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HB 1001 was HEARD and HELD in commttee for
further consideration.

Co- Chair Neuman reviewed the agenda for the day. He rel ayed
that M. Teal would be discussing the state's revenue and
financial situation. He also let the commttee know that
Comm ssi oner Fischer of the Departnent of Admnistration
would be reviewwng sonme information concerning union
contracts.

#hb1001
HOUSE BI LL NO. 1001

"An Act neking appropriations for the operating and
| oan program expenses of state governnment and for

certain pr ogr ans, capitalizing funds, maki ng
reappropriations, naking capital appropriations, and
maki ng appropriations wunder art. 1X  sec. 17(c),

Constitution of the State of Al aska, from the
constitutional budget reserve fund; and providing for
an effective date."

1: 09: 54 PM

Co- Chai r Neurman recogni zed Senat or G essel and
Represent ati ve Josephson in the audience.

DAVI D TEAL, DI RECTOR, LEQ SLATIVE FINANCE DI VISION (LFD),
directed the coonmittee's attention to the provided handout.
He began his presentation with slide 1. He pointed the top
chart showing unrestricted general fund (UGF) revenue and
expendi tures. The expenditure |ine [Budget] was depicted in
red. It decreased from FY 14 to FY 17 and renained flat
af t erwar ds. He suggested that the spreadsheet was
changeabl e; expenditure assunptions could be adjusted up or
down. The baseline was shown on the slide. He continued to
explain that the blue line represented the Departnent of
Revenue (DOR) fall revenue forecast. He pointed out the gap
bet ween expenditures and revenue, referred to as the fiscal
gap or the deficit. The deficit was close to $4 billion in
FY 15 and over $3 billion or $3.2 billion in FY 16. The
deficit sinply meant the state spent nore noney than there
was revenue resulting in depleted reserves as shown in the
| oner graph on the slide. The Constitutional Budget Reserve
(CBR) was shown in blue and the statutory Budget Reserve
(SBR) in red. The SBR was expected to be depleted entirely
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in the amount of $2.8 billion in FY 15. In addition the
state would be wusing sonme of the CBR balance. The CBR
bal ance by the end of FY 15 would be about $9.2 billion.
Each year there was a deficit the reserves went down.

M. Teal continued that many people | ooked at the graph as
if there was not a problem because reserves extended out
until 2025. The state's fiscal problem became evident if
the fall forecast for revenue was changed. He suggested
| ooki ng at the spring forecast.

1:13:18 PM

Co-Chair Neuman welconed Representative Vasquez to the
neeting. He asked M. Teal to refer to the top chart
poi nting out the increase in revenue. He wondered about the
price of oil per barrel assum ng production of 500 thousand
barrel s per day.

M. Teal stated that production was currently about 500
barrels of oil per day but was falling. He referred to the
third LFD chart in mnmenber packets (copy on file). He
i ndicated that the chart showed the price of oil reflecting
the spring revenue forecast. He surmised that part of the
problem was that in looking at the fall versus the spring
forecasts the fall forecast was higher. There was not a
great deal of difference over several years. However, in
the near future there was $1 billion or nore of a
di fference. The actual price of revenue was predicted to go
from the low to md $60s for the forecast for FY 16,
rapidly recovering and clinbing higher than any prices
Al aska had experienced previously. Looking at the graphs
again where the fall forecast showed reserves declining and
conparing it to the spring forecast that showed a m nor
change, adding them together resulted in the reserves no
| onger |asting beyond 2025; they would be gone by 2022. The
prices in the forecast were at higher levels that Al aska
had seen.

Co- Chair Neuman acknow edged Representative Kito IIl in the
audi ence.

Vi ce-Chair Saddler asked about DOR s revenue forecast and
the outlook for production for the following 4 years. He
wondered if the departnment's nunbers were known, proven, or
pr obabl e.
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M. Teal stated that DOR changed its forecasting
nmet hodol ogy. The departnent wused to be criticized for
overestimati ng producti on and at t he same tinme
underestinmating pricing. The result was that the production
and price estimates canceled each other out. The overall
forecasts were fairly accurate. However, DOR changed its
forecasting practice 3 years previously. The forecast
i ncluded known nunbers and different probabilities for
future production, depending on where producers were in

their process. If they were naking investnents towards
production it indicated high probability. If the producers
sinply found oil it did not factor into the forecast as

heavily. The Departnent of Revenue did adjust for the
probability of future devel oped fields.

Vi ce-Chair Saddler suggested that sone people would say
that every forecast was wong. He understood that a person
could not predict the future exactly. He asked if the
forecasting was nore accurate than in the past 10 to 20
years.

M. Teal believed the production forecasts were nore
accurate. Production was on the constant decline. He
pointed to production figures on a page (copy not on fileO.
He indicated that ~current production was about 500
[thousand barrels per day] and was anticipated to drop to
400 and below in the near future. He explained that even
with high oil prices, the production decline caused total
revenue to be lower than in other years wth sinmlar
prices.

1:18: 47 PM

Representative Gara stated that he did not want to engage
in a debate about prior oil taxes. However, he was
realistic about having to discuss ways to raise revenue
including oil or other proposals. He wondered whether the
chart seenmed to show that at high prices ($110 or $120 per
barrel of oil) the state used to be able to generate a
surplus. He suggested that wunder SB 21 [QIl and gas
production tax legislation which passed in 2013] at high
prices the state was not able to generate surplus. He asked
M. Teal to share his views on the subject.

Co-Chair Neunman remarked that Representative Gara was
di gressing away fromthe | egislation before the commttee.
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Representative Gara was not trying to go backwards but
forwards into the future. He nentioned firing every Juneau
enpl oyee and still not being able to fund the budget. He
enphasi zed the need to do sonething.

M. Teal indicated that from his perspective the oil tax
structure currently generated nore revenue than under
Al aska’s Clear and Equitable Share (ACES). It was nore a
phi | osophi cal or a political argunent rather than a
techni cal argunent. Sone people | ooked at the situation and
said that high prices revenue remained low. It primrily
had to do with the |oss of production because the price of
oil did not nmatter if there was not any to sell. He
concluded that no matter what the tax was, the difference
was between the tax mechanisns that change from one price
t o anot her.

Co-Chair Neunman redirected the commttee to focus on the
current |egislation.

1: 21: 26 PM

Representative Gara remarked that it was an issue that
woul d have to be addressed.

Co- Chair Neunman responded that the topic was the state's
current fiscal situation.

Representative (Gattis sunmarized M. Teal's previous
statenment. She thought he stated that with current prices
the state was getting nore for its oil than it would have
wi thout SB 21. She really wanted to be clear because of the
current reality; the state had low oil prices and a budget
the legislature was trying to bal ance.

Co- Chair Neuman acknow edged Senator Donnie dson in the
audi ence.

Vice-Chair Saddler referred to the second chart on the
first page, "Budget Reserves by CBR and SBR " He asked M.
Teal to differentiate the CBR from the SBR including their
ori gins and bal ances.

M. Teal explained that the SBR was established prior to
1990. It was established in recognition of the fact that
the state's primary source of revenue was oil and that it
had a volatile revenue source. Prices were volatile and
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therefore the revenue was volatile. In order for governnent
to function reserves were needed. The state began setting
aside noney in the SBR In 1991 there was a constitutiona
anmendnent creating the CBR fund. At the tine the bal ance of
the SBR was transferred into the CBR The big difference
was that the SBR was available to spend at any tine at any
anount with a sinple mpjority vote. The Constitutional
Budget Reserve required a super mgjority vote of three-
quarters in each house in order to access it. Access was
also possible wth a sinple majority under <certain
conditions; those conditions had not been net since 1990
when it was established.

Vice-Chair Saddler relayed the information that he was
providing to his constituents. He discussed how the funds
were specifically set up by the legislature and the people
to provide savings that the state could draw on to pay the
expenses of government when day-to-day oil income was no
| onger sufficient, a situation that the state currently
faced. He asked if the CBR and SBR were established for the
reasons he cited.

M. Teal acknow edged that Representative Saddler's was a
fair assessment. He added that there were two reasons for
having reserves. The first was to cushion short-term
volatility such as with a short-term decline in oil prices
acconpani ed by overestinmated revenues in a given year. The
reserves would be available as a shock absorber when
forecasts were off. The second reason had to do with a
prol onged shortage of revenue. The reserves would then be
used as a long-term shock absorber. The reserves were never
meant to be large enough to address a structural deficit.
He clarified that a structural deficit was defined as a
long-term deficit. The reserves were really established to
address revenues below expenditures. However, when the
state had excess revenues noney would be added back into
the reserves. He nentioned the difficulty of cutting
positions and progranms and trying to reestablish them when
revenues recovered, hence the reserves. He reiterated that
it was nmeant for bouncing the expenditure line around. It
was a different issue when the state was constantly bel ow
the expenditure |ine.

1: 26: 30 PM

Vi ce-Chair Saddl er commented that nany people often thought
that the legislature spent noney and did not pay it back
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He asked for a brief history about how well the CBR was
repaid for previous draws.

M. Teal responded that whenever noney was renoved fromthe
CBR it inplenented a section of the constitution that was
referred to as a "sweep." Wenever the state took noney
from the CBR, the general funds and all sub funds were
swept at the end of each year into the CBR to replenish the
fund. The fund reached a higher balance in 2013. The state
had reserves of about $16 million in FY 14. However, the
state had massive deficits burning the reserves quickly. As
long as there was a gap in the budget the state would
continue burning the reserves. |In the end, once the
reserves were gone and the deficits remai ned ongoing, there
was no choice but to reduce expenditures all the way down
to revenue | evels or generate new revenues.

Representative WIson understood the vote of 21 to access
the SBR and that the account would be exhausted at the end
of FY 15. She also understood that it took a three-quarter
vote to access the CBR She wondered if there was any
provision in the constitution that anticipated a decline in
oil production excluding price. She asked if any other
savi ngs accounts were instituted other than the SBR and CBR
t hat coul d be accessed if needed.

M. Teal stated that the first of the accounts was the
Per manent Fund. The Permanent Fund structure did not allow
the fund's principal to be spent. However, the earnings of
the fund were designed for use when oil revenues tapered
off to the point that it no |onger supported governnent

The expectation was that the state would begin using the
Per manent Fund earnings. The state did not have any other
| arge savings accounts unless endowrents were included
(e.g. Power Cost Equalization (PCE) fund). Co-Chair Neuman
remarked that the PCE fund had a bal ance of approximtely
$1 billion. M. Teal confirmed Co-Chair Neuman's figure. He
al so considered the Al aska Hi gher Education Investnent Fund
to be an endownent; the fund had a balance of about $460

mllion. The |l ast fund he | ooked at as an endownent was the
Public School Trust Fund, which had about $1.2 billion
until it was enptied in the current budget cycle. He

reported that there were no other funds that renotely
approached bal ances of nore than $100 million or nore.

1: 30: 28 PM
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Representati ve W | son want ed clarity regar di ng t he
Per manent Fund. She wunderstood that the Permanent Fund
basically had two pots of noney, one from which dividends
were paid and one containing earnings. She wondered if she
was accurate. She wanted to confirm whether there were
addi ti onal assurances put into place when the constitution
was formul at ed.

M. Teal explained that the Permanent Fund had two
accounts: the corpus account and the earnings reserve
account. The corpus could not be touched as outlined in
Al aska's constitution and the earnings reserve account held
all of the earnings of the principle and the earnings
reserve itself. In other words, all of the earnings of the
fund accurul ated in the earnings reserve account. D vidends
were paid from the earnings reserve account, which had a
bal ance of $8.5 billion. Dividends were based on a five-
year noving average of realized earnings, roughly $1.4
billion in 2015, and the state paid inflation proofing. If
the earnings from the fund were greater than dividend
inflation proofing then the earnings reserve account grew.
The growth of the earnings reserve account depended on the
rate of return on investnments of the Permanent Fund.

Representative WIson had heard that the state could fire
all of its enployees several tines over and not nmake up the
state's deficit. She speculated that nuch of the state's
issues had to do with formula prograns, prograns that the
state paid out. She provided exanples including Medicaid
and the school fornula (noney the state paid out in
grants). She nentioned the state previously capping sone of
the prograns. She wondered if the state should be | ooking
nore at the cap approach versus an unlimted anount of
nmoney being paid out for prograns.

M. Teal detailed that in the past there had been a nunber
of formula prograns that had been prorated. In order to
prorate forrmula prograns statute had to be in place to
allow the state to do so. There was statutory |anguage in
the education formula regarding prorating. There was also
statutory |anguage regarding PCE. Sone formula prograns
such as Medicaid were considered entitlenent prograns,
nmeaning that if an individual was eligible and had need of
the program services would be paid. It was not a matter of
prorating Medicaid because it would difficult to determ ne
when to begin prorating. He suggested the hypothetical
scenario of cutting people off saying that no one could get
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sick after May. He enphasized that Medicaid would be a very
difficult programto prorate. However, it did not nean that
Medi caid was uncontrollable. It neant that there were other
nmet hods for controlling Medicaid costs such as waivers.
Every state was allowed, to some extent, to design its own
Medi caid program both in terns of who was covered and what
servi ces were cover ed.

1:34:51 PM

Representative WIson remarked that the state had a
conplicated budget. It was not sinply addressing one area
of costs.

Co-Chair Neuman interjected that some questions were very
inportant in order for the public to wunderstand what
| egi sl ators discussed regul arly.

Representative WIson asked about options the departnent
mght have in controlling <costs versus changing or
i npl enenting statutes. She wondered if the departnent could
make a change in formulas or if such changes would have to
occur by changing the |aw.

M. Teal responded that both potentially applied. He
referred to a time two years earlier when the |egislature
debated the permssibility of upper and |ower ventures in
one year. Under Medicaid rules the state could receive one
per year. Mst changes would have to cone through statute
nodi fications. There were regulations that acconpanied the
statutes. In the late 1990s and early 2000s the | egislature
was very concerned about Medicaid costs escalating rapidly
and wanted better control of the costs. The departnent
responded that while it i npl enented regulations the
| egislature would have to enact corresponding | aws,
potentially a two-year process. Assuming the |egislature
wanted to reform Medicaid, results wuld not happen
rapidly.

Co- Chair Neuman suggested the committee would hear nuch
nore on Medicaid in the foll ow ng week.

Representative WIson used Medicaid as an exanple. She
remenbered having a discussion a few years earlier about
the heating assistance program when the state was seeing
high costs for energy around the state. The federal
governnent had a limt on its funding. The state foll owed
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suit by limting the amobunt of assistance. After the first
year of the program existing without a cap the state
realized the overwhelmng cost and initiated a |imt. She
believed there were several formula prograns wthin
different departnents that could be capped. She indicated
she was trying to look at the larger picture keeping in
mnd the history of oil price fluctuation. She understood
that inposing caps in statute was not a quick fix but m ght
be an exanple of one way to help with the deficit.

1: 38: 40 PM

Representative Gara asked about the governor's budget
nunbers. He asked M. Teal if he could plug the governor's
budget nunbers into a spreadsheet. M. Teal asked for
clarification about which nunbers Representative Gara was
referring to. Representative Gara responded that he was
tal king about the governor's budget nunbers filed for the
current special session. M. Teal responded in the
negative. He suggested the nunbers would not show in his
nodel .

Representative Gara asked M. Teal to show the current oi
prices (approximately $66 per barrel) and the decline in
budget reserves based on the budget passed by the Myjority.
He wanted to know how quickly the state's savings would run
out. M. Teal relayed that he had entered $70 per barrel of
oil into his nodel.

Representative Gara asked M. Teal to input $66 per barrel
of oil. M. Teal responded affirmatively.

Co- Chair Neuman recogni zed Representative Drummond in the
audi ence.

M. Teal pointed out that the line hardly changed when
inputting oil prices between $65 and $75 per barrel. He
continued that at any price below $80 per barrel, revenue
was not very sensitive (the gap would be nearly the sane
with prices between $40 and $70 per barrel). He explained
that at an oil price of $65 per barrel the state had a very
| ar ge, | ong-term unsust ai nabl e, structural deficit.
Reserves woul d be gone before FY 19.

Representative Gara asked M. Teal to nove the budget up by

$79 and then down by $79 in order to see the effect on the
time in which the state savings were depl eted.
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M. Teal changed the Iine on the chart from $20 to $90 for
the capital budget. It did not matter where the noney was
spent. It reflected an increase of $70. He pointed to the
line that noved on the chart.

1: 42: 03 PM

Representative Gara asked for verification that whether the
chart noved up or down by approximately $70 mllion the
state reserves would decline to zero in about three years.
M. Teal responded affirnmatively.

Representative Gara directed attention to questions asked
by Representative WIson about using the earnings reserves
of the Permanent Fund. He expressed that he was not a fan
of the idea. He received a neno from Legislative Legal
Services indicating that if the state spent from the
Per manent Fund earnings reserve it would result in |ower
di vidends. He wondered if M. Teal disagreed with the
concl usi on.

M. Teal responded that if that was all the state did, any
noney renoved from the Permanent Fund on a perpetual basis
woul d reduce dividends in the future. The reduction would
be phased in over a five-year period.

Co-Chair Neuman welconed Representative Pruitt to the
neeti ng.

Representative Gara had an additional problem with using
the earnings reserve. He suggested that even though people
saw a high nunber of $8 billion, the figure fluctuated. He
relayed that in 2008 and 2009 when the stock market
performed poorly the earnings reserve of the Pernmanent Fund
was so low that the state came close to not having enough
for a dividend payout. He continued that in high stock
mar ket years there was a significant amount in the reserves
fund. He asked if it was fair to say that the reserves
account went up and down based on narket performance. M.
Teal replied in the affirmative.

Representative Gara stated that sonme people thought the
econony was in for a stock market retraction. |If the
Legi sl ature began spending from the earnings reserve of the
Per manent Fund there would be a chance that there would not
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be enough noney in the fund to pay a dividend and
i nflation-proof the fund. He asked if he was accurate.

M. Teal responded that the earnings reserves noved up and
down no matter what the state did. If the stock nmarket
performed well then there would be plenty of noney to pay
di vidends, inflation-proof the fund, and add to the
reserves. If there was a bad year in the stock market the
reserve balance could fall. He furthered that if inflation
proofing and divi dends exceeded the anobunt of earnings in a
given year then the balance would fall. He believed it was
in 2008 or 2009 that the state cane very close to having an
i nsufficient balance in the fund to pay dividends.

1:45: 08 PM

Representative Gara referred to M. Teal's presentation on
page 1. He asked about the top chart that showed a flat
line of spending. He commented that w th population growth
and inflation, the flat spending line indicated |ess and
| ess noney per person in the state in real dollars. He
asked if he was correct. M. Teal replied in the
affirmative.

Representative Gara asked whether nore cuts would be
required if the state's spending remained flat. Cuts could
i nclude reductions to education on a per-person basis, to
senior services on a per-person basis, or to other
services. He wondered if he was correct.

M. Teal responded that Representative Gara was correct. He
noted that if the budget remained flat and was not
increased for inflation purposes, it would have the sane
i npact on spending as a cut as large as inflation.

Representative Gara opined that the budget before the
committee was not a sustainable budget unl ess the
| egislature did sonething to increase revenues. Options for
generating revenues included inposing an incone tax,
raising sales tax, or adjusting oil taxes. He asked M.
Teal if he agreed that the budget was not sustainable. M.
Teal did not believe the budget was sustai nabl e.

Co-Chair Neuman informed the conmttee that the governor
had announced he would be having neeting in Fairbanks in
early June 2015. The governor had invited sone people to
acconpany him to discuss sone of the fiscal issues. He
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relayed that the governor was taking the lead on the
di scussi ons.

1:48: 10 PM

Vice-Chair Saddler nade reference to the coment made by
the legislator to his left about the budget passed by the
Majority. In actuality, the legislature passed the budget.
He asked about M. Teal's comment about being surprised at
the large reductions the legislature was able to make. He
asked M. Teal to expound on his comment.

M. Teal pointed to Figure 3 [Page 5] of the packet. The
chart showed per capita UG- revenue and budget history
adjusted for inflation. It was directly responding to
Representative Gara's comments about how nuch the state
spent per person as inflation eroded the spending of the
expenditure and as there were nore people to serve. He
hi ghlighted that 2016 agency expenditures on a per capita
basis were as |low as they had ever been previously. In the
early 2000s there were a few years were the state was
fairly close. There were two or three years where the state
was below current spending. There was always the question
anytine there was a deficit as to whether the state had a
spendi ng problem or a revenue problem The answer was one
of the two or a conbination of both. He turned to the chart
and pointed out that when revenue increased in the 1980s
expenditures followed. He explained that the big capital
budgets were highlighted in yellow Agency expenditures
also grew. He confirnmed that the same thing happened after
2005; revenue junped resulting in larger capital budgets
and agency budgets increased. They were presently on a
dowmmward trend but at its peak the real per capita
expenditures were |lower than in the 1980s. The state's
current |evel of spending was high per capita; there were
only 4 other years in history where the per capita
expenditures were higher. He did not see the situation as
an expenditure problem He saw revenues as the problem
Revenues on a per capita basis were by far the | owest since
1975. In reading across the chart the state had deficits in
the early 2000s with state revenues of about $4 thousand
per capita. He pointed to the $5 thousand dollar mark and
then at the mark of $3 thousand per capita in revenue.
Currently the state was at the Ilowest per capita in
revenue.
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Co- Chair Neunman remarked that when |ooking at the agency
operations costs, represented by the dark blue |ines, the
day-to-day agency operations, the state paid the sane as
was spent in 1977 when the state |ikely had about |ess than
hal f as many people as it did now He thought the chart was
interesting. He noted that when there was an assunption
that the legislature or the government spent a | ot of noney
per capita per person within the State of Al aska He asked
M. Teal if he was correct.

M. Teal invited conmttee nenbers to turn to the last two
pages of the handout to further answer what the state was
doing in the current year. He referred to the Senate
version of the budget rather than the conference conmmttee
budget. For the purpose of review it did not matter which
budget was being referred to. The point of the chart was to
determine how many years of spending was unwound in the
current year's budget. He highlighted in yellow, agency-hby-
-agency, the budget closest to the FY 16 |evel of spending.
He summarized that on an overall basis, four years' worth
of spending was unwound. The state was back at spending
|l evel s of FY 12. Sone agencies were three years back and
sonme reached back as far as FY 08. He stated that there
were sonme nassive reductions. He referred to Representative
Gara's question as to whether he was surprised at what the
| egislature had cut. He relayed that he would have been
surprised to see a 5 percent reduction, but the actual
reduction was 9.9 percent. |If the anmounts were adjusted for
inflation, the |egislature unwound approxinmately 7 years'
worth of spending, back to FY 09 levels. He reiterated that
sone agencies were nore and sone were |ess. He reported
that DHSS and DEED accounted for the |argest expenditures.
The Departnent of Education and Early Devel opment Educati on
took up over 30 percent of the state's budget, and DHSS
foll owed closely behind. Together the budget for DHSS ad
DEED nmade wup 60 percent of the state's available UG
Budgets for the University of Al aska, DOC, and DOT were the
only other ones exceeding 5 percent of the overall budget.
O her departnents were small in conparison.

1: 55: 42 PM

Co-Chair Neuman asked M. Teal to return to the chart on
page 9 of the handout that showed agency operations
adjusted for inflation 2014. He though it was an
interesting chart that basically described to the public
what the |egislature recommended for reductions in state
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government for the current year. He asserted that the chart
reflected a dollar-for-dollar evaluation adjusted for
inflation. He suggested that the legislature rolled back
agency operations worth nore than half of the departnents
within the State of Alaska. He opined that it was a fairly
dramatic reduction. At the sane tinme the state |ost 60
percent of its revenue streamin the previous fall within 5
or 6 nonths. The legislature reacted to try to slow down
the burn rate of spending in order to ensure funding
availability in the state saving accounts for governnent
into the future. Mny of the departnent budgets, al nost
half of them were rolled back 7 or 8 years. He noted his
concerns in reducing the budgets for DOC and DPS that m ght
have | ong-range effects on the econony such as job |osses.
Even these budgets were rolled back 4 years. He indicated
that the page told him nore about what the legislature did
to reduce agency operations wthin state governnent. He
highlighted that it showed how many years were rolled back
depart nment - by-departnment. He enphasi zed the descriptiveness
of the page.

Vi ce-Chair Saddler stated that people fromhis district had
been telling him that the legislature should prioritize
these itens. As he |ooked into the audience he saw nmany of
the people who had been authors of those nessages. The
chart before the comrittee showed clearly that the
| egi sl ature had and continued to prioritize education and
health and social services. He wshed the press were
present so that they could carry the nessage to their
viewers and readers. He believed it was an inportant
nmessage Al askans deserved to hear.

Vice-Chair Saddler told of his experience hearing from
people that the state governnent was bloated and that it
was spending nore and nore of whatever it had. The previous
chart contained UGF revenues. He clarified that the state
did not have a bloated government. The state generated the
| onest revenue per capita in nany years. He asked if he was
correct.

M. Teal stated that Vice-Chair Saddler was correct that
the state was at $5 thousand per capita agency spending. He
asserted that agency spending was di scussed because of both
the formula and non-formula funds running through the

agencies. The other spending was capital in yellow and
statew de expenditures depicted in light blue. The nunber
equaled $1.5 billion. Luckily half of the nobney was the tax
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credits and $200 mllion of debt service nonies, and $250
mllion for retirenent.

1:59: 30 PM

Vice-Chair Saddler referred again to the blue lines in the
previous two year. He wondered what percentage of the solid
blue line indicating agency operations actually accounted
for DEED and DHSS expendi t ures.

M. Teal restated that DHSS and DEED had renmi ned at about
60 percent of the budget. He added that the growh rates
had been remarkably simlar for fornmula prograns and non-
formul a prograns.

Co-Chair Neuman asked, "So, about two-thirds for that
line?"

Vice-Chair Saddler interjected, "I call that a priority."
He indicated that in the past sone state |eaders had wanted
to limt the drawdown of the CBR balance to a certain

level. He wondered if it was prudent to ensure that there
was sonme anount left in the CBR to act as a cushion, a
|l evel below which the CBR should not be drawn. He
understood his question mght be a policy question that M.
Teal should not answer. He also asked if there were any
structural problems with drawing the CBR down below a
certain |level.

M. Teal remarked that it was a policy choice. He indicated
he liked a certain level [Note: M. Teal referred to a
level on a chart not specified]. He relayed that his job
was to nmake sure the legislature did not get into fisca
probl ens. People who wanted to see a higher |evel of
expenditures mght be confortable with a certain |evel
during a year or nore of a bad deficit. He suggested that
the bal ance that was acceptable to the |egislature should
depend on the volatility of revenue sources. If the state
relied on inconme tax, sales tax, property tax, and other
taxes, nore stable revenue sources, then a higher |evel of
reserves would not be needed. Alaska currently had an
extrenely volatile revenue source, which l|ead him to
conclude that the state al so needed an extrenely high |evel
of reserves. He corrected hinself by saying that Al aska did
have a high level of reserves. He thought |egislators had
been to National Conference of State Legislatures (NCSL)
conferences where reserve balances were discussed as a
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neasure of state fiscal health. In those presentations
Al aska was typically renoved because its reserves distort
the entire nation's picture. He suggested exam ning why
Al aska needed a significant |evel of reserves. He asked how
anyone could budget when in one year the state had $9
billion and within two years the state had $2 billion. The
volatility in the state's revenue was |arger than the
budget. Other states look at a 5 percent decline in revenue
as a nmmjor crisis.

Co-Chair Thonpson asked if DOR had nmde any projections
associated wth additional production as a result of
increased activity occurring presently or esti mat es
reflecting the effects of the expiration of tax credits at
the end of 2016.

M. Teal suggested that DOR m ght have the information but
he had not seen it. He relayed that DOR typically generated
a single production forecast. The forecast was risk-based
but included possible and probabl e production increases. He
believed that the production increases the departnent was
| ooking at were nore than offset by the declines. The net
loss was going down to 400 [thousand barrels per day]
according to DOR projections. The Departnent of Revenue
could certainly change risk neasures; however, he did not
have access to the nunbers.

2:04: 52 PM

Co-Chair Neunman believed that DOR forecasted $450 million
in small producer credits for the year, but the actual
credits equaled $700 million for the year.

M. Teal relayed that the small producer tax credits were
expected to decline. They were stacked to sone degree in FY
15 and FY 16. He explained that part of the reason for the
decline from FY 16 to FY 17 was that the tax credits were
supposed to be declining from $700 million to about $250
mllion in a certain period [Note: M. Teal pointed to an
unspeci fied curve on a chart].

Representative WIson wanted her constituents to understand
the options the legislature had certain questions. She
explained that her questions did not necessarily reflect
her position on an issue. She maintained that there was a
difference of opinion anobngst comittee nenbers about
certain issues. She believed that there were things that
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could be done to further reduce spending while others
preferred to spend addi ti onal noney.
She opi ned that Al askans had the right to be infornmed about
the state's different fi nanci al accounts, how they
correlated, and the growh of the accounts. She expressed
her displeasure wth other nenbers’ interpreting the
meani ng of her questions.

Co-Chair Neuman did not believe anything was neant to
of fend Representative WIson personally.

Representative Gara acknow edged that he had no idea about
the views of Representative WIson. He remarked that al
menbers should be nutually respectful.

Co-Chair Neuman urged all nenbers to do their best to be
respectful.

2:07:44 PM

Representati ve Kawasaki br ought up Representati ve
Thonmpson's coments on projections for oil and gas tax
credits. He noted that DOR released historical information
on production tax credits. In his freshman year as a

| egislator the state did not have any refundable oil and
gas tax credits. He continued that in the previous year
prelimnary nunbers were about $600 million in refundable
tax credits, $625 mllion in 2015, and $700 in the com ng
year. He opined that the legislature should be review ng
the anmounts of the credits and the total anount. He
remarked that it was a "spend" and was within the state's
tax code. He asked if it should be part of the discussion.

M. Teal thought it was part of the discussion. Tax credits
were included in the forecast and were declining. The graph
did not provide a history but it was available. He
suggested that the tax credits had been fairly |large.
Another way to look at the tax credits was to view them as
a loss of revenue rather than an expenditure. He expl ai ned
that it was debatable how to treat a tax credit. Certainly
the tax credits clained by the mmjor producers was a
reduction of revenue. The tax credits that were refundable
appeared as an expenditure. He asserted that both were
really reductions in revenue. If the expenditure |ine was
reduced by $700 million in conjunction with reducing the
revenue line by $700, the deficit would remain the sane.
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Co-Chair Neunman commented that there were a nultitude of
tax credits invol ved.

Representative Kawasaki asked about the snmall producer
credits under SB 21 [G | and gas production tax |egislation
passed in 2013] amobunted to $44 nillion in the previous

year, rose to $50 nmillion, rose again to $60 mllion, then
began to taper off. He asked about the credits used agai nst
tax liability and the refundable credits |ooked to be

increasing in the followi ng several years. He relayed that
in FY 07 showed $600 million in tax credits, $1.4 [billion]
in FY 15, $1.2 [billion] in the following vyear, $1.3

[billion], and $1.8 [billion]. In terns of t he
sustainability of the budget whether credits used against
the liability or refundable credits, which were actually

expendi tures, the nunbers seened to be increasing according
to DOR [Note: Representative Kawasaki referred to an
unspeci fied docunment]. M. Teal indicated that he did not
have the revenue forecast in front of him

Co-Chair Neuman interjected that no one else on the
committee had the information Representative Kawasaki was
referring to.

M. Teal reported that when he | ooked at the information he
focused only on the expenditure side. He furthered that LFD
took the revenue forecast as a given. He had not | ooked at
the detail to determne what was built in by DOR and how
much was attributable to the regular tax credits for nmjor
producers. He added that LFD did track tax credits nore
carefully and relayed that they were projected to drop from
the current level of $700 [million] to roughly $250
[mllion]. After looking at his paperwork he confirmed that
the tax credits were supposed to drop from $716 [m i on]
to $400 [million] to $250 [million] in the future.

Co-Chair Neuman interjected that care had to be taken
because sonme of the «credits were done under ACES
| egi slation and sone were done under SB 21.

2:12: 28 PM

Represent ati ve Kawasaki pointed out that when he first took
office there were no costs associated with tax credits. The

state did not have a refundable tax credit at all. It was a
very significant expense. He also noted that the credits
used against liability due to the per-barrel credit that
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woul d conme into effect soon seenmed to keep growing off the
chart. He asked the presenter to refer to figure 3. The
light blue bars on the chart representing UG revenue for
statewi de operating costs would be growi ng. Wereas, the
dark blue representing agency operations such as funding
for schools and troopers would be declining. He opined that
it was alarmng that the big blue |line was not being |ooked
at as part of the problem

Co-Chair Neuman remarked that he believed the conmttee
had. He explained that in |ooking at statew de operating
costs a noratorium on school bond debt reinbursenment was
i nposed, a statewi de salary freeze was inplenented for both
uni on and non-union enployees, and there was a freeze on
education funding to nane a few

M. Teal responded that Representative Kawasaki was correct
that when he took office the tax credits did not exist.
However, the statewi de operating costs in 2006 were |ess
than $300 mllion total. Statewi de expenditures were
conprised of debt service. The legislature had started
i ssuing general obligation bonds. He reported that bonds
had been paid off at a certain point in tine [Note: M
Teal pointed to an wunspecified place in Figure 3]. The
bonds were issued and currently the debt service was over
$200 mllion per year.

M. Teal continued to explain that in 2008 both retirenent
costs and the tax credits began. The grow h represented by
the blue Iine was primarily retirement costs. Both went to
$700 million in the current year. Retirenent costs had al so

clinmbed over $700 mllion in the previous year. The
| egislature took action in the prior year depositing $300
billion of state assistance to the retirenent funds as well

as applied the changes involved in re-anortization. These
actions reduced the amount to $250 million in the current
year. He commented that it was a massive $500 nillion
reduction in retirenment debt. Currently, tax credits mde
up half of the statew de budget. The |egislature addressed
the other nmjor statewi de expenditures: bond debt and
retirenent.

2:16:14 PM

Co- Chair Neuman added that the |egislature reduced agency
operations by $444 nmllion from the prior year to the
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current year. M. Teal asked which docunent Co-Chair Neuman
was referring to.

Co-Chair Neuman responded that he was |ooking at the
spreadsheet nunbered 1516.1 titled, Gas State Fisca

Summary. He relayed that the state had $444 nmillion in
agency operations and about $477 mllion in capital. He
noted that M. Teal had stated that there was $450 nmillion
to $500 million less in retirenent costs in the current
year because about $3 billion had been paid into the
retirenment finds. Instead of having to pay $700 million in
the current year, the state had to pay about $200 million

The state reduced the statewide agency operations by
approximately $1.4 billion fromthe previous year. M. Tea

agreed that what Co-Chair Neunman stated was true after
correcting for the retirenent.

Co- Chair Thonpson reported that the tax credits were put in
place due to declining throughput. The state had to do
sonething to encourage new investnent, new drilling, and
new oil into the line. It was also done to encourage
production in Cook Inlet. He thought the credits were
working. Al of a sudden the state went from brown-out
practices in Anchorage and the possibility that the state
woul d run out of gas to currently there was not a problem
He relayed that have of the tax credits applied in the
previ ous year were associated with Cook Inlet. There were

smal | producers on the North Slope drilling, exploring, and
di scovering new oil, confirmng that the tax credits were
wor ki ng. Al so, the anmount of equipnent the Al aska Railroad
was shipping to the North Slope, such as drill stens, pipe,

and equi pnent was at an all-tine high over the previous ten
years. He el aborated that there was three tines the tonnage
that was hauled to the North Slope in the current vyear
conpared to the prior year. The tax credits were al so being
reduced. The state reached $750 million in tax credits in
the current year, a surprise to the state. Both ACES and SB
21 credits applied. The state doubled up because there was
an expedited amount of tinme for producers to submt them
The state was projected to payout $250 mllion in credits.
He reenphasized that the tax credits had worked. Once oil
was found it took tw to three years to  build
infrastructure before the oil hits the line. The state
woul d not see imediate results. However, he felt that the
state would see a turn-a-round and an increase in
producti on.
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Co-Chair Neunman noted that there would be plenty of
di scussions on oil and gas taxes in the future.

2:19:40 PM

Representative Mnoz agreed wth Co-Chair Thonpson that
there was a conbination of tax credits for Cook Inlet and
the North Slope under two different structures (one under
ACES and one under SB 21) that equaled the $700 million and
were expected to go down in the followng few years. She
thought it was very fair to tell the entire story when
di scussing the tax credits.

Representative Gara agreed with Representative Mmnoz and
Representative Thonpson that smartly witten tax credits
encouraged production. However, the state had to have an
oil tax that could afford the credits, which he thought was
the problem He comented that the state had probably saved
itself roughly $750 mllion by paying down the retirenent
debt. Had the state not chosen to do so, the current
retirement paynment would have equaled about $1 billion
rather than $250 million. Although the savings did not show
anywhere, the state had saved noney by paying down the
debt. He reenphasized a savings of about $750 million in
the current year and wanted to verify his nunber.

Co-Chair Neuman thought the retirenent expenditure was
going to be about $700 mllion instead of $1 billion.

M. Teal relayed that depending on the anortization nethod
used (the Alaska Retirenment Managenent Board preferred
| evel dollar) the paynents would have been just over $1
billion in the current year instead of $250 mllion that
the state was paying.

Representative Gara gave credit to the good bi-partisan
wor k that was done.

Co-Chair Neuman asked conmmttee nenbers to be mndful of
the time as the Departnment of Administration was also
present to discuss union contracts before the end of the
meet i ng.

2:23: 07 PM

Representative Gara stated that the cloud over everyone's
heads was the inpending governnent shutdown. He asked about
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the state's financial status if the |egislature remained at
an inpasse on the budget beyond July 1, 2015. He had heard
from OMB that there was noney available as a result of
del ayi ng paynents to nmintain government operations through
August 27, 2015. He wondered if there was also a
continuation budget for FY 16 to keep operations running.

M. Teal stated that the legislature was not |ike the U S.
Congress where there was an option to pass continuing
resolutions. The legislature either passed a budget bill
and made the appropriations or did not. Congress had an
authorization and an appropriation process. If the state
did not have a signed appropriation bill the state could
not spend noney from the treasury. He was uncertain of
Representative Gara's reference to a plan, but there was
not a continuing resolution that would take effect to
enabl e spending if a signed budget was not in place.

Co- Chair Neuman remarked about previous votes on the House
floor that failed. He discouraged nenbers from entering
into a discussion about those votes.

Representative Gara believed it was clear that wthout a
budget by July 1, 2015, there would be no funding [for FY
16] . He asked if he was correct. M. Teal responded in the
affirmative.

Co- Chair Neuman added, "If there is no noney, there is no
noney. "

Vi ce-Chair Saddler asked if there had ever been a situation
in which the governor had introduced a new operating budget
before signing or vetoing a budget bill passed by the
| egislature and transmtted by the legislature. M. Teal
did not believe so; however, he could not swear that it had
never happened.

2:26:49 PM

Representative Gattis cited that the legislature had been
unable to get the votes to access the CBR to fully fund the
FY 16 budget. She asked M. Teal if he was famliar wth
any other econom sts such as those at Commonweal th North,
and at the |Institute of Social and Economc Research
(I'SER). She relayed that in ISER s report there were sone
technicalities that, upon further research, may allow for
access to the CBR and the use of income from the Pernmanent
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Fund. M. Teal had not seen the report Representative
Gattis was referring to.

Representative Gattis wanted to look at all of the options
i ncluding those suggested by outside experts. She reported
that the House was four votes short of passing a budget.

Co-Chair Neuman responded that there were many options and
the legislature would be |ooking at every possible option
avai |l abl e.

2:28:51 PM
AT EASE

2:34:42 PM
RECONVENED

Co- Chai r Neuman reviewed the history of the union
contracts. He reported that in the present year the
| egislature passed legislation that froze salaries at the
current level elimnating increases in salaries for wunion
and non-uni on enpl oyees. The changes were made in an effort
to slow down the growh of government. Although the salary
i ncreases were frozen, step increases were not affected and
equated to approximately $32 million per year. The salary
i ncreases for non-union enployees totaled about $18 nillion
and sal ary i ncreases for uni on enpl oyees equal ed
approximately $35 mllion or $36 nillion. The discussion
that was to pursue would focus on the governor's request in
HB 1001 to finance a salary increase of 2.5 percent for
uni on enployees to honor year three of the state's union
contract.

Representative GGattis asked the comm ssioner to explain
sonme terms, such as "step", for individuals working in
private industry.

Co-Chair Neuman suggested that the departnment provided
definitions on the first page of the presentation.

2:36:43 PM

SHELDON FI SHER, COWM SSI ONER, DEPARTMENT OF ADM NI STRATI ON
expressed his thanks for the opportunity to appear before
the coomttee. He explained that due to the tinme constraint
he would be noving quickly through the slide presentation
to allow tinme for questions at the end. He would focus on
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the nmonetary terns and potentially the bargai ning process
if time all owed.

Co- Chair Neuman asked Commi ssioner Fisher to explain step
i ncreases. Conm ssioner Fisher indicated the answer to Co-
Chair Neuman's question was part of the slide presentation.

Comm ssi oner Fisher referred to slide 3: "Bargaining Units

(BU)":

Contracts That Expired on June 30, 2014 (Nunber of
Enpl oyees)

* | BU -I nl andboat nens’ Uni on of the Pacific (624)

« MEBA - Marine Engi neers Beneficial Association (94)
« MW -Masters, Mates and Pilots (98)

Contracts That Expire on June 30, 2015
* ACOA - Al aska Correctional Oficers Association (947)
e LTC -Public Enployees, Local 71 (1,690)

« TEAME —-Teachers’ Educati on Association of M.
Edgecunbe (29)

Contracts That Expire on June 30, 2016

e ASEA - Al aska State Enpl oyees Association (8, 303)
» APEA - Al aska Public Enpl oyees Association (2,278)
» CEA -Confidential Enployees Association (188)

Contracts That Expire on June 30, 2017

e AVTECTA - Al aska Vocational Technical Center Teachers
(38)
* PSEA -Public Safety Enpl oyees Association (491)

Non- Cover ed - Exenpt, Partially Exenpt and Excl uded
(1,378)

Conmi ssioner Fisher outlined that the state had 11
bargaining units (BU). Each BU negotiated three-year
contracts. He pointed out that the first three BU contracts
expired in the prior year and were negotiated the previous
fall as well as the first <contract for the Al aska
Correctional Oficers Association (ACOA). The nonetary
terms of these four contracts, representing a little over
12 percent of the state's workforce, were before the
| egislature for consideration. The departnent was currently
in negotiations for the followng tw contracts for the
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Public Enpl oyees, Local 71 (LTC) and the Teachers'
Educati on Association of M. Edgecunbe (TEAME); the two
units equal ed about 11 percent of the state's workforce. He
furthered that in the fall of the current year,
negoti ati ons would begin for contracts that expired on June
30, 2016 representing about 73 percent of the state's
wor kforce). He pointed out that the contracts currently
before the legislature in addition to contracts it would
consider the following session, represented roughly 95
percent of the state's overall workforce. He would be
di scussing it further as he went through the presentation.

2:39:12 PM

Comm ssi oner Fisher turned to slide 4. "Mnetary Terns":

In addition to negotiated Cost of Living Adjustnents,
St at e enpl oyees recei ve:

Merit |ncreases

o Steps A-F (A-G for General CGovernnent Unit menbers)
on the sal ary schedul e;

* Represent an increase of approximately 3.5% every
year providing the enployee’s performance is
consi dered “acceptable or better;”

e Automatically awarded unl ess a proactive action is
taken to deny the nmerit increase through a tinely
per formance eval uation

Pay | ncrenents

e 3.25% i ncrease awarded every two years providing the
enpl oyee’ s performance is “acceptable or better;”

» For adm nistrative purposes, pay increnents are
designated as steps J and above on the salary
schedul e;

* Nolimt as to how nany pay increnments an enpl oyee
can earn.

Comm ssioner Fisher offered that there were two or three
concepts related to the gromh in wages for an individua
enpl oyee. The first was a cost of |iving adjustnent (COLA).
There had been significant discussion about the adjustnent,
which he would detail in a following slide. The cost of
living adjustnent was intended to address inflation and to
protect enployees fromadjustnents in inflation.
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Conmi ssi oner Fi sher continued that there were two
addi tional concepts that were referred to as step or nerit
increases and pay increnents. He explained that nmerit or
step increases occurred within the first five years of
enpl oynent with the state. Each year, in addition to a cost
of living increase, an enployee received a 3.5 percent
increase. Following the first five years and six years for
the General Governnent Unit (GGU) pay increnents kicked in.
Pay increnents were provided every two years and equal ed an
increase of 3.25 percent. He sumarized that the salary
increases an enployee received in their lifetine was
conprised of COLA increases (nerit increases for the first
5 or 6 years of enploynent) and pay increnents.

2:41:49 PM

Commi ssioner Fisher referred to slide 5: "Mnetary Terns."
He noted that there were other nonetary ternms relating to
differential, travel pay, and training that factored into
BU negoti ati ons.

Comm ssioner Fisher continued wth slide 6: " Sanpl e
Hi storical COLAs and CPlI Conparison." The slide provided a
sense of the Consuner Price Index (CPl) increases as wel
as the negotiated COLA increases for the previous 10 years.
Over the past 10 years there had been an approximte 23
percent increase in the CPI. Each BU had a story associ ated
with the CPl percentage. Sonetines the BUs wanted sonething
else in lieu of receiving a portion of the COLA increase
for exanple. The slide depicted a range of 24 percent to 14
percent. Additionally, in the third colum from the left,
under the heading "Non-Covered", enployees received 24
percent. Essentially the practice had been to give the
state's non-covered enployees the sane COLA increase that
had been negotiated with the state's supervisory union.

Comm ssioner Fisher advanced to slide 7: "Built-ln Wge
Escal ation: COLA + Longevity." He suggested that the slide
hi ghlighted the salary increase that an enpl oyee received.
He specified that the slide represented the GEJ BU for a
10-year period from 2006 to 2015. Over the previous 10
years the conmbined COLA and nerit increases resulted in a
63 percent hourly wage increase.

Comm ssioner Fisher noved to slide 8: "Average Yearly Base

Salary for FY 14." He highlighted that the slide showed the
average annual pay by the various units. It also accounted
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for geographical differentials sonmetines paid to attract
and retain people in high-cost areas but did not include
benefits.

2:44:51 PM

Comm ssioner Fisher skipped to slide 17: "Contractua
Ternms." He indicated that there had been questions about
potential consequences if the |egislature chose not to fund
and to reject the contracts, sonmething the |egislature had
the right to do. He explained that in each contract there
was a period of negotiations. For exanple, in |ooking at
the GAU or Alaska State Enployees Association (ASEA)
contract the state was contractually required to enter into
negoti ati ons.

Co- Chair Neuman asked for clarification about what type of
enpl oyees were part of the GBU or ASEA. Conm ssioner Fisher
replied that the G&U typically represented enployees that
were secretaries, clerical workers, and sonme environnental
wor ker s.

Co- Chair Neunman asked if GG&U represented the mjority of
state enpl oyees. Comm ssioner Fisher confirmed that G3U was
the majority of state enployees. The G&U was the | argest BU
with over 8 thousand nenbers. |If an agreenent was unable to
be negotiated nenbers could take a strike vote after a 10-
day period of renegotiations. Al of the bargaining units
had some |anguage in their contracts that required the
state to enter into negotiations and renegotiate if
necessary. He added that it was his interpretation that the
departrment would not be negotiating on nonetary terns
because the l|egislature had already expressed its opinion.
Instead, it would be attenpting to find other areas of
agreenent that would continue to support the contract. He
reiterated the departnent's position that it was very
inmportant to honor the contracts. He relayed that the
contracts were entered into in good faith. The enployees
had relied upon them He believed that if the |egislature
rejected the contracts (specifically those contracts that
the legislature had previously approved the nonetary ternmns)
it would nmake it nore difficult for the state to negotiate
in the future, particularly if the state asked the unions
to forego a current benefit wth a commtnent to sone
future benefit. The adm nistration urged the legislature to
honor the commtnents that had been provided to state
enpl oyees
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Co-Chair Neuman asserted that nost of what was covered in
the remai nder of the handout was individual BU sunmari es.
He reiterated that all of the contracts were subject to
appropriation. He reviewed that the legislation that passed
reflected contract negotiations during a tinme when the
price of oil was over $100 per barrel versus the current
price below $50 per barrel of oil. The |legislature chose to
find ways to reduce the budget. He expressed the difficulty
of making a decision not to fund the salary increases.
Several legislators delivered heartfelt nessages on the
House floor on the issue. He expressed appreciation for all
of the hard work of state enployees. The decision not to
continue to fund the increases had nore to do with keeping
as many enployees in their current positions at their
present salaries rather than people losing their jobs to
fund anot her enpl oyee's increases. He reenphasized that the
vote was very enotional for nmany House nenbers.

2:50: 33 PM

Vice-Chair Saddler referred to slide 2 [Note: Vice-Chair
Saddler was actually referring to slide 4 of the
presentation]. He asked whether the ~cost of [living
adj ustment was a separate increase from the nerit increase
of 3.5 percent annually and the pay increnment of 3.25
percent every two years. Conm ssioner Fisher responded
affirmatively. He elaborated that enployees saw both the
cost of living adjustnent and either the merit increase
within the first five years or the pay increnents
t hereafter.

Vi ce-Chair Saddl er asked about the percentage of enployees
who did not qualify for merit or pay increases.
Comm ssi oner Fisher responded that the only enployees that
woul d not qualify for a nerit or pay increase were those
who had been rated below "acceptable.” He thought the
percentage was | ess than 1 percent.

Vi ce-Chair Saddl er asked the conmi ssioner to confirm that
99 percent of state enployees received automatic increases.
Commi ssi oner Fi sher answered, "Yes."

Representative Pruitt referred to slide 4 concerning the

merit increase discussion. He understood the nerit increase
existed only for the first six years of enploynment. He
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wondered if the term was set to zero again if an enployee
was pronoted to a different position.

Comm ssioner Fisher offered that it depended on the
position and the individual's circunstance. It may or nmay
not start again.

2:52: 29 PM

Representative Pruitt wanted to better wunderstand the
inmpact of not honoring the already-agreed-upon union
contracts and how it might affect the state's ability to
negotiate contracts in the future. He noted he was | ooking
at slide 17 outlining contractual terns. He wanted to
better understand the tineline.

Comm ssi oner Fisher explained the process of negotiations.
For exanple, the departnent would begin negotiations in the
fall of 2015 for those contracts that expired at the end of
June in 2016. The departnent would then come to the
| egislature wth nonetary terns during the follow ng
session. The nonetary terns would be before the |egislature
for approval or rejection prior to the expiration of the
contract. If the legislature accepted the nonetary terns
then they would go into effect. If the ternms were not
accepted additional negotiations would ensue. He opined
that there was an inportant distinction between rejecting a
previously negotiated contract approved by the |egislature
and rejecting a contract that was being presented to the
| egi sl ature for approval for the first time. In the forner
scenario where a contract was negotiated in good faith and
approved by the legislature, he felt it was inportant to
honor and respect the contract in order for the state to
maintain its credibility with the bargaining units.

2:55: 33 PM

Representative Pruitt asked about what would happen if a
vote was taken at the end of session and the contracts were
voted down. He wanted to know what actions would foll ow

Comm ssi oner Fisher reported that the state would negotiate
a revised set of ternms. Assunming that there was no
opportunity for the legislature to take action on it until

the following session, the state would in all 1likelihood
continue with the union under the current terns through
July wuntil the legislature reconvened. In the event the
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state has agreed to terms that the |egislature approved
then a retroactive paynent would be initiated to cover the
peri od.

Representative Pruitt asked about the current situation. He
wondered why "subject to appropriation” was included if it
was really not a tool in the legislative toolbox when the
state did not have noney.

Comm ssi oner Fisher responded that there was no question
that the legislature had the right to reject the contracts.
He agreed that it was a tool in the legislature's tool box.
He and the admnistration believed that there were
consequences that wuld follow from the |egislature
breaking the contract. He continued that he believed the
consequences would be nore costly in the end. The governor
had signaled to DOA and DOA had signaled to the BUs that
the state intended to negotiate very aggressively any
future contracts.

2:59: 05 PM

Representative Gattis wondered why non-exenpt [exenpt]
enpl oyees would not want to beconme union enployees if the
| egislature honored only the union enployee salary
increases. She argued that the state was sending m xed
nmessages when it did not honor all of its enployees. She
was concerned about sending a nessage to all Al askans that
one group of individuals would receive their increases
while another group would not. She felt such an action
woul d encourage enployees to join a union. She opined that
it was a poor nessage to convey. She also wanted to nmake
sure that all state workers understood that the state was
on a fiscal cliff. She stated enphatically that the state
had to do sonething different.

Representative WIson comented that the state negotiated
the terns with what it had. She did not believe that the
| egislature was being disrespectful by rejecting the
negoti ated contracts. She expressed her appreciation to all
state enployees for the work they do throughout Al aska. She
opi ned that she did not see the rejection of the negotiated
contracts as a loss of credibility. She argued that it
woul d be different if the state had a significant anmount of
noney. She asked why the admnistration did not approach
the unions in the prior nonths of Decenber through April
since it did not like the legislature's decision. The state
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did not have noney. She wanted to know why the commr ssioner
had not approached the wunions, rather than nmaking the
| egislature do it.

Conmi ssioner Fisher was wunconfortable with revealing any
conversations with the unions. He did say that the governor
had expl ored every possi bl e option.

Representative WIlson relayed that in a previous discussion
she had suggested that Commi ssioner Fisher or soneone from
DOA approach the unions with the question about what they
preferred: increasing wages but |oosing enployees, or
keepi ng enpl oyees but not receiving increases. She wondered
i f anyone had gone to the unions with the two scenarios she
suggest ed.

Comm ssioner Fisher indicated that there had been 1ong
conversations wth the bargaining units about t he
consequence of maintaining the COLA' s. The unions had been
clear on their position that the contracts should be
honor ed.

Co-Chair Neuman drew attention to the comn ssioner's
comments about honor and respect regarding the contracts.
He opined that, no matter what position a person took,
every person in the legislature and in the admnistration
honored the state enpl oyees.

3:03:19 PM

Co- Chair Thonpson reviewed the agenda for the follow ng
week that were to be held in Anchorage at the Legislative
I nformati on O fice.

Co- Chair Neuman thanked the nenbers and the presenters for
their participation.

HB 1001 was HEARD and HELD in committee for further
consi derati on.

#
ADJ QURNVENT

3:05:01 PM

The neeting was adjourned at 3:05 p. m
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