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HB 265 BUDGET: CAPI TAL

HB 265 was HEARD and HELD in conmmttee for
further consideration.

HB 266 APPROP: OPERATI NG BUDGET/ LOANS/ FUNDS

HB 266 was HEARD and HELD in conmmttee for
further consideration.

HB 267 APPROP: MENTAL HEALTH BUDGET

HB 267 was HEARD and HELD in committee for
further consideration.

#hb265
#hb266
#hb267

HOUSE BILL NO. 265

"An Act making appropriations, including capital
appropriations and ot her appropri ati ons; maki ng
appropriations to capitalize funds."

HOUSE BI LL NO. 266

"An Act making appropriations for the operating and
| oan program expenses of state governnment and for
certain prograns, capitalizing funds, and nmaki ng
reappropriations; meking appropriations under art. |X
sec. 17(c), Constitution of the State of Al aska, from
the constitutional budget reserve fund."

HOUSE BI LL NO. 267

"An Act neking appropriations for the operating and
capi tal expenses of t he state's i nt egrated
conprehensi ve nental health program”

1: 32: 52 PM

Co- Chair Austerman called the neeting to order.

"RY 15 GOVERNOR' S BUDGET  OVERVI EW DEPARTMENT  OF
CORRECTI ONS
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1: 33:15 PM

JOSEPH SCHM DT, COW SSI ONER, DEPARTMENT OF CORRECTI ONS
provi ded a PowerPoint presentation "FY2015 Overview House
Fi nance Commttee"” (copy on file).

1: 34: 45 PM

Comm ssi oner Schm dt began with slide 2: "M ssion”

The Al aska Departnment of Corrections enhances the
safety  of our comunities. W provide secure
confinenment, reformative prograns, and a process of
supervi sed community reintegration

He reported that the Departnment of Corrections (DOC) had a

t hree-part m ssi on st at enent whi ch i ncl uded secure
confi nenment, reformative progr ans, and comunity
integration. The departnment conducted val uable assessnents
to ensure proper confi nenent for i nmat es, provi ded

reformative prograns to help keep inmates active during
incarceration, and assisted with community reintegration to
reduce recidivism

1: 35: 43 PM

Conmmi ssi oner Schmdt continued with slide 3: "DOC at a
d ance"

 Alaska is one of six states in the nation that
operates a unified correctional system

* In FY2013, DOC booked 39,203 offenders into its
facilities, including 3,726 Title 47 booki ngs

e As of June 30, 2013, 6,056 offenders are in prison, a
community residential center (CRC), or on electronic
monitoring (EM

e As of June 30, 2013, 5,988 offenders are on probation
or parole

 Thirteen facilities statewide (Goose Creek and Pt.
MacKenzi e conbine in FY2015) with a total capacity of
5, 352 beds

* Thirteen field probation offices statew de
* Eight contract CRCs with a capacity of 839 beds
* EMoperates in six communities with a capacity of 385

e Fifteen regional and community jail contracts with a
total capacity of 157 beds
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* Reformative Programm ng

Comm ssioner Schmdt relayed that the State of Alaska was
one of six states that had a unified system neaning that
the state housed all of the msdeneanants and felons
serving a sentence of any |ength. He also informed the
conmittee t hat DOC  booked over 39, 000 of f ender s,
approximately 4,000 of whom were non-crimnals such as
i nebri ates. He enphasized that there was a nunber of repeat
of fenders in the system He cited that of the 6,056 current
of fenders, 754 were in CRCs and 381 were on EM The
approximately 5,000 remaining offenders occupied prison
beds. He reported that another 6,000 offenders where on
probation or parole. One of the things DOC was doing to
reduce the current year's budget was to roll the 128 beds
at the Point Mackenzie correctional farm facility into the
Goose Creek Correctional Center. Wrk crews would be
transported from Goose Creek to the farm He elaborated
that 95 percent of EM participants were finishing wthout
incident or comng back to jail. He was looking into
expandi ng the EM program due to its proven success. He read
the remaining itens on the slide.

1:39: 38 PM
Comm ssi oner Schm dt pr esent ed slide 4: " Secure
Confinenent." He stated that the nmap depicted the various

institutions and community jails.

Commi ssi oner Schm dt described slide 5: " Super vi sed
Rel ease.” He indicated that the map showed where the state
had its EM prograns, field probation offices, and halfway
houses.

Comm ssioner Schm dt detailed slide 6: "Standing Popul ation
and Crine Type." He noted the shift from violent to non-
violent offenders since 2002. He reported that the
percentage of non-violent offenders increased from 44
percent to 56 percent over the past eleven years which
resulted in the state incarcerating a |arger nunber of non-
violent offenders than violent offenders. He affirned the
i nportance of relaying incarceration trends to the public.

1:41: 29 PM
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Conmi ssi oner Schm dt revealed slide 7: " Per cent of
O fenders by Length of Stay from Adm ssion."” He pointed out
that the percentage of offenders remaining inprisoned for
37 months or nore had al nost doubled in eleven years. He
surm sed that non-violent offenders were serving |onger
sentences costing the state nore noney. The slide also
showed that the nunmber of people getting between a one and
two-year sentence was significantly smaller than in
previ ous years.

Conmi ssioner  Schmidt discussed slide 8: "Percent  of
I ncarcerated Offenders by Gender." He nentioned an increase
in incarcerated females from 9.46 percent in 2003 to 12.41
percent in 2013. He warned that the state would be faced
with provi di ng addi ti onal jail facilities i f t he
incarcerated female population continued to grow at the
current rate of 6.01 percent. He signified that 15 percent
of the state halfway house population was fenmale, female
probati on cases accounted for 21 percent of the state's
casel oad, and 27 percent of EM program participants were
femal e.

1:43: 31 PM

Conmi ssioner Schmidt introduced slide 9: "lInstitutional
| nmat e Popul ati on 2004-2021." He pointed out that the red
line represented the state's total nunber of inmate beds
and the blue I|ine signified the projection of inmte
popul ati on based on a 2.7 percent growh rate. He reported
that the dip in the red line was due to the caging of the
Poi nt Mackenzie farm facility (120 beds). He stated that
the 120 beds at the farm facility would be noved back to
Goose Creek when needed. The graph did not account for any
increases for the EM program or the successes in probation
supervision. He stated that the trends would affect the
graph' s dat a.

1:45:18 PM

Conmmi ssi oner Schm dt di scussed slide 10: " Goal s"

e Protect the public
* Reduce recidivism
* Delay the need for construction of a new prison

* Ensure that incarcerated offenders spend their tinme in
cust ody productively
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e Wrk collaboratively wth outside stakeholders to
achi eve these goal s

He enphasized that protecting the public was the nost
inportant responsibility of the departnent. He was pleased
with the success of prisoners who noved through the state's
system avoi di ng reci divism He advocat ed wor ki ng
col l aboratively with communities and concluded that when
community nenbers are engaged everyone W ns.

1:47:22 PM

Co-Chair Austerman noted that Representative Gara entered
t he room

RON TAYLOR, DEPUTY COW SSI ONER, DEPARTMENT OF CORRECTI ONS
di scussed slide 11: "Reentry  Qutcones: Successful ly
Increasing the Percent of Probationers and Parolees who
Satisfy Court Ordered Conditions of Release.” He directed
the conmttee's attention to the graph which depicted an
increase in the last two years of probationers and parol ees
satisfying court ordered conditions of release. He spoke of
the main drivers of prisoner re-entry and reported that
parol e violations had decli ned.

1:49: 27 PM

M. Taylor detailed slide 12: "Re-Entry Qutcones: Reducing
Crimnal Recidivism"” He noted that from 2006 to 2010
recidivism decreased. He believed it would continue to
decline based on the successes reported on the previous
slide.

1: 50: 46 PM

M. Taylor discussed slide 13: "Reformative Qutcones:
O fenders Conpleting an Institutional or Conmunity-Based
Substance Abuse Treatnment Program"™ He reported that the
department was ensuring that its progranming was aligned
with its Risk-Needs Assessnent. He stated the inportance
of programmng as it related to recidivism He referenced
the Crimnal Attitudes Program which saw a 7 percent
decline in recidivism He suggested the need for
addi tional outpatient care for substance abuse.

1:51: 49 PM
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M. Taylor detailed slide 14: "Reformative Qutcones

Pol ygraphed Sex O fender Probationers.” He cited that over
the last three years polygraph testing has proved to be a
useful tool in reducing recidivism

M. Taylor detailed slide 15: "Reformative Qutcones:
O fenders Who Receive General Education Devel opnment (GED)
Wiile Incarcerated.” He acknow edged that the departnent
needed to institute renewed efforts to provide the CGED to
i ncarcerated individuals.

1:52: 47 PM

M. Taylor discussed slides 16 and 17: "Challenges and
| ssues”

e Meet 24/7 operational needs while striving to remain
within fiscal paraneters

e Connect soon to be released offenders to comunity-
based resources

e Since 2001, nedical care costs in Anchorage have
i ncreased by 63.0% conpared to 52. 1% nati onw de
(Al aska Econom c Trends, July 2013)

* Increases in chronic health issues and an aging inmate
popul ation continue to increase the need for higher
acuity and specialized nedical care

M. Taylor affirnmed that neeting the needs of offenders
while staying within the state's budget was a chall enge.
He expressed concerns about providing services to a grow ng
female inmate population and the rising costs of prisoner
medi cal care. He opined that the departnment was doing a
fine job of keeping costs contained and was staying wthin
its fiscal paraneters.

1:55: 01 PM

LESLI E HOUSTOQN, DEPUTY COW SSI ONER, DEPARTIVENT OF
CORRECTI ONS, skipped to slide 19: "Alaska Gown." She
reported that over the last four years the departnment had
enphasi zed educating food services staff and increased its
pur chasi ng of Al aska grown produce.

V5. Houston advanced to slide 20: "I nt er - Depart ment
Resour ce Sharing"
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Ms.

DHSS/ Pharmaci st Relief Services

DHSS/ Food Service for Bethel, Juneau, and Nome Youth
Facilities

DOLWY Provi de m ni mum custody inmate |abor for seafood
processi ng

DOTPF/ Currently providing laundry services to the
Al aska Marine H ghway System and, developing new
agreenents to provide services to assist DOTPF wth
brush clearing, snow renoval, and potential for AMHS
gar ment s.

Houston conmunicated that the departnent |ooked to

resource sharing as a nmeans of reducing costs.

1:56: 47 PM

Ms. Houston discussed slides 21 and 22: "G ving Back"

Prisoners at Hland Muntain Correctional Cent er
(Eagle River) contributed 90 honemade quilts, 30 hats,
and 30 scarves to Mat-Su Vall ey el ders.

A team of six inmates from Hland Muntain
Correctional Center provided community work service in
assisting the Eagle R ver Parks and Recreation
Departnent with clean-up of the Beach Lake Chalet and
area trail mai ntenance over a period of six days.
Throughout the sumer and fall of 2013, prisoner
volunteers from Palner Correctional Center (m ninmm
cl eaned approximately 93 mles of roadways in the Mat-
Su, picking up 12,200 pounds of trash.

Prisoners at Palnmer Correctional Center’s (Sutton)
hobby wood shop constructed approximately 700 wooden
toy cars and trucks for donation to | ocal charities.

W | dwood Correctional Center (Kenai) began a *“Cel
Dog” program where dogs from a local shelter are sent
to live with volunteer inmates who provide basic
obedi ence training and socialization to better prepare
t he dogs for adoption.

A group of prisoners at WIdwood Correctional Center
organi zed a fundrai ser anong the prison population to
benefit a local child with pediatric cancer. The
effort raised $1,375 which was forwarded to the
famly.

Prisoners at WIdwod Correctional Facility donated
hand-made knit hats to benefit the local Relay for
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Li fe, which honors cancer victinms. The pink hats were
ei ther given as prizes or auctioned.

e An arts-and-crafts program at Yukon- Kuskokw m
Correctional Center (Bethel) resulted in crocheted
hats and headbands finished and donated to the Pre
Mat er nal Hone, the Tundra Wnen's Coalition, and | ocal
school s.

Ms. Houston asserted the departnent wanted to denonstrate
some of the good that inmates provided to comunities.

1: 57:43 PM

Ms. Houston forwarded to slide 24: "FY 15 Operating
Changes." She detailed that DOC was seeking an increase in
funds of $935.6 thousand for salary and health insurance
adj ustments associated with all bargaining unit contracts.
She indicated a decrease in the current |evel of service
costs of $2.5 mllion from closing the housing at Pt.
Mackenzie Correctional Farm and from noving inmates to
Goose Creek. She also reported $1.6 million in reductions
from inmates not needing as many nedical services as were
budgeted. She cited a net increase of $65 thousand in
federal funds for the Residential Substance Abuse Treat nment
Pr ogr am previously a pass-through grant from the
Departnment of Public Safety to DOC. In the current year
the funding was given directly to DOC elimnating the need
for a pass-through relationship. She outlined an increase
of $120 thousand from the Mental Health Trust for a pilot
mental health program that DOC would be taking up that
focuses on fetal alcohol syndrome and culturally relevant
ment al heal th program ng

Ms. Houston reviewed slide 25: "FY2015 Adjusted Base to FY
15 CGovernor's Request." She reported that the slide went
into greater detail on the adjustnents to the base for FY
15.

2:01:44 PM

Ms. Houst on di scussed slide 26: FY2015 Operati ng
Real | ocations."” She reviewed the Goose Creek Correctional
Center authorization changes as well as the out-of-state
contractual authorization changes.

Ms. Houston presented slide 27: "Core Service Budget
Al l ocation Conparison.”" She stated that the slide showed
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t he budget allocation conparison of the FY 14 nanagenent
plan to the FY 15 governor's budget request, the net change
of which was a decrenment of $2.9 mllion.

Ms. Houston turned to slide 28: "FY 15 Operating Budget
Distribution by Core Service." She comented that the
| argest portion of the department's budget was allocated to
secure confinenent.

2:03:31 PM

MVs. Houston directed the commttee's attention to a
snapshot of the departnment's FY 15 capital budget in slide
29: "FY2015 Capital Budget." She relayed that 100 percent
of DOCs $5.0 mllion capital budget went to deferred
mai nt enance. She nentioned that slides 30 through 33 were
prepared by the Legislative Finance D vision.

Ms. Houston directed attention to slide 30: "Departnent of
Corrections Share of Total Agency Operations (GF Only)."
Next she advanced to slide 31: "Department of Corrections
Percent of Total Departnent's Budget by Fund Goup (Al
Funds)." She reviewed the designation for each color
depicted on the chart.

MVs. Houston stated that slide 32: " Depart nent of
Corrections Continued Gowh Conpared to 10-Year Plan (GF
Only)" was very simlar to slide 33: "Departnent of

Corrections Continued G owmh Conpared to 10-Year Plan (Al
Funds Only)." Both slides showed the budget growh conpared
to the 10-year plan. She anticipated that the budget
growh would nore likely be in line with the 10-year plan
due to the Goose Creek Correctional Center phasing in over
the next two fiscal years.

2:04: 51 PM

Co-Chair Austernman asked if slide 6 reflected the growth in
prisoner popul ation.

Comm ssi oner Schm dt explained that slide 6 did not show
popul ation growth but indicated the popul ati on percentages
of non-violent and viol ent prisoners.

Co-Chair Austerman wondered if it was the same conparison

nunber s-to-nunbers. Comm ssioner Schmdt answered in the
affirmative. He informed the commttee that the slides the
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department used previously were based on cal endar year-end.
Currently, DOC conpiled its data by fiscal year-end, June
30.

Co-Chair Austerman asked about slide 12. He wondered how
Al aska's recidivism rates conpared to national rates. M.
Taylor replied that recidivism rates were declining
nationally. He stated that the decline was due to a greater
focus on reentry outcones.

Co-Chair Austerman remarked that he would prefer the data
in slide 13 conpiled in a percentage format. Conm ssioner
Schm dt acknow edged hi s preference.

2:07:34 PM

Co-Chair Stoltze asked the comm ssioner to characterize the
type of offense non-violent crimnals commtted and whet her
or not the departnent wused additional classification
measures to deci pher between non-violent and violent
crines.

Comm ssioner Schmidt replied that classification was based
only on the crinme conmtted. Any crine against a person
i ncludi ng any sex offense was consi dered viol ent.

Co-Chair Stoltze asked what type of <crine caused the
nunbers to grow.

Conmi ssioner Schmdt replied that sex-offender sentences
had doubled in the previous ten years. Sex offenders nmade
up approximately 14 percent of the state's prisoner
popul ation. He agreed to provide the commttee with further
i nformation.

2:09: 12 PM

Co-Chair Stoltze comrented that slide 8 indicated a growh
in femal e of fenders. He asked if the sane growh rate for
femal es applied to Al aska Native femal es.

Comm ssioner Schm dt offered to provide the information at
a |later date.

Co-Chair Stoltze acknowl edged the efforts to support Al aska

grown products. He wanted to see a tracking systemin place
to ensure the use of Al aska grown products.
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2:10: 42 PM

Vice-Chair Neuman referred to slide 13. He informed the
commttee about a neeting he had attended that addressed
theft in the Matanuska-Susitna Valley. He found out that
nost crimes in the valley were burglaries commtted to
support drug habits. He asked the comm ssioner how nany
inmates had enrolled in drug treatnment prograns and how
many were on a waiting list.

2:11:36 PM

Comm ssioner Schm dt stated that the departnment was | apsing
nonies in its programs because, although DOC designed the
program plans, the service providers determned the tine
tracks. He reported that the state had certain protections
built into its service contracts to avoid being charged for
services not provided. However, funding |apses and gaps in
service resulted because of Ilimted service provider
avai lability. The state's contracts did not address the
gaps of tinme where services were not avail able but funding
was |apsing. The departnment did not want to spend noney or
transfer noney just to avoid a |apse. The departnment woul d
return unused funds, explain the circunstances, and request
full funding in the follow ng budget cycle. He understood
that it did not make sense to expand a program when funds
went unused. Nevertheless, he indicated the departnent had
a plan. He requested that M. Taylor el aborate.

M. Taylor <cited that capacity nunbers were 900 for
out patient prograns and 180 for residential substance abuse
treatment prograns. The problem wth only |ooking at
capacity nunbers was that a prisoner's ability to get into
a program was al so determ ned by counselor availability and
whether or not there was a long waitlist for services.
Regardi ng need, the departnment had an outside consultant
evaluate the state's overall program design. It was
difficult for the departnent to determ ne the exact nunber
needing services because the program was voluntary.
However, it was clear that there was a need for substance
abuse services inside the state's system based on | ast
year's 6,000 risk assessnments that were evaluated. Many
parol ees sought treatnent in their comunities as a
condition of their probation or parole. In sonme instances
inmates were not required but recomended to participate in
a treatnment program
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2:15: 04 PM

Vice-Chair Neuman referred to the second bullet point on
slide 16. He suggested the Al aska Mental Health Trust and
the Departnent of Health and Social Services fund a
position to assi st i nmat es transitioning out of
incarceration to prequalify for Medicaid. H's idea would
connect inmates to services necessary to be successful once
released from jail. He asked if the conm ssioner thought
the idea would be effective in reducing recidivism

Comm ssioner Schmdt affirned the value of Representative
Neuman's suggestion to reduce recidivism He revisited
program capacity. He confirnmed that there was a need
beyond what the departnent was providing. However, he
i ndi cated there was reconciling that needed to be conpleted
from the previous year before requesting additional program
f undi ng.

Vice-Chair Neurman remarked that the state needed to be
taping into federal assistance funds for inmate prograns
t hat woul d ot herwi se be funded by the state.

2:17:17 PM

Co-Chair Stoltze made a hunorous remark

Representative Gara referenced the inportance of recidivism
because it saved the state noney and it kept conmunities
safer. He was unclear about the state's success in reducing
reci di vi sm because the state only |ooks at the first three
years followng a prisoner's release. He wondered what the
results would show after four or five years.

Comm ssi oner Schm dt specified that nost reoffenders acted
within the first six nonths of release. The potential of
reof fending tapered off dramatically after one, two, and
three years. The judicial council led the charge in setting
a three-year nonitoring period.

Representative Gara noted DOC s vocational training efforts
for its inmtes. He asked if the departnment tracked
pri soner enploynent rates and other outconmes follow ng
vocational training and incarceration. He wanted to nake
sure vocational training expenditures were being wsely
spent .
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2:19:55 PM

Comm ssioner Schnidt replied that DOC did not track the
information the representative was |ooking for, but would
request the information through the Departnent of Labor and
Wor kf or ce Devel opnent .

Representative Gara reiterated the inportance of know ng
whether or not the training provided to inmates was
effective.

Representative Gara assunmed the costs associated wth
| onger sentencing for non-violent crimnals increased
proportionately. He asked for an analysis that confirned
his conclusion. He also wanted to know which crines
constituted |onger sentences. The comm ssioner offered to
provi de the requested information.

Representative Gara clarified that he wanted to know which
crinmes had been assigned increased sentences. Comr ssioner
Schm dt reconfirnmed that he would provide the information
to comittee nenbers.

2:23: 08 PM

Co-Chair Austernman agreed wth Representative Gara in
reference to tracking vocational training in the state's
correctional facilities. He believed a recommendation from
the departnment on how to track the information would be
hel pful. He asserted that if the outcones of training were
poor, then providing the training would not be justified
The conmm ssioner agreed that the departnent needed to know
how many offenders were working after being rel eased before
it could uncover the contributing factors.

Co-Chair Austerman stated his concerns with future budget
cuts and indicated the inportance of being able to evaluate
the soundness of expendi t ures. The nore information
provi ded the better.

2:24: 35 PM

Representative WIlson asked if judges were inposing
di fferent sent ences t han est abl i shed prison ternms
associated with various crimes. Comm ssioner Schm dt stated
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that he would conpile data so that he and Representative
Wl son could start a conversation about sentencing terns.

n2013 FALL REVENUE FORECAST OVERVI EW and STATE SAVI NGS
ACCOUNT UPDATE: DEPARTMENT OF REVENUE

2:26:48 PM

ANGELA  RODELL, COW SSI ONER, DEPARTIVENT OF REVENUE
provided a PowerPoint presentation titled "Fall 2013
Revenue  Forecast” (copy on file). She began her

presentation by remnding the conmmttee that the forecast
was not a description of the potential revenues for Al aska
i ncludi ng heavy oil production or exploration activities by
Repsol and British Petroleum (BP). The Departnent of
Revenue (DOR) tried to create a reliable revenue forecast
from which the legislature could nmake decisions regarding
the foll owi ng year's budget and Al aska's future.

She advanced to slide 3: "Unrestricted Revenue Forecast
2012-2022." She noted the revenue forecast reflected the
actual revenue for FY 12 and FY 13. There were four primary
factors that influenced the forecast including oil prices,
production, deductible |ease expenses, and transportation
costs. In FY 12 the state saw an oil price of $112.65 that
declined to $107.57 in FY 13. The price was projected to
decline to $105.68 in FY 14 and $105.06 in FY 15.
Production in FY 12 was 579 thousand barrels per day and
declined in FY 13 by over 40 thousand barrels down to 531
t housand barrels per day. The departnent forecasted a
continued decline to 508 thousand barrels per day in FY 14
and leveling off at about 498 thousand barrels per day in
FY 15. Deducti bl e | ease expenses were approximtely $4.4
billion in FY 12 with a slight increase to $4.9 billion in
FY 13. In 2014 there was a nore substantial increase of
deductible |ease expenditures to $6.6 billion and even
further to $7.2 billion in FY 15. The substantial increase
in lease expenditures reflected correlating increases in
activity on the North Slope and potential future
production. Ceneral fund (GF) unrestricted revenues for FY
2012 were $9.4 billion and declined to $6.9 billion in FY
13. The departnment forecasted FY 14 revenues at $4.9
billion decreasing to $4.5 billion in FY 15. She not ed
that there was a substantial decline in the production tax
val ue per taxable barrel. In FY 12 the value cal culation
was $79.33 per barrel val ue. It receded by nore than $12
to $67.76 in FY 13. The val ue decreased even further in FY
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14 to $54.67 and in FY 15 to $49.04 production tax value
per taxable barrel.

Conmi ssioner Rodell continued with slide 4: "Contributors
of Change in FY 13 Revenue - Actual." She pointed out that
between FY 12 and FY 13 daily production dropped by 47.8
t housand barrels and $5.08 price per barrel. Deductible
| ease expendi tures i ncreased by $519 mllion and
transportation costs rose by $0.95 per  barrel. The
conponents contributed to the decline of the average
production tax val ue per barrel.

Conmi ssi oner Rodel | nmoved to slide 5: "Fal | 2013
Hi ghlights"”

e« QI price and production |evels have been reduced
relative to the 2013 Spring Forecast.

» Correspondingly, unrestricted revenues have been
revised down fromthe Spring 2013 Forecast.

* Revenue inpacts largely due to changes in oil price,
production, |ease expenditures, and tariffs.

* Substantial (~$10 billion) increase in spending on the
North Sl ope over the next 10 years.

e O conpanies project increased North Sl ope production
followi ng the increased activity.

e DOR continues to prudently assess future production
and the forecast is not intended as a conprehensive
assessnment of all the potential activity or projects
under eval uati on.

« State investnent earnings are strong

2:32:23 PM

Comm ssi oner  Rodel | presented slide 6: "GCeneral Fund
Unrestricted GO Revenues." She reported that petroleum
revenue nade up the largest portion of oil revenues;

production tax accounted for 58.5 percent and net royalty
accounted for 25.5 percent in FY 13. The corporate incone
tax revenues remained steady at 6.3 percent. Property tax
revenue was the snallest conponent of petroleum revenue at
1.4 percent. The total petroleum revenue for FY 13 was
$6.3 billion. Total petroleum revenue forecasts were $4.3
mllion in FY 14 and $3.9 billion in FY 15.

Commi ssioner Rodell advanced to slide 7: "General Fund
Unrestricted Other Revenues." She reported non-petrol eum
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revenue; revenues from mining, tobacco, and other taxes.
Corporate incone tax was the |largest conponent of non-
petrol eum revenues at 19.5 percent in FY 13 wth an
expected decrease to 15.4 percent in FY 14 and an increase
to 21.3 percent in FY 15. Mning tax renmained steady as
well as insurance premuns, tobacco tax, and notor fuel
taxes. The departnent adm nistered over 20 different taxes.
The departnment rolled all of the lesser tax revenue types
into one category, “other taxes.” She enphasized the
i mportance of investnent incone totaling $86 mllion in FY
14. This differed slightly from the state savings account
presentation because it included principle balances as of
Decenmber 31, 2013 versus DOR s nunbers in the revenue
sources book which were captured two nonths prior. Tot al
non-oil revenue was approximately $577 mllion in FY 13.

Conmmi ssioner Rodell drew the conmttee's attention to slide
8: “Total Revenue Forecast - FY 13, 14, and 15.” She
reported the designated GF revenue forecasted for FY 14 was
$329 mllion and $327.6 mnmllion in FY 15. Under “Oher
Restricted Revenue” Permanent Fund earnings made up the
majority of the investnent revenues in the anobunt of $3.5
billion in FY 14 and 15 projections. Federal revenues were
expected to increase slightly due to noving beyond
sequestrati on.

Comm ssioner Rodell pointed to slide 9: “GCeneral Fund
Unrestricted Revenue Price Sensitivity FY 14-16." The chart
showed the state's sensitivity of revenues to oil prices
based on the state’s production forecast for FY 14, 15, and
16. She indicated the state has narrowed the volatility of
revenue and believed there was greater potential for
revenue. The forecast showed that if the price of oil per
barrel was $50 dollars the state’s revenues would be $2.3
billion and at $150 per  Dbarrel revenues would be
approxi mately $9.4 billion.

2:36: 33 PM

Conmi ssioner Rodell referred to slide 10: “Fall 2013 Tota
Revenue Forecast.” She noted the departnent reviewed the
prior ten years of historical data in conparison to what it
had forecasted. It focused on examning the ability to

forecast accurately or wthin a specific margin of error.
Utimtely the departnent wanted to reduce its margin of
error when cal cul ating projections.
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Conmi ssi oner Rodel | di scussed slide 11: "Fal | 2013
Production Forecast and Methodol ogy.” She reported that the
departnment was working diligently to reduce the margin of
error between the state’'s production forecast and actual
producti on.

Conmi ssioner Rodell advanced to slide 12: "Production
H story and Forecast." The slide depicted which fields
have produced the nost barrels of oil. She stated that nore
and nore production was coming online from fields outside
of Prudhoe Bay and Kuparuk - fields such as Endicott and
Al pi ne. The devel opnent of such fields would be a very

i nportant conponent in forecasting future oil production.

Comm ssi oner Rodel | sumarized slide 13: "ANS Ql
Production Forecast." The state’'s intent was to inprove its
forecast by studying previous forecasts. She pointed out
that the 2005 predictions for 2013 were nuch higher at nore
than 800 thousand barrels of oil per day. FY 13 actual
nunbers canme in at 538 barrels of oil per day.

2:40: 00 PM

Conmi ssioner Rodell noved to slides 14 and 15: "ANS oil
Production Forecast." She explained that previously the
state wused three categories for forecasting; oil from
currently producing wells, oil from projects that were
under devel opnent (UD), and oil from projects that were
under evaluation (UE). The departnment took all t he
information provided by the oil conpanies, conpiled the

data, and worked with the Departnment of Natural Resources
to produce a forecast. The old nmethod did not account for
the highly speculative nature of the UD and UE nunbers. In
order to to be nore prudent in what it included in its
projections the state changed its nethod to include nunbers
from two categories; new oil production (a conbination of
UD and UE nunbers adjusted for risk) and current production
nunbers. The state created a trend line using the new
met hod currently in place.

Comm ssioner Rodell turned to slides 16 and 17: "ANS Q|
Production - Actuals and Forecast." She cited the trend
line for actual production calculated on historical
per f or mance. The state took the data, did a risk
adj ustnent, calculated a floor as if there was no new oil
production, and derived a new forecast. She presented
slide 18: "North Slope Production Forecast."” She stated
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that the slide desighnated two categories; currently
producing oil and new oil. It also showed upside potenti al
had the state conpleted the forecast wusing its old
nmet hodol ogy.

Comm ssioner Rodell introduced slide 19: “Fall 2013 Price
Forecast,” and slide 20: "Alaska North Slope Crude West
Coast Price." She comented that the departnent was

exam ning ways to reduce the volatility of the state's oil
price forecast. She reviewed factors that affected the
price of oil over the prior tw years. She referenced the
Arab Spring, production in the lower 48, and the European
Unions sumrt to address its banking crisis. She stated
that the price remained in the band shown on the slide
bet ween $100 and $120 dollars per barrel. Since April 2013
prices have | owered due to negotiations with Syria and Iran
as well as China noving into a recession.

2:43: 39 PM

Comm ssioner Rodell referenced slide 21: "key QI Price
Drivers”

* Supply & Demand
o There are two main factors to nonitor.

= G obal spare capacity, since it is both a
reflection of supply and demand. In other
words, the Organi zation of Petrol eum
Exporting Countries (OPEC) spare capacity
(flipping a swtch) is key.

= Cost of devel oping new oil supply.

0 Departnent is developing a probability and
statistical nodel incorporating spare capacity
and cost of devel opi ng new supply to help
forecast ANS prices in the future.

Comm ssioner Rodell relayed slide 22: "Price Forecast
Met hodol ogy™

e Price Forecasting Session

0 Held a day long oil price forecasting session on
COct ober 1, 2013.

0 Speakers provided insight into oil markets,
probability and anal ysis, nodeling, and financi al
aspects of comodity narkets.

o 39 participants from state governnent, academ a
and the private sector.
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= DOR, DNR, DOL, OVB, University, Legislative
Fi nance and outside partici pants.
o Participants were asked to forecast real ANS
prices for the West Coast.
= Real prices were converted to nom nal using
a 2.5%inflation assunption.
o Median price path was chosen for each tine
peri od.

Comm ssioner Rodell noved to slide 23: "H storical ANS West
Coast FY Ol Price Bands." She noted that the volatility in

oil price bands has narrowed in the previous two years. In
2007 the actual price per barrel was $61.60 with the band
ranging from $45.00 to $75. 00. In 2009 the band was nuch
nore variable due to the gl obal recession at the tine.
2:46: 03 PM

Comm ssi oner Rodell advanced to slide 25: "Conparison -

Fall vs. Spring 2013 Forecasts."” She pointed out that the
hi gher forecast for FY 14 generated in spring 2013 was
driven by the negative activity occurring in the Mddle
East. Prices started to recede as concerns about Syria and
Iran subsided resulting in a |lower forecast generated in
fall 2013. QI price and production projections declined by
3.6 and 3.5 percent respectively from spring to fall 2013.
The oil production projection changed in large part due to
an extended sunmer rmaintenance season. She noted the
unrestricted GF revenue forecast for FY 14 declined by 30
percent fromspring to fall 2013 projections.

Comm ssioner Rodell reported that simlar adjustnments were
made to the spring and fall forecasts for FY 15.

2:47: 28 PM

Comm ssioner Rodell referred to slide 26: "Contributors of
Changes in FY2014 Revenue Forecast,”" and slide 27:
"Contributors of Changes in FY 15 Revenue Forecast." She

pointed out the detailed changes in FY 14 including an
increase in |lease expenditures of $454 mllion and a rise
in transportation costs due to there being fewer barrels of
oil to spread the costs against. Al so, the state assuned a
12.5 percent royalty.

The conm ssioner explained that in the forecast for FY 15
the deductible |ease expenditures nearly doubled from
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spring to fall 2013 projections, a net change of $1
billion.

2:48:27 PM

Comm ssi oner Rodell displayed slide 28: "Major Contributors
of Changes in Revenue Forecast (FY 14-15)." She specified
that the bulk of the changes in the FY 14 forecast was due
to reduced price expectations. The slide reflected a
forecast reduction of over $500 nillion. In addition, an
increase of $300 million in |ease expenditures played a
major role in the variance of revenue projections from
spring to fall. Production decline and an increase in
transportation costs inpacted the forecast as well. The
close out of capital credits under Alaska’s Cear and
Equitable Share (ACES) affected the projections by $200
mllion. She explained that forecasted revenues decreased
because of the adoption of a new tax system O her
contributing factors to the adjusted forecast included
property tax and corporate incone tax changes and non-oil
changes.

Conmi ssi oner Rodell drew the conmittee’'s attention to slide
29: "North Slope Lease Expenditure Forecast Change (Total
North Slope CAPEX)." She pointed out the upward trend in
capital |ease expenditures from the forecast in spring to
fall 2013.

Comm ssioner Rodell turned to slide 30: "North Slope Lease
Expendi ture Forecast Change (Total North Slope OPEX)." She
reported a nmuch greater increase in the operating
expenditures for FY 14. She opined that the increase in
expenditures had to do with the ranping up of activity on
the North Slope. Expenditure projections into the future
tapered off.

2:51:41 PM

Vi ce-Chair Neuman asked about the average cost per barre
for standard all owabl e deductions for capital expenditures
(CAPEX) and operational expenditures (OPEX).

Comm ssioner Rodell replied that total |ease expenditures
were approxi mately $45.99 per barrel. She affirned that the
information is listed in the appendices of the revenue
sources book for the public.
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Vi ce-Chair Neuman asked about increases in standard
al l omabl e deductions in the prior 4 to 5 years by
per cent age.

M CHAEL PAW.OWSKI, DEPUTY COWM SSI ONER, STRATEGQ C FI NANCE,
DEPARTMENT OF REVENUE, replied that the production decline
over the previous two years was nuch nore pronounced than
anticipated. At the sane tinme there was an increase in
i nvestnment. The |ease deduction system worked by dividing
the expenditures by the nunber of barrels of oil produced.
He explained that if expenditures exceeded barrels of oil
the value of the |ease deductions would increase. Unti |
the production curve materially turned around, the |ease
expendi tures per barrel would remain high.

2:54: 16 PM

Vi ce-Chair Neuman clarified t hat st andard al | owabl e
deductions did not alter even wth the changes in tax
structure. He asked about industry growth resulting from
t he nost recent oil taxation fornat.

M. Pawl owski referred to slide 10 as part of his response.
He stated that in 2008, the state saw 15 thousand nore
barrels of oil produced per day. Since the |ease
expenditures had not really changed, the fact that there
were fewer barrels resulted in the change in deductions per

barrel. He signified that there was a dramatic increase in
forecast investnent. He opined that it was emature to add
in barrels of production until the forecast investnent

proved itself.

2:56: 17 PM

Representative Costello asked about the |ease expenditures
under SB 21 [Note: G| tax legislation that passed in 2013]
and the capital expenditure <credits under ACES. She
continued by inquiring if |ease expenditures provided
i nformati on about production versus the capital expenditure
credits.

Comm ssi oner Rodell responded that the fundanental change
bet ween ACES and SB 21 was that tax credits becane directly
tied to oil production under the new tax structure. Tax
credits under SB 21 would only be applied after production
was realized. Since the passing of SB 21 the state had seen
a substanti al increase in |ease expenditures which
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translated into conpanies making nore capital investnents,
thus, increasing production and realizing tax credits.
Conpani es al so benefited by being able to better plan based
on a nore reliable tax reginme. She stated that under ACES
conpany revenues depended nore on oil prices than on
production. Now conpanies could focus nore on production
due to the credits they could count on fromthe state under
SB 21.

Representative Costello discussed the idea of hedging the
state's oil.

Comm ssioner Rodell responded that the state periodically
reviewed the option of hedging but was traditionally
unconfortable with it. However, she welconmed a further
di scussi on on the subject.

3:01: 03 PM

Representative Gara clarified that the state changed the
way it forecasted oil production. The change was first seen
in the Spring 2013 Revenue Sources Book in which
specul ative oil was calculated at a lower rate and known
oil was conputed at a higher rate. Conm ssioner Rodel
responded in the affirmative.

Representative Gara asked about the variance in decline
rates for North Slope oil production under ACES and SB 21.
He restated that he wanted to know about the discrepancy in
the mllion barrels of oil a day and asked why the decline
rate was greater now than when the spring 2013 revenue
source book cane out.

3:04: 04 PM

Conmi ssi oner  Rodel | replied that in «calculating the
forecast the state used currently producing oil nunbers as
its starting point as well as conducting risk assessnents.
Every six nonths, when the forecast was updated, the state
incorporated a new set of knowl edge and applied the new
nmet hodol ogy for greater consistency between forecasts from
spring to fall and fall to spring. The state received
f eedback about expected dates, current activities, future
activities, and run-out rate wupdates for the producing
fields.
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M. Pawl owski added that what has changed substantially was
a consideration of actual data. The decline from FY 12 to
FY 13 and from FY 13 to FY 14 was significantly nore than
the state anticipated. The forecast going forward from
present day started from a nuch |ower base than from where
the state thought it would begin previously. Slide 26
showed that the state's spring FY 13 forecast had
overestimated FY 14 oil production by 18,000 barrels per
day. The state revised FY 15 predictions down by 14.4
t housand barrels of oil per day based on actual data. He
enphasi zed the inportance of using a consistent nethodol ogy
from one year to the next and furthered that the forecast
was not a total assessnent of potential production, it was
a conponent of a revenue forecast. The departnent had a
record of not being conservative or prudent in giving the
| egislature a long-term production forecast as a base for
revenue projections. The departnent had tried to keep
forecasts consistent from year-to-year, but the state had
seen much larger declines than predicted. Adjusting the
base founded on current actual nunbers changed future
proj ections.

3:08: 04 PM

Representative Gara stated that the prom se under SB 21 was
that there would be new oil production. However, between
FY 17 and FY 22 the decline rate was faster using the new
forecasting nethodology than it was under ACES. He
sumari zed that the production decline under ACES was 130
t housand barrels versus 142 thousand barrels under SB 21.
He asked M. Paw owski to expl ain.

M. Paw owski indicated two areas of opportunity. First,
| ease expenditures were on a dramatic incline. Second,
i ncreased investnent translated into increased production
However, the departnment was cautious about wusing the
nunbers to do forecasting at the tine.

3:10: 29 PM

Representative Gara discussed the revenue forecasts. He
noted that the spring forecast showed revenue of
approximately $3.6 billion dollars in FY 18 and in the nost
recent forecast revenue was down to $2.2 billion. In FY 22
the spring forecast equaled $2.8 mllion in production tax
revenue, whereas, under the new forecasting nmethod revenue
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was down to $2.05 billion. He asked why new revenue was not
reflected in the newest nunbers for FY 22.

Comm ssi oner Rodell conmented that the |argest component of
petrol eum revenue was the production tax. She reported that
when there was a decline in production tax, there was al so
a decline in price. She furthered that the increase in
| ease expenditures translated into a decline in petrol eum
revenue, primarily in the production tax which then
adjusted the total unrestricted G- revenue available to the
state.

Co- Chair Austernman asked if Cook Inlet gas and oil revenues
were included in the state's new forecasts.

Comm ssi oner Rodell responded that the state included gas
revenues. However, she infornmed the conmttee that the oil
tax rate for Cook Inlet was zero. The gas tax rate was
approximately 18 percent. She noted activity and increased
production in Cook Inlet.

Co-Chair Austerman asked if Cook Inlet's revenues were
separated out in DOR s forecast book.

M. Paw owski relayed that the state did not separate out
revenues for Cook Inlet production. However, he indicated
that the departnent tried to break out Cook Inlet |ease
expenditures in order to do sone cal cul ati ons.

Co-Chair Austerman asked if DOR kept track of Cook Inlet
production. M. Paw owski responded affirnmatively but added
that the departnent did not keep track of a distinct nunber
of the revenues from Cook Inlet's production.

3:14:19 PM

Co- Chair Austerman asked why the departnent did not Kkeep
track of the revenues from Cook Inlet's production. M.
Pawl owski replied that it was because, until recently, Cook
Inlet's production was nobdest. The departnent was not
payi ng detailed attention to Cook Inlet's revenue conponent
but woul d be goi ng forward.

Co-Chair Austerman asked if the state paid out credits on
Cook I nl et gas and oil. M. Pawl owsKki replied
affirmatively. Co-Chair Austerman believed that it would be
hel pful for the commttee to see actual nunbers for Cook
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Inlet production and for that information to be nmade
available to the public. M. Paw owski agreed to provide
t he information.

Co-Chair Stoltze wel comed Conm ssioner Rodell to her post.

3:16: 09 PM

Representative GQuttenberg asked about economc activity
that was not included in DOR s report and its rel evancy.

Comm ssi oner Rodel|l responded that economic activity becane
nore relevant to the production forecast when activities
nmoved from the evaluation to the developnent stage.

Eval uation activities included exploration efforts |Iike
drilling test holes. Exanples of developnent activities
included laying drill pads and drilling wells. She

referenced the Liberty field specifying that for an
extended tinme the state included in its projections a
t remendous anount of production that never materialized.

Representative Guttenberg referred to slide 5 and asked if
the $10 billion increase in spending on the North Slope
over the next ten years was included in the departnent's
forecast cal cul ations.

Comm ssioner Rodell stated it was a forecasted plan of
expenditure given to DNR to incorporate into its plan.
Actual expectations were often larger and were adjusted
usi ng ot her information.

3:19:48 PM

Representative Cuttenberg opined that the facilities at
Prudhoe Bay were outdated. He was concerned about
inefficiencies and related maintenance costs. He inquired
as to whether or not the comm ssioner had seen additiona
operating expenditures due to the wuse of antiquated
equi pnent .

Comm ssioner Rodell replied that she had seen capital
rather than operating expenditures allocated for repairs to
aged facilities. Producers spent noney to extend the life
of a facility when the remaining yield of wells on a field
proved economcally viable. She believed that [|arger
i nvestments would be allocated for new infrastructure.

House Fi nance Conmmittee 26 01/28/14 1:32 P. M



Representative CQuttenberg asked if the conm ssioner felt
she had a clear understanding of the difference between
CAPEX and OPEX considering the state was far behind in its
audits. Comm ssioner Rodell reported that her departnent
had a very good sense of operating versus capita
expenditures. She confirmed that the departnent was doing
monthly desk audits and had a very good understanding of
what the oil conpanies were doing on a regul ar basis.

3:22:21 PM

Comm ssioner Rodell delivered a PowerPoint presentation:
"State of Alaska, An Update on the State's Savings
Accounts." She began her presentation wth slide 3:
" Gener al Fund and ot her non- segr egat ed i nvest ment s
(GeFONSI)." She reported that the nmarkets had been kind to
the state in calendar year 2013. She identified GeFONSI as
the base G- from which the state managed its cash from day-
to-day. She indicated GeFONSi had a noderate risk profile
wth a short-to-internmediate investnent hori zon. She
directed the commttee's attention to the market value
actuals of $11.8 billion in Decenber 2012 dropping to $5.7
billion by Decenber 2013. She explained that previously the
state kept the Statutory Budget Reserve (SBR) in GeFONSI.
However, in 2013 the state noved the funds to a separate
asset allocation within the GF to extend the investnment
termslightly. She reiterated that the reserve continued to
rest in the state's G She reported that by the end of
the calendar year 2013 GeFONSI's year-to-date return was
0.22 percent. The fiscal year-to-date return was 0.28
percent surpassing the state's benchnarKk.

Comm ssioner Rodell turned to slide 4: "Statutory Budget
Reserve Fund." She acknow edged that the fund had a
noderate risk and an internmediate investnment horizon. In
2012 the market value balance in the G- was approxi mately
$5.5 billion. By the end of calendar year 2013 the bal ance
had dropped to $4.77 billion. She informed the comittee
that the change was due to the draw used to close out FY
13. The fund's performance was 0.31 percent by the end of
FY 13. The year-to-date performance on the SBR was 1.08
percent confirmng the value of extending the duration of
t he fund. The state's fiscal year-to-date return was 1.15
percent, again surpassing the benchmark.

Conmmi ssi oner Rodell advanced to slide 5: "Constitutional
Budget Reserve Fund (Main and Sub)." She cited that the
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Constitutional Budget Reserve (CBR) had two funds; a main
fund and a subaccount fund. The main account had a noderate
risk and an internediate investnent horizon with a bal ance
of $5.8 billion on Decenber 31, 2013 and a FY 13 return of
0.18 percent. The year-to-date return was (0.25) percent
primarily due to the fund's exposure to the bond market
She reported that the departnment was exam ning what it
could do to mtigate against potential |osses as interest
rates clinbed. The subaccount had a high risk and a
noderately |ong investnent horizon. The account performnmed
very well in 2013 with its exposure to the equity market.
The subaccount had a return of 11.75 percent for FY 13. The
year-to-date return was already at 15.85 percent. The fund
amount increased from $5.5 billion to $6.3 billion dollars
in a one-year period, creating a very healthy reserve.

3:27:15 PM

Conmi ssi oner Rodel | di scussed slide 6: " Power Cost
Equal i zation Fund." She relayed that the fund in statute
required the departnent to target a 7 percent return, which
transl ated into appr oxi mat el y 9 per cent i ncl udi ng
i nflation. The Power Cost Equalization Fund (PCE) had a
very high equity concentration of 80 percent. The fund
benefited substantially from the equity market performance

in calendar year 2013. The fund bal ance went from $787
mllion to $937 million over the course of a year.

Conmi ssioner Rodell nmoved on to slide 7: "Public School

Trust Fund." She announced that the Public school Trust
Fund had a nore noderate risk profile. It had an equity
all ocation of approximately 42 percent. It also benefited
from having an investnent in equities but not nearly as
much of a return as the PCE. It increased its balance from
$487 million to $536 mllion in one year. It had a fisca

return of 8.19 percent. Year-to-date it had a return of
10. 6 percent. Earnings were noved into the inconme fund

which is invested in short-terminstrunments.

3:28:38 PM

Conmmi ssioner Rodell detailed slide 8 "PERS and TRS." The
targeted return for Public Enployees' Retirenent System
(PERS) was 8 percent. Gven its long-term  30-year
i nvestnment horizon the state was allowed to take a nore
expansive asset allocation investing in assets not as
liquid as equities or bonds. The PERS account had increased
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from $12 billion to $14 billion from 2012 to 2013
benefiting from the equity market performance in 2013. The
Teacher Retirenment System funds went from $5 billion to
$5.8 billion with returns at 12.6 percent, considerably
better than the CBR fund with a shorter tine horizon.

Comm ssioner Rodell advanced to slide 9: "APFC' [Al aska
Per manent Fund Corporation]. She asserted that the state
had a long-term goal of achieving a real rate of return of
5 percent per year. The fund was designed to be maintained
into perpetuity. On Decenber 31, 2012 it had a bal ance of
$43.6 billion and by the end of 2013 it had a bal ance of
$49.2 billion. The performance rate of the fund was 10.93
in FY 13. Year-to-date the fund return reached 12.7
percent .

3:30: 47 PM

Conmi ssioner Rodell pointed to slide 11: "FY 14 |nvestnent
Revenue Forecast." She indicated that the nunmbers on the
slide were actual performance nunbers through Decenber 31,
2013 and included a forecast for the balance of 6 nonths in
FY 14. The state increased the anpunt of investnent incone
for FY 14 from approximately $80 million to over $101.9
mllion for the unrestricted G- revenue. The CBR subaccount
woul d increase alnmost $778 mllion for FY 14. She reported
a total investnment revenue of $4.9 billion, which included
PFD revenues, for the state by the end of FY 14.

3:32: 03 PM

Representative Gara addressed slide 4. He understood that
$1 billion was used to balance the budget. He asked about
whet her sonme of the noney was put into state savings or if
it was used as a draw due to state spendi ng.

Comm ssioner Rodell replied that the $700 mllion was used
to reconcile state accounts rather than applied to state
savi ngs accounts.

Representative Gara directed his attention to slide 8. He
noted that in reference to PERS from 2011 to 2013 the
bal ance increased by $4 million to about $14 million. He
asked whether the balance was keeping pace wth or
exceeding the liabilities.
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Comm ssioner Rodell replied that the liabilities were
increasing faster than the earnings, which explained the
governor's proposal to nove $3 billion into the PERS fund.
The state's current liability was $12 billion dollars. She
noted that a loss such as the 20 percent |oss experienced
in 2009 created even nore of a burden. The state had to
make up both the 20 percent |oss and the 8 percent earnings
it had anticipated for the same year. She noted that the
three-year and the five-year actuals no longer reflected
2009 figures.

3:34: 46 PM

Representative Costello inquired about the use of the
Publ i ¢ School Trust Fund.

Comm ssi oner Rodel| deferred the question.

PAM LEARY, DI RECTOR, TREASURY DI VI SI ON, DEPARTMENT OF
REVENUE, stated that the trust fund provided a conponent to
the fornmula foundation. One half of one percent of the
state's oil revenues were deposited into the principal
portion of the trust fund. She expl ained that as earnings
from the fund grew the interest and dividend nonies went
into the income fund for the education budget.

Representative Costell o asked whether the state was forward
funding education through the Public School Trust Fund.

Comm ssioner Rodell replied in the negative and deferred
Representative Costello to the Ofice of Mnagenent and
Budget for information regarding forward funding of
educati on.

Representative Costello asked for clarification about the
use of the fund. Comm ssioner Rodell replied that the fund
was set up as a specific entitlement from oil and tax
revenue for education appropriations.

Representative Costello asked if the comm ssioner had read
any film scripts since taking on her position at DOR
Comm ssi oner Rodell stated that the departnent received and
reviewed filmscripts on a nonthly basis.

3:37:39 PM

Co-Chair Stoltze di scussed HB 265.
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Vi ce- Chair Neunman MOVED HB 265 before the commtt ee.

Co-Chair Stoltze infornmed the commttee that he hoped to
arrange joint meetings with the Senate Finance Conmittee
early in the session to review the governor's subm ssions
and to bring up questions about the capital budget.

Vice-Chair Neuman MOVED HB 266 and HB 267 before the
comm tt ee.

HB 265 was HEARD and HELD in commttee for further
consi derati on.

HB 266 was HEARD and HELD in commttee for further
consi derati on.

HB 267 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Austerman di scussed the schedule for the follow ng
day.

#
ADJ OURNVENT

3:42: 00 PM

The neeting was adjourned at 3:42 p. m
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