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long term view Adj ustnents would be necessary as
condi tions and circunstances change.

JOHN BOUCHER, SENIOR ECONOM ST, OFFICE OF MANAGEMENT AND
BUDCGET, OFFI CE OF THE GOVERNOR, began with began with slide
2: "Brief Hstory."

* Enacted in 2008 (HB 125)
* Initial statewide plan in winter 2008
* First agency plans in January 2009

e Fiscal planning nodule automated and part of the
Al aska Budget System (ABS) 2010/ 2011

e First ABS generated plan in January 2012

M. Barnhill stated that the FY 15 plan represented the
sixth year of the ten-year plan. The Ofice of Mnagenent
and Budget strove to continually inprove the plan's process
and product.

Ms. Rehfeld discussed slide 3: "Purpose of the Plan."

A tool to keep a dial ogue about Alaska' s future in the
forefront.

e Creates annual dial ogue about the future fiscal health
of Al aska

e Provides context for budget decisions wthin the
overall revenue picture

* Inforns decision nmaking given a range of scenarios

Ms. Rehfeld related that over the next decade Al aska nust
transition from a predomnantly oil revenue base to an oil
and natural gas revenue base and develop other resource
i ndustries. Natural gas devel opnent would provide econonc
opportunity and a stable and clean energy source for
Al askans. She offered that the plan was produced annually
and was based on Departnent of Revenue's (DOR) Fall
Forecast. Alaska needed to enforce budget discipline in
order to sustain itself through 2024. The state expected to
slow the decline in oil production while natural gas
production expanded into a larger role in the state's
econony.

Ms. Rehfeld assuned that the conbined balances of the

state's two primary reserve accounts; the Statutory Budget
Reserve (SBR) and the Constitutional Budget Reserve (CBR)
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would remain positive over the next decade through

conservative spending scenari os. The |evel of state
spending played a critical role in the revenue versus
expenditure equation. The plan was designed to "infornf

through a range of scenarios. Reserve funds, spending
reductions, and "other fiscal tools" would be enployed to
manage t he budget over the next ten-year period.

M. Boucher continued with slide 4: "Plan Requirenents."”

oj ectives of the 10-year plan

* AS 37.07.020 (b) (2) says the annual plan nust:
o Bal ance the budget between sources and uses of
f unds
o Provide for essential state services
o Protect Alaska's economc stability

M. Boucher added that the plan nmust also project bal ances
for the reserve accounts and describe the nmgjor assunptions
of the plan. He indicated that the "foundation" of the plan
was DOR s Fall Revenue  Forecast. He listed other
assunptions of the plan: a 2.5 percent inflation rate and

popul ation growh projected at slightly over 1 percent
annual | y.

M. Boucher continued with slide 5: "Annual Plan Rel ease
Schedul ed. "

Executive Sunmary and Agency pl ans

« Statew de Executive Summary rel eased i n Decenber
* Individual agency plans released in January

« Statew de and agency plans provide different |evels of
detail and information

M. Boucher explained that OVB granted the agencies |eeway
when devel oping its spending projections but also provided
the foll owi ng guidance fromthe instruction meno. He read:

"The process of neking ten-year projections is not an
opportunity to ask for every program or everything
that every program has ever wanted rather the
projections should be the result of a rationa
objective process within the departnment that would
withstand the scrutiny of the governor, t he
| egi sl ature, and the public."
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M. Boucher reported that each agency plan contained two
types of projections. One projected the "current |evel of
service;" the cost of providing the current |I|evel of
service for 10 years. An inportant rule was not to assune
that general funds (GF) could be wused to backfill
anticipated | ost revenue from other fund sources. The ot her
type of projections nmade in the plan was "initiatives." He
explained that "the projection was designed to highlight
projected costs associated wth expanding or contracting a
service capacity of the agency fromits FY 14 level or if
new G- would be required to replace non-G- fund sources.”
Agencies were required to produce spending projections for
the operating, capital, and for fornula prograns. He noted

that sone budget itens, i.e., wage and benefit increases,
state assistance paynents to enployee retirement systens,
annual debt servi ce, and fund capitalizations were

projected as statew de appropriations. The budget office
was responsi ble for coordinating or producing the statew de
proj ections.

1:45: 28 PM

Ms. Rehfeld continued with slide 6: "QGuiding Principles of
t he FY2015 Pl an."

Foundati on framework and strategies

» Devel op Al aska's Natural Resources
* Restrain Spending
» Save for Future Cenerations

M. Boucher detailed slide 7: "Develop Al aska s Natural
Resources. "

Prosperity hinges on responsible devel opnment of abundant
natural resources

o Strategy - Increase G| Production

e Strategy - Gas for Al askans and Markets Beyond
e Strategy - Strategic M nerals Devel opnent

e Strategy - Affordabl e Power

M. Boucher announced that 90 percent of the state's
unrestricted general fund revenue was created from oi

production. The adm nistration's highest economc priority
was the devel opnent of the state's natural resources. The
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state's long-term plan included slowing the decline in oil
production. The vast natural gas potential was an inportant
pi ece of the long term health of Al aska's econony. He noted
that Al aska had an inportant role in developing a donestic
supply of strategic mnerals. The state had an anbitious
goal to generate 50 percent of the state's electricity
t hrough renewabl e resources by 2025 and continue to invest
in energy conservation. Developing the state's other
natural resources played a significant part in Alaskan's
future.

Ms. Rehfeld continued with slide 8: "Restrain Spending."

Smal | er, nor e efficient gover nnment delivering
essential services

« Strategy — Spending Targets
e Strategy — Results Based Budgeting
» Strategy — Long-Term Investnent Initiatives

Ms. Rehfeld noted that spending reductions had been
achieved in the past two years years due to the significant
effort by the governor and legislature to stay wthin
defined spending targets. The administration also enployed
"performance based budgeting;" focused on the outcones from
agency mssion and <core services. The administration
coordi nated anmobng the agencies in an effort to elimnate

wast e and dupl i cati on. She ment i oned t hat t he
adm ni stration encouraged agencies to discover innovative
ways to deliver services. She added that |ong-term

investnments included |egacy projects, roads to resources,
transportation infrastructure, and energy and were key to
the I ong-term econom c health of the state.

M. Boucher continued with slide 9: "Save for Future
Generations.”

Mai ntain Al aska’s economc stability

e Strategy — Preserve and grow Al aska’'s
Per manent Fund

» Strategy — Build Reserves/Prudent Use
of Reserves

» Strategy — Forward Fund

» Strategy — Focus on essential services
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M . Boucher announced that the savings portion of the plan
was the foundation for “"protecting" Alaska's economc
stability. Savings extended Al aska's economc stability
beyond the life of the revenue resource. He infornmed the
conmmttee that two critical elenents grew the permanent

f und; m ner al royalty revenue and inflation-proofing
appropriations. The Decenber [2013] Permanent Fund Report
showed that out of the $44 billion bal ance over $22 billion
had been appropriated through the |egislature. The state's
dedi cated oil revenue contributed $14.5 billion to the
fund. Inflation proofing and dedicated revenue were

projected to contribute $19.8 billion to the fund by 2024
when the bal ance could be $78 billion.

M. Boucher communicated that the plan advised that any
surplus GF should be set aside in reserve accounts. He
noted that from the inception of the CBR through 2005 nore

than $5.2 billion was borrowed fromthe fund to bal ance the
budget. Surpluses beginning in FY 2007 replenished the CBR
and the balance had grown to $12 billion. The -current

bal ance of the SBR was $4.7 billion. The plan predicted
that draws on the reserve fund would be necessary to
bal ance the budget in the near future. The plan enployed
the strategy of forward funding for endowing prograns to
provide fiscal stability.

M. Boucher listed the inportant funds that were endowed
through forward funding; the public education fund
Communi ty Revenue Sharing Fund, the Power Cost Equali zation
Fund (PCE), and the Al aska Hi gher Education Investnent
Fund. From a spending prospective, the plan prioritized
spending according to essential services; resources and
ener gy, educati on, public safety, transportation
infrastructure, and Alaska's mlitary.

1: 56: 07 PM

Ms. Rehfeld di scussed slide 10: "Plan Scenari os."

Alternate scenarios provide reasons for optimsm and
caution

e Optimsm
o Alaska's current financial outlook is positive
o Strong reserves
o Triple A bond rating
o Fiscal discipline
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 Caution

e Ol price and production |evels quickly change the
fiscal outl ook

« Conservative revenue picture tenpers |long term outl ook

MVE. Rehfeld continued with slide 11: "Three Alternate
St at ewi de Scenari os. "

Revenue outl ook requires reduced spending and use of
reserves

* Lower oil price and production result in
decreased revenue

* Require fiscal discipline and prudent use of
reserve funds in the near termto provide essenti al
services

* Focus on priorities and strategic investnments to
grow t he econony

M. Boucher continued with slide 12: "Three Alternate
St at ewi de Scenari os. "

Illustrate possibilities given different price and
production assunptions

Scenario 1 - Fall 2013 forecast with flat general
fund spendi ng begi nning in FY2015

Scenario 2 — Fall 2013 forecast for price with
enhanced production and flat general fund spending
begi nning in FY201

Scenario 3 - $100 price per barrel with flat general
fund spendi ng begi nning in FY2015

M . Boucher di scussed slide 13: "Disclainer."
Expect the plan to change

» The statew de scenarios are used as a pl anni ng t ool

 Assunptions of revenue and expenditures are intended
to informand provide context to budget
del i berati ons

* Revenue shortfalls will need to be managed through a
conbi nati on of budget reductions and use of reserve
funds in the near term
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e All three principles of the ten-year plan need to
nove in concert — devel op our natural resources,
restrain spending, and save for the future.

e The plan will change as conditions warrant.

M. Boucher continued with slide 14: "Fall 2013 forecast,
General Fund spending capped at $5.6 billion through
FY2024." He detailed that the chart depicted the price and
production forecast from the fall revenue forecast on the
top two lines, the third line contained the expected G-
revenue, the fourth line showed the G- expenses, the fifth
I ine displayed revenue surplus or shortfalls. The blue line
depicted the balance of the CBR and the green |line
di scl osed the SBR bal ance. He explained that the nobdel used
to generate the information did not anticipate rational
behavior. The order in which the reserves were drained in
the plan was SBR, CBR main account, and the CBR sub
accounts. Scenario 1 predicted budget deficits through 2024
and steady draws form the SBR and the CBR The total
reserve bal ance would be $7.9 billion by the end of 2024.

M. Boucher continued with slide 15: "Md-H gh Case oil
Production, Fall 2013 price, $5.6 Billion GF Spending." He
expl ai ned that scenario 2 assumed that oil production fel
half way between DOR s 2013 forecast and the "un-risked"
techni cal assessnent that was provided to the departnment.
Wth the scenario, the state had a deficit of nearly $2
billion in 2014 and a short term decline, due to a $3
billion deposit in the retirenent accounts, in the total
reserves through 2015. As oil production and prices raised
the reserve deficit was reversed by 2016. Annual draws were
anticipated in order to balance the budget but the CBR
bal ance would continue to increase to $12 billion through
2023 when the budget deficits start to increase.

M. Boucher continued with slide 16: "Revenue at $100 oi
begi nning FY 2015, $5.6 Billion G- Spending through FY
2024." He relayed that in scenario 3 annual spending growh
was held at $5.6 billion. The scenario illustrated the
potential deficits under |ower than forecasted oil prices.
He stated that if the scenario actually happened spending
woul d nost |ikely not be sustained at FY 15 levels but he
wanted to denonstrate the length or the strength of
Al aska's reserve position. Under the scenario budget
deficits would grow to $3 billion through 2014. The reserve
bal ances woul d be exhausted by 2022.
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Ms. Rehfeld concluded with slide 17: "Wap Up."

The ten-year plan is a tool to guide Dbudget
devel opnent and deci si ons

Opti m sm

» Alaska’s current financial outlook is positive
e Strong reserves

« Triple A bond rating

 Fiscal discipline

Cauti on

e Ol price and production |evels quickly change the
fiscal outl ook

« Conservative revenue picture tenpers long term
out | ook

Ms. Rehfeld cautioned that while the future pointed to
"relative fiscal stability for the state if oil prices hold
above $100 per barrel," the state nust take a cautious
approach to its finances to ensure essential services in
the future. The challenge was to find a balance between
current and future Al askans. She thought that due to the
diligent budget work done by the admnistration and
| egislature, the state was in a position to be optimstic
whi | e exercising strength and cauti on.

Co- Chair Austerman understood that the ten-year plan was
authorized 1in statute, but oi | prices were highly
unpredi ctable and production nodels were variable. He
wondered whether the Ten-Year Plan provided value to the
state.

2: 09: 03 PM

Ms. Rehfeld perceived that the exercise had value on two
levels. One level was the global perspective the plan
provided in the budget devel opnent. On a departnental |evel
it allowed the agencies to examne how its mssion or core
services were delivered and what future challenges they
were facing. She noted that the global perspective allowed
OMB to identify where the departnent budget "pressures”
were. The information was useful to identify the priorities
and necessary reductions for the current and future fisca
years. She thought that the ten-year plan was not precise
but the exercise provided value to the budget process.
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M. Boucher added that the value was in the education and
"sel f-exam nation" the process allowed. He provided an
exanpl e about a previous year's budget based on higher oi
prices which then dropped. The situation initiated
di scussi ons  about the plan's nodel and how price
fluctuations affect GF revenue in the current year. The
departnment's nanagers wunderstood how the price of oi

i nfluenced overall state revenue and the inpact decisions
made at the departnent |level had on the budget. He stated
that the ten-year plan was a tool available to the agencies
to enphasize the state's dependence on oil revenue and
fluctuations in price. The plan was also a valuable tool in
enpl oyee contract negoti ati ons.

Co-Chair Austerman identified that the G- expenses in the
three nodels were held at $5.6 billion each year. He added
that the spending in Medicaid was predicted to increase to
$1.3 billion over the sane time period, PERS and TRS woul d
i ncrease by $500 million next year, the governor's increase
for education in FY 15 was $51 mllion, the Departnent of
Environnental Conservation (DEC) was expected to have
spending increases in the range of $6 mllion to $16
mllion. He wondered how the adm nistration could project
FY 15 budget figures with all of the inpending expenses and
how the governor planned to keep the budget at that
spending level. He reiterated his doubt regarding the val ue
of the ten-year plan.

Ms. Rehfeld replied that the executive sunmmary in Decenber
designated $5.6 billion as a target level for GF expenses.
She noted nuch discussion regarding capping state spending
at that |level. The plan was not designed to consider all of
the individual conponents that conprise GF expenditures.
Difficult budget choices would be necessary in future
budget deliberations. She thought that the value of the
plan kept the "pressure on the overall spending nunber in
our planni ng process.”

Co-Chair Austerman stated that the projections for next
year were available and the plan's projections were not
accurate. He did not wish to release the plan's projections
to the public with the know edge that anticipated expenses
wer e rmuch hi gher.

M . Boucher acknowl edged the plan's shortcom ng. He stated

that the LFD projection utilized simlar nunbers based on
$100 oil. He noted that it was challenging to decide what
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the costs would look like in the next five years. He
believed that the plan kept the budget discussions focused
on spendi ng.

Co-Chair Austerman declared that the state would never be
able to cut its way to prosperity. A flat budget would not
grow the state's econony enough to establish a sustainable
tax base.

2:20: 25 PM

Representati ve Thonpson expressed the sane concerns about
flat funding. He stressed that aside from the increases
that Co-Chair Austernman nentioned the |argest portion of
t he budget was expended on personnel. The step increases
and contractual obligations nade the spending target
unattai nable. He thought that it was unrealistic to use the
FY 15 level as a target unless entire prograns were cut
fromthe budget.

Ms. Rehfeld replied that the admnistration was actively
involved in educating the agencies about the fisca
out | ook, which tenpered expectations. She stated that sone
negotiated contracts were lean. She knew that the state
woul d not be able to conduct business as usual and neet the
spending targets. The necessity to cut sone positions and
reevaluate current nmerit and step schedules would be
war r ant ed.

Representative Minoz cited slide 14, which depicted the FY
15 $5.6 billion general fund expenses. She understood that
the PERS and TRS actuarial paynent of $600 million was not
included in the figure and was expected to be deducted from
the CBR The subsequent $500 nmillion PERS and TRS paynents
proposed by the governor were also not included in the
nodel . She asked for clarification.

Ms. Rehfeld replied that the CBR nmmin account bal ance
showed the $3 billion FY 15 draw into the trust fund. In
the out vyears, the annual retirenent paynent would be
capped at $500 million and would have to be included in the
$5.6 billion cap.

Representative Minoz enphasized that her exact point was
that it was not included in the FY 15 pl an.

Ms. Rehfeld stated that current year's target was not
establ i shed and the $5.6 billion was a discussion point.
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Representative WIson asked whether priorities were
established by agencies. She remarked that she had never
seen priorities listed for the Departnent of Education and
Early Devel opnent (DEED) or Departnent of Labor and
Wor kf orce Devel opnment (DOL). She understood the difference
bet ween gover nnent al priorities and obligations. She
expressed concern that the bills that contained additiona
GF expenses were governor's bills and he did not include
the expenditures in the nodel. She asked how nuch of the
budget expenses would be shifted to the nmunicipalities if
the state could not cover the bills. She believed that
addi ti onal budget pressures would overwhelmthe Interior.

Ms. Rehfeld answered that agencies were instructed to
allocate its resources to statutorily driven core services.
She offered that non-core services were a lower priority
especially in low funding environnments. The agenci es budget
should focus on statutorily driven core services in budget
subcomm ttee. She added that cost shifting to municipal
governments would happen through the decisions made in
budget deliberations. She noted that the Decenber budget
preceded the governor's legislation and would be included
in the anended fiscal sumary due the thirtieth |egislative
day.

Representative WIlson wondered why the information was not
utilized in the presentation.

M. Boucher stated that the nunmbers in the plan could be
changed.

Representative WIson revealed that a conm ssioner had told
her he was wunable to share a list of priorities. She
reiterated that she had never seen a list of priorities
based on agenci es m ssion.

Representative Gara asked about slide 14. He asked whet her
the proposal was to flat fund agencies to the FY 15 |eve
t hrough FY 24.

Ms. Rehfeld responded in the affirmative. She stated that
for the purposes of the executive summary, the nodel was
designed to show the inpacts of flat funding.

2:30: 56 PM
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Representative Gara asserted that the FY 15 budget was not
really a $5.6 billion budget because nore PERS/ TRS and
capital expenses anmounting to a $6.7 billion were proposed
by the governor. The CBR would have a budget deficient by
2024 with a $6.7 billion budget. He wondered whether the
governor wanted the legislature to cut $1.5 billion between
FY 15 and FY 16.

Ms. Rehfeld replied that the decision of what would
ultimately be funded would be nmade during the |egislative
process.

Representative Gara asserted that in order attain the $5.6
billion goal in FY 16 the legislature would need to cut $1
billion.

Representative Gara referenced that the state adopted a new
net hodol ogy to forecast oil production. He stated that he
did not renenber projections of 285,000 barrels per day by
FY 24 under SB 21. He wanted proof from the adm nistration
that the figures were disclosed during SB 21 heari ngs.

Ms. Rehfeld stated she would follow up with Departnment of
Revenue.

Representative Gara stated that the state could not
continue to cut its way to prosperity. He discussed the
proposed cuts of $1 billion for the following fiscal year
and nore cuts in subsequent years to sustain a flat budget.
He pointed to the Departnent of Health and Social Services
(DHSS) and other agencies that could not identify any
addi ti onal wast ef ul spendi ng. He stressed that t he
adm nistration needed to identify wasteful spending in
order for the legislature to know how to develop a "proper
budget."” He wanted answers fromthe agencies.

Ms. Rehfeld did not disagree. She conmunicated that the
governor's of fice had t he exact di scussi ons W th
departnents on an annual basis. She stated that the "hard
work" to locate inefficiencies would continue. She believed
a conversation was necessary to determne a reasonable
| evel of spending in the current environnent.

Representative CQuttenberg was concerned about the genera
fund expenses line on slide 14 regarding the "reality and
| ack of vision for the future.” He concurred with the plan
requi renents and the inportance of economic stability. He
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anticipated major projects on the horizon listed on slide
7. He contended that the projects were expensive but could
be planned and costs could be estinmated. He wanted "the
vision of the state built into a dialog" around the costs
and benefits of the nmega projects for the state and wanted
the governor to take the lead. He wondered how the
different initiatives would affect the next ten years. He
enphasi zed that the costs were quantifiable now. He felt
that the plan did not include any possibilities for growh
through investnents in the state and |ack vision. The plan
could be a place to begin the dialog but needed "help and
gui dance" fromthe adm nistration

M. Boucher replied that nega projects were an optimstic
pi ece of Al askans future. He thought that estimating costs
at this point was premature because the dialog with the
| egislature needed to occur "at the appropriate tine." The
text of the plan acknow edges future conpeting priorities
that wll demand difficult conversations in the near
future. He did not believe that the plan was neant to
provi de all of the answers.

Representative (Quttenberg stated that the governor's
anticipated work on the pipeline and anticipated future
work on the Susitna Dam were known quantities. He wondered
why the project costs were not included in the plan. He
pointed out that OWVB suppressed information to keep the
budget flat in the various scenarios. He felt that the plan
could be nore "realistic" if not precise.

2:43: 37 PM

Representati ve Edgnon appreciated the work involved in the
projections. He understood that external circunstances were
difficult to predict. He hoped that the scenarios worked
out as described in the plan, but felt that internal cost
drivers and external forces could dramatically change the
budget. He appreciated that the scenarios were conservative
and included "bare bones" nunbers regarding oil revenue. He
understood that it was inpossible to control the genera
fund revenues and oil production. He wondered when the
revenue curve would begin to rise again and where the state
would be on the revenue curve in four to five years. He
felt that the scenarios were not optimstic.

Ms. Rehfeld acknowl edged that the scenarios were very
conservative in ternms of revenue.
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M. Boucher felt that it was "inmportant" to include a
scenario with a "tenpered" anopunt of increased production
He portrayed a md-level scenario based on half of the
antici pated increased oil production, which would increase
revenues approximately $4 billion. He deferred to DOR to
ascertain "how conservative the estimte was."

Co-Chair Austerman opined that the budget process should
continue with simlar "reality based" conversations. He
thanked OVMB for the smaller budget that was $30 mllion
|l ess than | ast year and felt that the approach was correct.
He wanted to avoid drastic reductions that would cause the
state's econony to crash. He appreciated the conversations
with the adm nistration over the previous sunmer.

Co-Chair Stoltze acknow edged the role of OMB in submtting
a "nore realistic" and smal | er budget t han t he
commi ssioners requested. He understood the difficulty
involved in cutting the budget and appreciated the
| eader shi p. He warned agai nst uncontrol | abl e state
spendi ng. He communicated that his constituents had strong
fiscal concerns about budget sustainability.

Co-Chair Stoltze discussed the Susitna Dam and the goal to
produce 50 percent of +the state's electricity through
renewabl e resources. He did not see a "commitment for that
from the admnistration." He believed that the governor
displayed a commtnent to gas for railbelt wutilities. He
averred that the public was msled about the state's
commtnment to renewable energy based on the "assunptions
that were built into the gasline proposals.” He thought
that the price was "far too optimstic.”" He reveal ed that
some of the contracts that were nmade wth the Susitna
hydroel ectric project were being shifted to the gasline. He
wi shed that "the state would stop pretending that the
adm ni stration had a goal of 50 percent renewable energy."
He stated that every nessage from the admnistration
countered that goal. He proposed a "nore candid and bl unt

di scussion about what the real commtnment” was. He
acknowl edged problenms wth managenent of the Susitna Dam
project from "a bunch of exenpt enployees."” He advi sed

disciplinary action to get the project on track rather than
abandoni ng the project.

2:55: 08 PM
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Co-Chair Stoltze spoke to board extensions. He stated that
"l arger, overriding issues" existed regarding funding the
boards. He judged that there were "real big holes in the
way that the Departnment of Comrerce, Conmunity and Econom c
Devel opnent (DCCED) was portioning the cost." He believed
that the issue made it "difficult to pass out" board
extension | egislation w thout sone resolution wth DCCED

Representative Costello stated that the departnent was
concerned about sonme of the "erratic" board costs. She
stated that Representative O son introduced legislation to
address sonme of the "longstanding problens” regarding
licensure and the fees that Al askans pai d.

Co-Chair Stoltze related that he had not heard any
contention about specific board extensions but spoke to the
| arger fiscal concerns related to boards.

#
ADJ QURNVENT

2:56: 26 PM

The neeting was adjourned at 2:57 p.m
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