M.
Bird responded that there was a significant federa
presence. Vi ce-chair Fai r cl ough mentioned that t he
popul ation and how it is divided noves Alaska to the top
She wondered if it was looking at a ratio of federal
enpl oyees versus the population in the state. M. Bird
indicated he did not have that information with him but
could provide it later to Vice-chair Fairclough. Co-Chair
Thomas agreed that woul d be hel pful information.

2:44: 52 PM

Representative GQuttenberg agreed that the "Salary and
Wages" portion was interesting and wanted to know if it was
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hi gher because federal enployees were paid nore in Al aska
due to the Cost-of Living Adjustnent (COLA.) M. Bird
agreed that would be part of it, but there are nore factors
in that equation. The nobst vulnerable thing for Alaska is
the risk of federal funding cuts. Vice-chair Fairclough
said as the state sets salary scales and tries to remain
conpetitive, the nunber of federal enployees in the state
is inportant to how the state responds. It is hard for the
state governnent to retain the sane |evel of expertise when
federal pay is so nmuch higher. M. Bird suggested the
informati on needs to be inpressed on Al aska's congressiona

del egation. Representative Neunman asked for M. Bird's
perspective noting that, although Alaska has funding
reserves, the oil noney from the pipeline is declining
while the <cost of government continues to rise. He
enphasi zed that the state's econony is not very diversified
and wondered what recommendations M. Bird would give to
t he state.

2:49: 17 PM

M. Bird divulged sonme bad practices he had w tnessed in
another oil state. He pointed out that the state did not
take any action to conserve when noney was flush. He also
mentioned that Alaska lacks a State Inconme Tax and Sales
Tax which my need to <change as |ess nobney becones
avai l able. He believed planning is inportant for the state
while it is still sitting on so nmuch noney. He also
recommended exchanging ideas and information wth other
states. Representative Neuman acknowl edged that the co-
Chair has taken a lead in fiscal policy restraint and
creating base line information to be better prepared for
the future. M. Bird nentioned that there are sonme states
that do not even appropriate federal noney so the cut-backs
will not affect them as deeply as Al aska.

2:54:41 PM

Co-Chair Thomas pointed out that Alaska receives $2.4
billion fromthe federal governnent.

Representative Joule commented on gridlock in Congress and
wondered what this costs the nation globally. M. Bird
responded that some senators (now 43) are trying to arrive
at sone consensus, but the extrene far left and far right
are not in that consensus group. The same exists in the
House of Representatives where the mpjority party has al
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the votes. The entitlenent prograns and tax codes need the
gr eat est over haul .

2:58:47 PM

Representative QGuttenberg nentioned that there are lots of
other relevant lines besides "Sal aries and Wages" that are
uni que to Al aska.

Representative Edgnon agreed that Al aska has nany unique
characteristics from other states. He nentioned that Al aska
is 70 percent owned by the federal governnent which
translates to a large portion of federal enployees and
infrastructure. He comented on Alaska's |arge coastline,
world class fisheries, mlitary bases, tribal interests,
and mning. He wondered if any of that sets Al aska aside as
nmore uni que than other states. M. Bird stated that western
states do have a large federal |and presence. Many prograns
under sane title may be very different in each state.

Representative Edgnon said the premse is that the anount
of noney comng to Alaska is going to decrease, but
under standi ng where the noney is attached nmakes it hard to
conpare Alaska with other states. He indicated the need for
having a better | ook at the nunbers and their neaning.

3:05:49 PM

Representative Costell o wondered whether there had been any
guiding principles with regard to the list open for cuts.
She nentioned the need for nmaking up for the [|oss of
federal funds for childhood imunizations. She asked
whet her there had been a decision to determne what the
states could shoulder related to preventing childhood
di seases from resurgence. M. Bird replied that the
decision to exenpt, or not, certain prograns is traceable
to the late 80s and early 90s when spending was reigned in
before the econony took off in the |ater 90s. The decisions
makers went back to the old reduction | aws fromthe 80s.

Vice-chair Fairclough comented that as NCSL provided
opportunities to reflect on what is pending before the
states, there is a tendency to explain what our state
should not be cut. She wondered whether it would behoove
the state to set 10 percent aside in preparation of the
| oss of federal funding. She noted that the state would
have a surplus in the upcom ng year and wondered whether
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the state should respond in order to provide the state's
communities wth the appropriate time to respond. She
expounded that the issue was on top of price and production
that had been discussed previously. Co-Chair  Thomas
indicated that the issue between what can be appropriated
and what the people of Alaska want. There is always new
| egi sl ati on wanting nore noney.

3:10: 58 PM

M. Bird pointed to the end of the presentation where there
are five pages identifying what progranms are covered and
whi ch ones are exenpt. He enphasi zed that not every federa
programis being cut. He agreed that regarding sone federal
prograns and grants, the state nust act on it and if sone
program or grant noney is not spent, the noney returns to
the federal governnent. Vice-chair Fairclough suggested
saving sonme of Alaska's own Ceneral Funds dollars in case
the federal governnent wthdrew support, which would give
the state two years to respond to the situation. M. Bird
recoomended that |egislative staff speak with nenbers in
Vernont, a state that has done the best job in setting
noney asi de and pl anni ng.

Co- Chair Thomas expl ai ned that when the stinulus noney was
offered, the legislature told departnents not to hire
addi ti onal people or create any new prograns.

Representati ve Doogan asked if he heard correctly that the
9 percent reduction would be applied to cuts for FY 13, but
after that point there was no limt.

3:14: 30 PM

M. Bird replied that after FY 13, it is all discretionary
noney in one pot. The cuts could come from one section or
from both. If the reductions take place, sequester will be
applied to the whole program If a program has six accounts
i nside, then every account goes down, not just the overal
spendi ng nunber.

Co- Chair Thomas asked about federal fornula prograns that
the state may have to financially support and wondered if
the state can nmake the decision not to fund it.

Co- Chair Thomas thanked M. Bird for his information. He
indicated that only seventy five people wite operating
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budgets for the states. Only thirty states were represented
at the Florida NCSL conference because rest could not
afford to go.

#
ADJ QURNVENT

3:20: 42 PM

The neeting was adjourned at 3:20 PM
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