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PAT PITNEY, D RECTOR, OFFICE OF MANAGEMENT AND BUDGET,

OFFICE OF THE GOVERNOR,
adm ni stration'

pl ace hol der

House Fi nance Committee 1

commented about the previous
S work-in-progress budget put forward as a
to neet the statutory deadline. She indicated
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that the budget that she was reviewing with the comittee
at present was CGovernor Wl ker's endorsed budget.

Ms. Pitney introduced the PowerPoint presentation "FY2016
Budget Overview (copy on file)." She first turned to slide
3: "Budget Priorities":

e Qpportunity for Al askans

» Stabl e Econony

* Education

 Resource Devel opnent

» Affordabl e Energy
 Supporting Al askan Fam lies

Ms. Pitney remarked that the admnistration wanted to
gradually decrease the state budget to avoid drastically
upsetting Al aska's econony. She enphasized the inportance
of providing quality education, encouragi ng resource
devel opment , working towards affordable energy, and
supporting Al aska and Al askan fam i es.

Ms. Pitney advanced to slide 4: "Budget Guidance: Limt
Spending." She stated that the direction given to the
conm ssioners was to avoid overarching and to |imt
spendi ng. The departnents' immediate instructions were to
| ook for reductions of 5 percent to 6 percent in addition
to the cuts in the FY 16 work-in-progress budget. She
enphasi zed that every agency was asked to be part of the
reductions due to the state's |arge budget gap and stressed
that no departnment was imune from participation. She
reported that the departnments were asked to focus, first,
on administrative structures, limting admnistration
W thout conpromsing the level of service. She also
encouraged agencies to look at ways to do business
differently in terns of privatization and partnerships wth
both non-profit |ocal governnents and tribal entities. She
directed departnents to examne which of the state's
prograns were not required by law She called for an
investigation of the costs associated with statutes passed
in the previous five to ten years. The departnents were
also asked to |look at older statutes costing the state
noney that were either no |onger necessary or no |longer a
priority. The analysis of the statutes would not be

avail abl e until later in the session or the follow ng year.
The last piece was to involve Al askans. The choices the
state was facing would be difficult. In eval uating
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potential reductions she <concluded that it would be
essential for the state to keep everything as transparent
as possible and to understand how Alaskans would be
i mpact ed.

1: 38: 51 PM

Co- Chair Neuman commented that he had asked departnents to
ook at a nulti-year approach to the budget, out three to
five years. He nentioned that the governor had tal ked about
a four-year plan. He stressed that major restructuring of
services within the departnents was necessary in order to

address budget shortfalls. He indicated the finance
commttee would be working throughout the year to do so,
al ongsi de t he adm ni strati on. He bel i eved private

partnerships would be key in reorganization efforts and in
creating jobs for Alaskans. He reported that he would be
working with Representative WIson and the Departnent of
Labor and Workforce Devel opnent (DOL) on outreach efforts
to private i ndustry regar di ng training pr ogr ans,
particularly vocational prograns. He recognized nunicipal
representatives in the audience whom the |egislature would
be reaching out to for their input and assistance. He
encouraged a collaborative effort with all Al askans when
addressing Al aska's budget and its future.

1: 41: 18 PM

Ms. Pitney pointed to the chart on slide 5: "FY2016 Budget
by Al Funds Sources." She explained that the chart showed
the overall budget and all of the state's funding sources
including federal funds, other state funds, designated
funds, unrestricted general funds (UGF), and the Pernmanent
Fund. She relayed that the state's budget for FY 16 totaled
$13 billion. She comented that the FY 16 budget was
remarkably close to the FY 15 budget but the size of the

pie pieces in the <chart were different. The nmgjor
difference was a reduction of $550 mllion in the UG an
addition of $100 mllion in the Permanent Fund, and an
i ncrease of $450 mllion in federal f unds. Anot her
difference was the $3.3 billion taken from the state's
reserves. The state's actual revenue was $2.2 billion. The

state would be using nore reserves than revenues to fund
the FY 16 budget very simlar to FY 15. She reported that
the FY 15 estimate was $3.5 billion or $3.6 billion in use
of reserves. The FY 15 estinmate dropped the reserves down
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slightly. She continued to report that the UG was expected
to go down fromthe current year's projection

Ms. Pitney explained that slide 6: "FY2016 Budget by All
Funds Sources,"” was of value in better understanding the
pieces of the budget that conme from federal funding
sources. She reported that the Departnment of Transportation
and Public Facilities (DOT) benefited as well as Medicaid.
The "All Oher" category enconpassed university research,
Pell grants for students, and funding for the Departnent of
Envi ronnental Conservation (DEC) and the DOL. She continued
with the Permanent Fund slice pointing out two main
conponents; the dividend and inflation-proofing. She also
mentioned that there was a small slice for operations.

1:43: 44 PM

Ms. Pitney scrolled to slide 7: "FY2016 Budget by Category
Al Funds." She reported that the slide showed where the
funds were allocated by category. She relayed that agency
nonformula nmade up a large portion of the budget. She
detailed that funds for the capital budget were $1.4
billion, a much snaller anobunt than prior vyears. The
statewi de appropriations category consisted of tax credits,
debt service, and retirenent funding. The "Qher Formula"
category was primarily for health prograns. In addition,
there was the K-12 formul a category.

Co- Chair Neuman recognized Representative Kito's presence
in the room

Representative WIlson referred to the tax credits in slide
7. She wondered if the admnistration thought about the
possibility of spreading out the $700 mllion in tax
credits rather than paying the sum in one year because of
the state's current lack of revenue. M. Pitney relayed
that the law did not provide such an opportunity.

Representative Wlson clarified that the tax credits had to
be paid in one year. Ms. Pitney responded affirmatively.

Ms. Pitney continued with slide 8: "FY2016 Budget by
Category Al Funds." She indicated that the solid pieces of
the pie showed the state funding for each conponent. Agency
nonformula consisted of roughly half UG and half other
funds. She relayed that the K-12 forrmula was nostly UG-
The health formulas were conprised of two-thirds federa
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and one-third state funding. Statew de appropriations (tax
credits and retirement) were alnost entirely UG She
referred to the Permanent fund. She also relayed that the
capi tal budget was conposed of a very small slice of UG
and the rest was primarily federal funds. The solid pieces
reflected the distribution of the state's UGF

1: 46: 30 PM

Ms. Pitney scrolled to slide 9: "FY2016 UG- Budget by
Cat egory." She expl ained that the statew de piece accounted
for approximately 21 percent of the state's UG. The FY 16
capi tal budget was very snall relative to previous years at
3 percent of UG, The renminder of the UG were divided
equally between forrmula prograns at 38 percent and agency
budgets at 39 percent. The state's UG budget for FY 16
totaled $5.5 billion.

Ms. Pitney advanced to slide 10: "FY2016 UGF Budget by
Category." She relayed that K-12 accounted for nore than
half of the formula prograns budget. The balance of the
formula prograns consisted of Medicaid, other health
progranms, and a few other snmaller itens.

Ms. Pitney continued to slide 11: "FY2016 UG- Spend: $5.55
Billion." She indicated that the graph conpared overal
nunbers for UG- spending from FY 13 through FY 16. She
reported that in FY 13 spending was at $8 billion, down to
$7.1 billion in FY 14, and down to $6.1 billion in FY 15.
She explained that the orange bar in FY 15 was the $3
billion transferred into the retirenent program

Representative Gara commented that there was likely a
| arger reduction than reflected in the slide in FY 16 than
in FY 15. He continued that the state took $3 billion from
the Constitutional Budget Reserve (CBR) to pay for sone of
the Public Enployees' Retirenent System (PERS)/ Teachers
Retirement System (TRS) debt which included approximtely
$700 mllion that would have otherw se conme out of UGF it
woul d have been a |arger budget in FY 15 had the state not
paid it with CBR nonies. He wanted to know if the PERS/ TRS
debt paynent was accounted for in the FY 15 box.

Ms. Pitney responded in the negative and explained that the
chart reflected the budget sheet. She pointed out that the
CBR contribution to the retirenent program nmade it possible
for the FY 16 budget to have $262 million versus what woul d
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have been $700 million in retirenent paynents. She observed
that it was a reasonable decision to have transferred the
$3 billion into the retirenent fund and would be of nore
value in the future to bring the fund up-to-date. She
indicated that it was difficult to get below the work-in-
progress budget because it used pension obligation bonds, a
nove the current administration was not willing to make.
The work-in-progress budget was $250 nillion |ower because
the departnent did not agree wth wusing a pension
obligation bond nechanism The endorsed budget included a
cash paynent for the retirenent system

Representative Gara surnmi sed that the budget was |ikely cut
nore than shown in the graph due to mllions of dollars
that normally cane out of the general fund alternatively
bei ng paid out of the CBR

1:50: 38 PM

Ms. Pitney reviewed the graph on slide 12: "UGF CBR/ SBR
spendi ng by category FY2013-FY2016." She el aborated on the
various conponents over the tinme frame. She pointed out
that the bottom two blue bars were the agency nonfornula
and fornmula prograns and reported they were relatively
stable conponents of the budget. The |ightest blue bar
represented capital based on available funding. The other
statewi de category mainly consisted of debt. The remnaining
bars represented the retirement system and tax credit
pi eces of the budget.

Co-Chair Neuman noted a reduction in capital expenditures
in the current year's budget. He asked if the departnent
had | ooked at the potential |oss of federally matched funds
for infrastructure projects around the state, projects that
created jobs.

Ms. Pitney responded that when the departnment | ooked at the
first stripped-down version of the capital budget submtted
on Decenber 15, 2014 it focused on identifying anything
that | everaged significant other funds. The itens that were
identified and renmained in the budget equaled $106 mllion.
She relayed a conversation she had with the governor about
the fact that the base capital budget was only $100
mllion. In the second assessnment of the budget the few
itens that had federal funding or other match possibilities
that had been renpbved from the budget were restored. The
second round concentrated on nmaximzing the |everage
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capacity in the capital budget. She offered that there was
an insignificant amount the state would lose in federal
mat ches.

1: 53: 40 PM

Co-Chair Neuman surmsed that as operating expenditures
decreased so would the nunber of state jobs resulting in
| ess noney to support the econony and nore unenpl oynent. He
furthered that the econony would be greatly affected. He
enphasi zed nmaking sure projects were in play that would
provide jobs and help fuel the econony well into the
future. He posed the question, "How do we reduce this
budget w thout collapsing our economy. Qur econony isS
j obs?" He wanted to see what type of plan the
adm nistration had going forward. He asked Ms. Pitney for
her comments.

Ms. Pitney acknow edged Co-Chair Neuman's comments and
woul d provide the commttee with the plan.

Representative WIson asked if the governor would be
| ooking at any other project that mght be reinserted that
did not have a federal match. If so, she inquired about the
criteria.

Ms. Pitney responded that within the $150 nmillion there
were a few projects that were reinserted that did not have
federal matches, but had significant returns on investnment.
She comented that the projects were mainly energy and
weat herization related as well as a few in the priority
areas for teacher housing and other rural housing |oan
prograns. Also, there were projects partially conpleted
t hrough the engineering phase that needed finishing and,
there were deferred maintenance projects. She reported a
much smaller investnent was needed in deferred maintenance
than in prior years. She suggested noving forward with it
to avoid greater costs in the future.

Representative Gara nentioned that the |egislature had
passed a renewable energy fund bill wth a non-binding
commitment of $50 million per year that would be deposited
into the fund. The noney would be wused for building
renewabl e energy projects across the state. He commented
that Governor Parnell recognized that the state had a
fiscal problem and reduced the fund from $50 mllion to $17
mllion in his place-holder operating budget. He asked if
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the funds remained in the budget or if the state was endi ng
t he renewabl e energy fund.

Ms. Pitney responded that there was $15 mllion in the
budget for the renewabl e energy fund.

Representative Gara asked if the funds were in the
operating budget or the capital budget. M. Pitney stated
that the funds were capitalized in the operating budget and
spent in the capital budget. She responded, "both."

Representative Gara commented that he did not think the
comm ttee had ever heard such an answer before.

1:57: 33 PM

Ms. Pitney revealed slide 13: "All Agencies Contributing."”
She described the funding reductions for each agency
between the FY 15 managenent plan and the endorsed budget.
She reported that Judiciary [Alaska Court System] was
virtually unchanged with the exception of a reduction |evel
in the work-in-progress version of alnost 3 percent. She
continued that the governor's 30 percent decrenent on the
slide included the reductions of the one-tine itenms for

elections. It also included a reduction in donestic
violence funding from $3 million to $1.5 nmillion. The $11
mllion reduction that Governor Wlker previously spoke

about had to do wth his imediate office; operating
expenditures for the Ofice of the Governor had been
reduced by 11 percent.

Co-Chair Neuman clarified that it did not include the cost
of elections. M. Pitney responded that the D vision of
Elections was in a separate office. The election's anount
in FY 15 was inflated because it had been an el ection year.
The governor's 30 percent reflected the election cost
reducti ons.

Co-Chair Neuman restated that the reduction of 30 percent
in the governor's agency budget was due to the fact that in
FY 16 there would not be an election. Ms. Pitney responded
affirmatively.

Representative W/Ilson stated that the governor had talked
about renoving $25 mllion in education funding. She
menti oned that she was the chair of the University of
Al aska Finance Subconmttee. She stated that the reduction
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percentage of the university's budget was not equal to that
of the education budget. She opined that it did not appear
that the percentage was taken out of the University of
Al aska budget. She wanted to know why the state would take
out nore for education than for the wuniversity. She
wondered if the governor intended to take out additional
noni es.

Ms. Pitney replied that there were three criteria. The
first criteria had to do with how nuch an agency's budget
had al ready been increased or decreased in previous years.
The wuniversity took a $16 mllion reduction in the prior
year. The second criteria had to do with the elimnation of
the fuel trigger nmechanism The DOT and the University of
Al aska were nost affected by the change. The third criteria
had to do wth the areas the state nobst depended on for
revenue. The Departnent of Natural Resources (DNR) was nost
likely to bring in revenue to the state helping to
alleviate the state's fiscal crisis.

Representative WIlson wanted to better understand the third
criteria. She enphasized that the devel opnent of Al aska's
children should be the nost inportant criteria. She was
clear about the inportance of developing the state's
resources though DNR However, she returned to education in
conparison to the University of Alaska. Education could not
rai se the same kinds of funds as the university. She asked
Ms. Pitney to speak to her concerns.

Ms. Pitney suggested that there were two conponents of
educati on: the nonfornmula conponent and the formula

conponent. The nonformula conponent was conprised of
funding for the Departnent of Education and Early
Devel opnment's  ( DEED) adm ni stration, the small gr ant

prograns, and Mount Edgeconbe. The nonformnmula conponent had
gone up significantly. The reductions reflected in the slide
were the DEED prograns outside of the K-12 fornul a.

Representative W/Ilson reported that the previous night the

$25 mllion was formula noney, not nonformula noney. She
clarified that her question was about the $25 nmillion in
the fornmula affecting direct education. She posed the
guestion about what funding was nore inportant; the

university's budget or the fornmula funding for education.
She was nostly concerned that the $25 million came fromthe
f ormul a.
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Ms. Pitney replied that the fornula reduction was a 2.5
percent reduction in spending; it was not represented in
the chart on slide 13. She enphasized the chart reflected
only nonfornula conmponents. The 2.5 percent would fal
between the DNR and the Department of Public Safety (DPS)
if the formula had been represented on the chart.

Representative WIson comented that education was being
hit twwce with two different types of cuts. She was stil
trying to understand.

Representative Minoz referred to the budget summaries in
which there was a $1.35 billion FY 15 Mnagenent Plan. It
showed a $91 nmillion or a 6.8 percent reduction. She asked
Ms. Pitney to explain the decrease.

Ms. Pitney recalled that she talked about the $15 nmillion
energy fund nonies being capitalized in one budget
[operating] and landing in another budget [capital]. She
indicated that the 6.8 percent had to do with the forward
funding of education. The governor talked about a 10
percent reduction in the forward funding. She referred back
to the FY 15 managenent plan. She explained that the $1.3
billion included the $90 million one-time funding.

Representative Minoz nmintained that the one-tine funding
was approximately $40 million for a period of three years

Ms. Pitney clarified that the one-tinme funding of $90
mllion all in the FY 15 budget included $40 million for FY
15, $32 mllion for FY 16, and $19 mllion for FY 17.

2: 05: 32 PM

Representative Minoz asked if two of the three years of
one-tinme funding had been renoved.

Ms. Pitney confirmed that two of the three years were taken
out of the budget. She also explained that additionally the
di fference between forward funding education at 90 percent
and 100 percent was renoved.

Representative Munoz sunmmarized that two years of one-tine
funding plus 10 percent of noney that was already
appropriated for forward funding was being renoved fromthe
budget .
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Ms. Pitney corrected Representative Minoz's interpretation
by clarifying that the state was taking the two years of
forward funding outside the formula funding and then only
forward funding 90 percent. She added that sone options
woul d be to forward fund at 100 percent, 50 percent, or not
at all. If the state did not forward fund in the current
year then the entire anmount would have to be paid in the
following year. The admnistration wanted to act prudently
by forward fundi ng nost of the funds.

Representative Mnoz asked if the state was taking 10
percent of the noney away from what was forward funded for
the current year.

Ms. Pitney responded that the state was forward funding
again for the next year. She explained that forward funding
for FY 16 adjusted for student nunbers was left in the
budget. The state was forward funding again for FY 17 at 90
per cent .

Co-Chair Neuman interjected that nornmally the state forward
funded education so that the education community knew its
| evel of funding for the following year. The |egislature

allocated $1.2 billion into the education fund. He
recollected that the policy was inplenmented through
legislation introduced by former Representative John

Harris. He clarified that the governor wanted to fund at 90
percent which he estimted to be $100 mllion to $120
mllion less than at 100 percent.

Representative Minoz asked if the state was taking 10
percent less in FY 18.

Co-Chair Neuman indicated that the state would be forward
funding 10 percent less in FY 17 than was funded in FY 16.

Representative Pruitt stated that by forward funding
education at only 90 percent the state was placing a burden
on itself in the followng year. He stressed his concern
with the state posing additional pressure on itself by
slowy scaling back on forward funding education. He
wonder ed about reductions to the percentage of funding into
the future. He reenphasi zed his concern.

Ms. Pitney explained that the 90 percent forward funding
was the anpunt being deposited into the bank for a year or
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two. Co-Chair Neuman asked if the state made interest on
t he noney.

Ms. Pitney responded that the noney was in the short-term
i nvest nent strat egi es.

Co- Chair Neuman commented that sone of the 10 percent was
made up in interest.

Ms. Pitney anticipated that there would be some interest
earnings depending on the investnment strategies. Her
understanding was that the forward funding dollars would be
placed into short-term investnents. The |egislature would
determne at what |evel education for FY 17 should be
funded once it received a report, anticipated in the sumer
of 2015, regarding the K-12 fornula studies. She conveyed
that the 90 percent funding nonies were being placed in a
separate account simlar to a savings account. The state
had the CBR, statutory budget reserves (SBR), and the
education fund. Were the forrmula funding dollars were
deposited did not dictate the education funding for FY 17.
Sinply put, it determ ned how nuch noney woul d be placed in
one bank account versus anot her.

Representative Pruitt opined that assunptions were being
made about the forrmula and about how nuch the state
intended to spend on education in the future. He thought
the state was being presunptuous due to the fact that the
| egislature had not had the opportunity to discuss the
formula and the next step. He reiterated his concern and
hesitati on about maki ng assunptions about education and its
f undi ng.

2:11: 58 PM

Representative Gara observed that the state had done a
three-year education plan wth nonforrmula funding of
approximately $42.9 nmillion in FY 15, $32.2 mllion in FY
16, and reduced by another $12 mllion in FY 17. He asked
if any of the $32.2 mllion outside the base student
all ocation (BSA) nonies designated for the FY 16 school
year were going to be cut.

Ms. Pitney confirmed that all of the funding outside of the
BSA was cut fromthe budget for FY 16.
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Co-Chair Neuman clarified that all nonforrmula funding
outside the BSA for year two and three would be reduced.
Ms. Pitney responded affirmatively.

2:13: 34 PM

Ms. Pitney turned to slide 14: "FY2016 Capital Budget." She
expl ained that the slide summarized all of the funding in
the capital budget. She reported that the majority of
federal match and |everage capacity funds were primarily
for the DOI and a small portion was for the DEC. She

reported t hat after reappropriations for ener gy,
weat heri zation, and housing projects $15 nmllion was |eft
in UG which would be used for the renewable energy fund.
There was a small anmount in naintenance and project
conpl eti ons. She reported t hat t here wer e t wo
reappropriations as part of the capital budget. The first
reappropriation was $22 mllion from Aerospace and the

second was from the Munt Spurr geothermal project, a
project that has ceased noving forward.

Co-Chair Neuman asked how nuch noney was left in the
account [for the Munt Spur Geothermal Project]. M. Pitney
estimated $12.5 million but indicated it could be nore. Co-
Chair Neuman asked if it was out of $40 million or $42
mllion.

Ms. Pitney comrented that she thought it was out of $25
mllion. She agreed to provide the commttee with the
correct figures. She continued to the category of safe
communities in which two progranms were funded through felon
funds. Lastly, there was a small anount of funding for the
U.S. chairmanship in Arctic Policy.

Representati ve Munoz asked about t he $15 mllion
reappropriated to the renewabl e energy fund. She wanted to
know if the reappropriation affected any projects currently
underway or if the funds were excess nonies from projects
al ready conpl et ed.

Ms. Pitney responded that the only reappropriation from
energy noni es cane fromthe Munt Spurr geothermal project.

2:15: 48 PM

Ms. Pitney advanced to slide 15: "UGF Revenue Scenarios: FY
14 to FY 19 (return to $100 oil)." She indicated that she
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was going to provide three scenarios, the first of which
was the nobst optimstic. In reviewing the graph she
expl ained that the vertical bars depicted the UG spendi ng
over the previous three years. The black |ine represented
the state's tax revenue based on the current forecast from
the Departnment of Revenue (DOR) that reflected a return to
an oil price of $100 per barrel. She proposed that even if
oil prices returned to such a level the state would need to
continue to size down.

Ms. Pitney scrolled to slide 16: "Reserves Projection at

Forecast." She suggested that the state's savings would
last through FY 22. In FY 22 there would be close to $1
billion in the bank. The chart did not adjust for comng

down 25 percent.

Ms. Pitney reviewed the next case scenario in slide 17:
"UGF Revenue Scenarios: FY 14 to FY 19 (return to $85
oil)." She indicated that the second exanple was nore
noderate. If the price of oil returned to $85 per barrel it
woul d satisfy 65 percent of the state's current spending.

Ms. Pitney turned to slide 18: "Reserves Projection at $85
oil." She reported that at $85 per barrel of oil the
state's savings would |ast through the end of FY 18.

Ms. Pitney advanced to slide 19: "UGF Revenue Scenarios: FY
14 to FY 19 ($50 oil)." She stated that the current oil
price of $50 per barrel was less than 40 percent of the
state's spending |evel.

Ms. Pitney revealed slide 20: "Reserves Projection at $50
oil." She reported that at the end of FY 17 the state would
only have $2 billion in reserves which would provide sone
bridging into FY 18.

Co- Chair Neuman observed that to be prudent the state would
need to look nore towards the conservative side of the
price of oil. If the price of oil per barrel went up above
$50 that would be beneficial for state government. However,
he was nore concerned about the level of spending at which
the state could afford to provide prograns and services. He
noted neeting state mandates, the state's current savings
anount, and current oil projections. He opined that the
governor was clear that everything would be on the table
when |ooking at the presentation. If the state did not
expect to have a gas project online before FY 22 or FY 24,
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serious budget restraints would have to be inposed. He
proposed that the state look to private industry where it
coul d. Governor Wl ker tal ked about speaking with educators
and doing the very best with the resources the state had.

2:19: 47 PM

Vi ce-Chair Saddler asked if the governor had a floor for
draws on reserves under any price scenario.

Ms. Pitney reported that a floor had not been set. The
adm nistration wanted to see the forecast hold true and
have five years. However, she infornmed the conmttee that
the state had to have a contingency in place in the event
that the price of oil stayed at $50 per barrel. The reality
was that the price of oil was not very well correlated with
the cost of services in Alaska. She offered that the state
had to switch from a conversation about what price of oi
supported the state's budget to what size government was
right for Alaska. She alluded that the next slide in her
presentation woul d address the question.

Co- Chair Neuman nentioned that early in the day he received
news of a conpany new to Alaska investing up to $1.2

billion to produce a considerable amount of additional oi
into the Trans-Al aska pipeline. The price of oil was
decreasing while nore oil would be comng into the

pi peline. He hoped to receive the best outlook on what the
state had as far as investnents. He also nentioned having a
di scussion on credits to see if they were worKking.

2:21:51 PM

Representative Edgnon pointed out that after hearing
presentations from the Legislative Finance Division and
from the Ofice of Mnagenent and Budget it was necessary
to not only apply restraint on state spending, but to also
apply limtations on cutting. He used the revenue sharing
program as an exanple. He suggested that if revenue sharing
was cut by 100 percent in one year the state would
potentially incur nore costs and problens than antici pated.
He indicated he was not directly advocating for one
parti cul ar pr ogram He wonder ed i f t he Val ker
Adm nistration had had the opportunity to talk to any of
the bond rating agencies about bal ancing cuts and
preserving prograns that would continue the health of
communities. He opined that it may help the state to better
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transition to the point where the state had additional
revenues or the state could downsize its spending at a nore
even decent.

Ms. Pitney addressed Representative Edgnon's bond rating
question. She reported that the bond raters were concerned
with the state's structural deficit of having only one
source of revenue. They were also concerned with the sheer
magni tude of the difference between the state's revenue
stream and its expenditures. She indicated that they would
be | ooking for a balance in the state's choices and actions
regar di ng revenue and spendi ng. I n response to
Representati ve Edgnon' s coment s regar di ng muni ci pa
revenue sharing she reported that it was a forward funding
item simlar to education. It ran on a three-year average
of what was capitalized in the fund. Al things being equal
wi thout capitalizing the fund in the current year $57
mllion was available for the conmunity revenue sharing
program in FY 16. She estimated that in FY 17 the three-
year average would be about $38 million. The adm nistration
wanted to see revenue sharing funding at a higher |evel of
$50 mllion in FY 17. She was not sure if the state would
have to change the three-year average stipulation or would

have to add additional nonies to the $38 mllion figure.
She nmentioned that if the revenue sharing portion for FY 17
was $38 nmillion there would still be $78 million in the

revenue sharing fund going into the following year. The
gquestion about revenue sharing was advanced forward several
years sooner than anticipated. She stressed that the
governor and the admnistration were very supportive of
| ocal governnent and did not want to put nunicipalities at
risk. She reiterated the nunbers; $57 mllion in FY 16, $50
mllion in FY 17, with $78 nillion remaining in the fund
[Note: $12 mllion added from capital to bring FY 17 up to
$50 mllion from $38 million]. She hoped the circunstances
woul d change after FY 17 such that oil prices would recover
and enable the state to catch up financially. She was
hopi ng the situation would change in tine.

Representative Edgnon appreciated Ms. Pitney's explanation
and t he | onger term vision she present ed. | f,
hypothetically, the state reduced the nmunicipal revenue
sharing down to zero within a one-year period of tineg,
villages in his district such as Koliganek or New Stuyahok
woul d not have anyone in the city offices. He nmade it clear
that it would be counter-productive.
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2:27:21 PM

Ms. Pitney asserted the inportance of preserving strong
comunities around the state. She nmintained that it would
take the state nmaking conscious choices on how to nanage
its budget to avoid negatively inpacting the snmaller
comunities.

Co- Chai r Neuman indicated that his office has had
di scussions with several departnents about how i nportant
schools were to their community. He furthered that
community activities ranging from funerals to basketbal
ganes took place in schools. He wanted to make sure school s
continued to be central to their comunities. He has had
di scussions across the board with nultiple departnents to
ensure protecting Alaska's comunities in the best way
possi bl e.

Ms. Pitney advanced to slide 21: "Wuat's in an Al aska
Budget ?" She commented that there was a vast disconnect in
val ui ng governnent based on oil prices. She admtted that
al t hough she knew a |ot about the university, there were
many things the state did that she was not aware of prior
to being in her position. She relayed that there were 128
t housand students in K-12 schools, 500 schools, and 53
school districts around the state. She remarked that the
breadth of what the state did and what the state depended
on government to do was vast. She observed that Al aska had
the largest airport system and the |argest narine highway
system in the world. She had considered how to rationally
approach determning how nmuch the state should spend on
government. She stated that she would introduce two
di fferent approaches.

Co- Chair Neuman recogni zed Representative Andy Josephson in
t he audi ence.

Ms. Pitney scrolled to slide 22: "Average Total State
Expenditures."” She suggested that if the state |ooked at
its population and it's spending relative to all of the
other states in the country, the expected spending for
Al aska would equal about $5.3 billion. If the states with
the |argest expenditures (California, Florida, Texas, and
New York) were renmoved from the cal culation of the nationa
average, then Alaska's projected spending would be about
$4.8 billion. She elaborated that the nunbers did not
account for Al aska having the largest airport system or the
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| argest marine highway system Nor did it account for any
cost of living adjustnents or geographic adjustnments. She
reiterated that the predicted spending for Al aska based on
the national average fell between $4.8 billion to $5.3
billion. She opined that the nunbers differed drastically
from the state's $2.2 billion revenue stream on $50 per
barrel oil. She provided the information on the slide to
gi ve context.

Co-Chair Neuman interjected that the Legislative Finance
Division provided information the previous vyear that
reported the state was down to about $7,200 per person.

Ms. Pitney added that the nunber included the Pernmanent
Fund that she assuned the $5.3 billion did not count the
Per manent Fund.

2:32: 08 PM
Ms. Pitney turned to slide 23: "Inflation and Population
Adj ust nent Approach.” She stated that there was another

approach to determning the size of governnent in Al aska.
She reported that in conparing the current operating budget
adjusted for both inflation and population to those in the
1980s not nuch had changed. In |ooking at agency operations
in 1998 at a tinme when Al aska's governnent operation costs
were the | eanest, the state's budget figures would be about
$3.2 billion if adjusted only for inflation. The figure

would junp to $4 billion if a population adjustnment was
added. The state's current proposed budget was $4.26
billion, not remarkably far from the conparison and with a
revenue stream of about $2 billion at $50 per barrel oi
prices.

Co- Chair Neuman conmented that in 1998 oil production was
at 2 mllion barrels of oil per day.

Ms. Pitney concurred. She suggested that the question was
not how Al aska's governnent should size into $50 per barre
oil. Rather, the question should be what size governnent
shoul d Al aska have and then manage revenue accordingly. She
mai ntained that the admnistration planned to attain
addi ti onal revenues through resource devel opnent.

Ms. Pitney continued with slide 24: "UGF Revenue Scenari os

and FY 16 Spend by Category." She explained the vertical
bars on the chart. The orange bar [Titled:-25 percent bel ow

House Fi nance Conmmittee 18 01/23/15 1:32 P. M



FY 15] reflected a 25 percent reduction from the FY 15
budget in agency operations leaving a very snall capital
budget and the statew de conponents the state is obligated
to pay. The light blue vertical bar [Titled: FY2016 UGH]
indicated the current budget proposed with 6.5 percent
agency reductions. The vertical bar with two colors of blue
[Titled: FY16 Agency Ops] represented agencies, shown in
dark blue, plus formula prograns, shown in light blue. She
offered that the difference between the FY2016 UG- bar and
the FY16 Agency Ops bar was capital and statew de
operations. The dark blue vertical bar [Titled: Nonfornula]
represented agencies, none of the formula programs. She
proceeded to explain the horizontal bars included in the
chart. The purple bar indicated revenue at the $50 per
barrel of oil price. The green horizontal bar was revenue
at $66 per barrel of oil, the price used for forecasting
for FY 16. The last line, delineated in black, represented
revenue if the price of oil per barrel returned to $100.
She relayed that even with a 25 percent reduction in the
budget the state would be dependent on sone |evel of
savings even if oil reached a price of $100 per barrel. She
mai ntained that the discussion needed to be about the
desired size of government necessary to serve Al aska.

Ms. Pitney concluded her presentation by referring to the
addi ti onal handouts which included a sunmary of the total
budget, a sumary of the capital budget, and the project
detail of the capital budget. She reported that she would
be forwarding departnent details to the Legislative Finance
Division within two weeks.

2:37:02 PM

Representative Gara expressed his concern about the cuts to
educat i on. He conveyed several reports from school
districts in Mt-Su, Anchorage, Juneau, and Fairbanks about
the inpacts they face from the cuts in FY 15. The WMat-Su
expected an approximate $3 mllion shortfall. The Fairbanks
Par ent - Teacher Association estimated a loss of 35 to 70
staff menbers. Anchorage estinmated a loss of 210 to 220
staff. He opined that the proposed reduction of $32 nillion
for FY 16 would result in even greater cuts. He conmmented
that with the new adm nistration there probably had not
been tinme to properly conb through the agencies to find
duplication. He wondered if Ms. Pitney would be willing to
speak with the school districts prior to the amended budget
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deadl i ne of February 18, 2015 to try to avoid nore cuts to
educati on.

Ms. Pitney mmintained that there were deep cuts everywhere
in the budget. The reductions totaled $140 million or 6.5
percent of the budget. She agreed that education was of
value and a priority. She reported that the education
portion of the budget was reduced to a |esser degree than
in other areas and that she was open to working with the
school districts. She pointed out that the state had to cut
back and that all entities would have to be part of the
downsi zi ng.

Representative Gara reenphasized working with the school
districts.

Vice-Chair Saddler wanted to hear that the admnistration
planned to retain enough noney in reserves for the AKLNG
project. He opined that the state needed to put sonme nobney
on the table for the project. He wanted her to make the
assertion that the admnistration was going to maintain the
ability of the governnment to pay for the project if and
when the tinme canme to make the investnent.

Ms. Pitney reported that the gas pipeline was a very high
priority. She stated that the funding nodel night be
different froma G- cash nodel. However, she stressed that
enabling the gasline to nove forward was front and center
of the administration's agenda. Resource developnment was
the way in which the state could depend on a revenue
source. She restated that it was the highest priority and
that the adm nistration would be |ooking for ways in which
to fund the project outside of just a cash nmechanism to
move it forward. The revenue potential should nake its
feasibility possible.

Vi ce-Chair Saddler asked about the governor's nunber one
priority. M. Pitney responded that the gasline project
held the highest potential to increase state revenue. She
furthered that other questions would becone |ess pressing
i f the state increased its revenue with gasline
devel opnent .

2:42: 39 PM

Representative Pruitt asked about tax credits. He asked if
Ms. Pitney could provide information detailing when the
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credits would run their course. He wanted to know how nuch
remai ned outstanding and if new credits were being added.
He wondered about any outstanding credits under Al aska' s
Cl ear and Equitabl e Share (ACES).

Ms. Pitney relayed that she did not have any specifics but
suggested over the followng few years the projection was
that the credits would cone down. There were sonme sunset
provisions at which tinme certain credits would drop off
after FY 16. She asserted that Conm ssioner Hoffbeck woul d
be speaking to the conmttee in the followng week and
woul d be able to answer Representative Pruitt's question.
She signified that she would nake sure the conm ssioner was
prepared to answer the question.

Co-Chair Neuman assured the conmittee the question had
al ready been forwarded to the conm ssioner. He added that
the DNR finance subcommttee would be |ooking further at
tax credits. He would be |ooking for answers to what drove
the tax credits from 35 percent to 45 percent for two
years.

Representative Minoz asked if the budget i ncl uded
additional nonies for staffing for Medicaid expansion
within the Departnent of Health and Social Services (DHSS).
Ms. Pitney responded that there would be a reallocation of
staffing. In looking at the proposed budget the DHSS was
downsi zing dramatically wth program changes. If the
Medi caid expansion passed, staffing would be paid wth
federal funds at 100 percent for the first vyear until
Decenber 2016. The funding would step down to 90 percent
funded over four years. She intimated that it was a shift.

Representative Munoz asked about the nunber of staff needed
to inplenment the expansion of the Medicaid program M.
Pitney did not have the inmredi ate nunber but would provide
it to the conmttee. She reported that there would be
significant information sessions on Medicaid expansion.

Co- Chair Thonpson referenced the governor's speech fromthe
previ ous evening and asked about holding small conmunity
menbers harmess from retirement system penalties. He
stated that currently, termnation studies were required if
an enployee was termnated. He remarked that the studies
were costly. He asked if the state would incur additiona
costs if nunicipalities were held harmess from the 22
percent requirenent to carry a termnated enployee. M.
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Pitney responded that she was working on determ ning an
answer .

Representative WIlson referred to slide 21 and estinated
that (excluding K-12 students) 1 in 41 Al askans were in
custody or offenders. She opined that it was a high nunber.
She gave another exanple related to state university and K-
12 enpl oyees. She also observed that 1 out of 4 Al askans
were currently Medicaid beneficiaries. She gave additiona
exanpl es and concluded that the state's budget was driven
by circunstances that she felt were not being addressed.
She suggested that privatizing the ownership of state |and
or devel oping the land coul d generate additional revenues.

Co- Chai r Neuman responded to Representative WIlson's
comments that he would be looking forward to upcom ng
| egi sl ati on. Representative WIson confirmed she woul d | ook
into his suggestion.

Vice-Chair Saddler asked M. Pitney if she had seen
anything seriously alarmng about the state's budget or
anything that had encouraged or disheartened her since
taking on her current position. He wanted her to describe
t he best and the worst that she had seen.

2:49:38 PM

Ms. Pitney suggested that rather than being alarnmed she was
presented with the realization of the interrelationship
between public defenders, the <court system troopers,
corrections, and prosecutors. If a change was made in one
area, there wuld be a trickle effect, potentially a
dramatic one, in the other areas. For exanple, a court case
that had to be tried within a certain anmount of tine
activated so many other things into notion. The interplay
between the agencies, her exanple in particular, and the
cost drivers in one area and how they affected other areas
contributed to her "ah ha" nonents since she started her
new position.

Vice-Chair Saddler asked if it was an, "ah ha!" or an "oh
no!'" Ms. Pitney responded, "yes!"

Representati ve Edgnon commented that from where he sat it
seened |egislators would be back at the table in the
following year meking additional reductions and grappling
with the sane issues that they were faced with in the
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nmonment. They woul d be naking attenpts to keep things viable
in the short-termas well as in the long-termfor the State
of Al aska. He inquired if the admnistration had
contenplated getting statewi de feedback. He asked this
because cutting the budget was the hardest thing to do in
the legislature. He continued that it would be difficult
anywhere including within the admnistration as well as
within the |legislature. He opined that to make cuts
properly an understanding of the value of prograns was
essenti al . Under st andi ng  what was happening at t he
community level, the regional I|evel, and the statew de
| evel was inportant. He argued that it was very difficult
to do in a 90-day session as the body that appropriates. He
mai ntained that it would be challenging for legislators to
dig into the state prograns and services and to nake
judgnments as to the true inpacts of the program cuts. He
asked if the governor discussed having sone sort of
statewide forum or partnering with other Al askans to nake
the difficult choices.

Ms. Pitney relayed that sone of the first phone calls she
made upon starting her position were to entities that she
knew communicated wth Jlarger audiences regarding the
state's fiscal situation. She nentioned Comnmonwealth North
and Common Ground, two social and econom c research groups.
The administration's plan was to begin engaging Al askans
for ideas. There was a website created to engage Al askans
for ideas. She enphasized that everyone involved in public
policy needed to take the tinme to educate the broader
public regarding the situation the state was in and the
choices it was faced wth. She opined that until the wde
audi ence understood the sheer magnitude of the state's
fiscal issue, Alaskans would have a difficult tine
accepting the cuts or revenue opportunity. Currently, she
was uncertain if the larger public understood the cuts that
were required. The current reduction would be significant
across every entity and every service. She rem nded the
commttee that this was only the first step, less than a
quarter of a 25 percent targeted reduction. There were
things the state would have to choose not to cut. The
adm nistration's preference was to choose the things that
were of |ower value. However, she clainmed that everything
that state governnment did had a value to someone. She said
that the state would have conversations, whether in a forum
or an Alaska summt. She acknow edged that the task would
be hers after session. The governor and |ieutenant governor
woul d be helping. During session she would also be doing
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some of it. She indicated that the task could not be up to
just one person. She expressed her appreciation of Cdiff
Grove of Common Gound for comng up with an application,
Common Wealth North for providing its fiscal ©policy
studies, and the transition teamfor its help comunicating
with comunities. Educating the state would be a huge
priority and did not rest in one place. However, she
stressed that the adm nistration would play a huge role in
it.

Co-Chair Neuman remarked to Representative Edgnon about
having the discussion previously. He expressed that it was
crucial that all of the finance legislators tell the
state's story to the public about its budget circunstances.
He remarked that Representative Minoz suggested sending
commttee nenbers out to comunities to relay the budget
process. He comrented about partnering with the public in
creating a better wunderstanding of what the state was
facing. He stressed that the bottomline was that the state
coul d not spend noney that it did not have.

Co-Chair Neuman discussed the agenda for the follow ng
neeti ng.

#
ADJ OURNVENT

2:57: 46 PM

The neeting was adjourned at 2:57 p.m
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