HOUSE FI NANCE COW TTEE
January 20, 2016
1:33 p.m

1: 33: 06 PM

CALL TO ORDER

Co- Chair Neuman called the House Finance Commttee neeting
to order at 1:33 p.m

VEMBERS PRESENT

Representati ve Mark Neuman, Co-Chair
Representati ve Steve Thonpson, Co-Chair
Representati ve Dan Saddl er, Vice-Chair
Representati ve Bryce Edgnon
Representative Les Gara

Representative Lynn Gattis
Representative David Guttenberg
Representative Scott Kawasaki
Representati ve Cat hy Minoz
Representative Lance Pruitt
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

David Teal, Director, Legislative Finance Division; Lacey
Sanders, Fiscal Analyst, Legislative Finance D vision;
Kel Iy  Cunni ngham Fi scal  Anal yst, Legi sl ative Finance
Division; Danith Watts, Fiscal Analyst, Legislative Finance
Di vision; Amanda Ryder, Fiscal Analyst, Legislative Finance
Di vi si on; Representative Cathy Tilton, Representati ve
Daniel Otiz, Representative Andy Josephson, Representative
Adam Wbol , Senator Pete Kelly, Senator Ma Costello.

SUMVARY

FY1l7 GOVERNOR' S BUDGET & FISCAL SUMVARY: LEG SLATI VE
FI NANCE DI VI SI ON
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Co-Chair Neuman reviewed the schedule for the current
nmeet i ng.

AFY1l7 GOVERNOR' S BUDGET & FISCAL SUWARY: LEG SLATI VE
FI NANCE DI VI SI ON

1: 34: 13 PM

DAVI D TEAL, Dl RECTOR, LEGQ SLATI VE FI NANCE Dl VI SI QN,
introduced hinself and invited his staff to introduce
t hensel ves.

LACEY SANDERS, FI SCAL ANALYST, LEG SLATI VE FI NANCE
DI VI SION, introduced herself.

KELLY CUNNI NGHAM FI SCAL ANALYST, LEQ SLATI VE FI NANCE
DI VI SION, introduced herself.

DANI TH WATTS, FI SCAL ANALYST, LEG SLATIVE FI NANCE DI VI SI ON,
i ntroduced herself.

AMANDA RYDER, FI SCAL ANALYST, LEG SLATIVE FI NANCE DI VI SI ON,
i nt roduced hersel f.

M. Teal introduced the PowerPoint presentation: "Overview
of the FY17 Budget" (copy on file). He turned to slide 2:
“"Unrestricted General Fund Revenue/ Budget History ($
mllions)." He indicated that the chart was a famliar one.
He thought it was the best introduction to the budget
because by providing a 40 year history of state spending
and revenue it provided sone perspective to the FY 17
budget. He explained that the chart showed revenue depicted
in the green background and agency budgets in dark blue.
St at ew de itens such as debt servi ce, retirenment
assistance, and fund capitalization were shown in 1|ight
blue. He continued that the capital budget was shown in
yellow, the red bars above the line represented surplus,
and the red bars below the line depicted deficits. One of
the take-a-ways fromthe chart was that spending correl ated
with revenue. In other words, the budget was flat when the
state did not have any noney, and when it did have noney it
spent it. In recent years after 2005 the state had
exceptional increases in revenue. There were al so increases
in expenditures. The increases and expenditures were not
just capital. Typically, when there was extra funding it
went towards capital projects. The first things that were
reduced when noney was tighter was the capital budget. The
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operating budget increased rapidly as well. He reported
that the state went from a budget of $2.5 billion to $7.8
billion by FY 13. It did not seem bad at the tine because
there were surpluses in every year despite the enornous
increase in spending. Revenue began to decline in FY 13.
The decline was not seen until FY 14. The response to a
declining budget in FY 13 was a snaller capital budget.

Co-Chair Neuman asked about slide 2 and about agency
operations. He wondered if the budget was adjusted for
inflation. M. Teal replied that and adjustnent for
inflation could be seen in the next slide.

1: 38: 52 PM

M. Teal advanced to slide 3: "Total Agency Operating
Budgets, Statewide Itens and Capital Budget Conpared to
Revenue (UGF Only-$billions)." He explained that it was not
necessary to adjust for inflation when conparing FY 16 to
FY 17 or FY 15 to FY 17. If the nunbers were not adjusted
for inflation the years would not be conparable and woul d
distort the picture. However, in |ooking back 40 years it
was critical to adjust for inflation. The chart reflected
from FY 13 forward. In FY 14 revenue declined by $1.5

billion. The FY 15 capital budget was reduced in response
to lower revenue. Statewide itens continued to grow. He
noted that in FY 15 revenue crashed significantly. In

reaction to the crash the state |lowered the capital budget
even further and cut the operating budget for the first
time for FY 16. He reported that FY 17 would be another
year of low projected revenue and the operating budget
woul d be about $100 million lower. The statew de budget
woul d be higher as would be the capital budget by about $75
mllion.

Representative WIson asked about the previous three
budgets and what price per barrel they were based on. She
al so asked about the actual price per barrel. M. Teal
woul d provide the information at a later tinme. The budget
was based on prices much higher than actuals.

Representative WIson asked about the price per barrel that
the governor used in his current budget. M. Tea
responded, "$56."

Co-Chair Neunman asked about the difference in the val ue of
incone to the state with oil prices between $30 and $50
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oil. M. Teal had a slide later in the presentation that
woul d provide the answer to his question.

Representative Edgnon nentioned that $400 mllion was cut
from the operating budget and $400 million was cut fromthe
capital budget. He asked about the reduction of state
enpl oyees within the past 2 years. He was thinking of a
presentation by Neal Fried nade to a commttee in Anchorage
in early Decenber [2015]. He reported 1400. He was uncl ear
if M. Fried s nunber included vacancies or actual bodies.
M. Teal responded that Ms. Pitney had given a presentation
in the Senate Finance Conmittee earlier in the norning
reporting that 600 people had been laid off since Decenber.
He clarified he was tal king about people rather than vacant
positions.

Represent ati ve Edgnon asked if it was the | ast year.

Co-Chair Neuman indicated Ms. Pitney would be nmaking a
presentation to the conmttee later in the week on Friday.

Representative Edgnon clarified that it was 600 people in
the previous calendar year. M. Teal answered that it was
from the Decenber 2014 payroll run to the Decenber 2015
payroll run. Although it did not really reflect fiscal
years one to another but provided a good conparison of
enpl oynent .

Representative Gattis reported that in the current day the

price of oil was $26/bbl. She also conmented that the
governor's budget in FY 17 |ooked larger than the budget
passed in FY 16 - a budget the legislature really worked
diligently to reduce. She remarked that $5.5 billion was
nore than $5.4 billion. M. Teal responded that she was
correct.

Co-Chair Neunman remarked that M. Pitney was currently in
the audience and would be prepared to answer the question
on Friday.

1:44: 33 PM

Representative Gara asked M. Teal to run through the top 4
itens on page 2 for statew de operations in light blue. He
al so wondered if the itens could be cut. M. Teal stated
that it was possibly "cut-able.” He concurred that
statew de operations was primarily conposed of debt service
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and state assistance through retirement progranms including
PERS and TRS. Once debt was issued there would be debt
service paynents for the followng 20 years. Debt services
paynents could be cut by a small anount by refinancing and
getting a |ower I nt er est rate. However, the only
significant way to reduce the debt service would be to pay
it off wwth cash. Since the state did not have the cash the
debt service was "uncut-able." The sane applied for
retirement costs. The state was paying for what happened in
the past. State enployees and retirees had not seen any of
the nmoney lost in the stock market, but the state had to
put it back into the retirement system Ret i r ement
assistance could be cut if the January stock markets were
reduced. There was nothing the legislature could do to cut
t he debt service.

Representative Gara wondered, aside from debt services and
retirement paynents, if there were any other larger itens
t hat coul d possi bly be cut . M . Teal r esponded
affirmatively and woul d address it in an upcom ng slide.

Co- Chair Neuman asked M. Teal to review the $5.4 billion

He stated that it was conprised of $2 billion formula, $2
billion non-formula, $1.2 billion statew de including $650
mllion for Medicaid, $228 nmillion for debt service, and
$268 mllion for retirement. M. Teal spoke of the big
crash in FY 15 and in the FY 16 budget process. The first
concern LFD had was burning through reserves at a rapid
rate. The prior year was the first year that the concern
spread throughout the legislature and to the public. People
were currently nore aware of the fiscal problens Al aska
faced than there used to be. The budget was up $65 mllion
and was reflected as $100 mllion on the chart. The bottom
line was that the state was running deficits of roughly
$3.5 billion per year. The deficits would drain the state's
reserves by the end of 2020. The reserves were conprised of
nore than just the Constitutional Budget Reserve (CBR): it
i ncluded the Earnings Reserve Account (ERA) as well. The
state did not have tine to |look at the problem as nuch as
| egi slators wanted to. He suggested |egislators would need
to take action.

1: 50: 03 PM

Representative Minoz noted that on the page containing the
operations line from FY 05 to FY 17 there was considerable
growm h. She wondered how nmuch of the growmh was attributed
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to K12 education and Medicaid. M. Teal relayed that they
were large cost drivers. He had individual graphs on each
of the agencies. He did not have the nunbers dating back to
FY 05 with him but they would all be seen in subcommttee.
He agreed Representative Muinoz was correct that the drivers
were K12 education and Medicaid. The next was state
enpl oyee costs including retirenment expenditures.

Representative Minoz asked to be provided wth the anount
of growh in the two areas and how nuch it accounted for
the growmh in the budget starting in FY 05. She also
remarked that in paying down the unfunded liability the
state's annual paynment went from $500 mllion or $600
mllion to $250 mllion. She asked how it was reflected in
the graph. M. Teal stated that it would be discussed |ater
in the presentation when |ooking at the fiscal summary. He
commented that the state assistance cost for PERS and TRS

was over $700 mllion per year. In the current year,
wi t hout the paynment, it would have exceeded $1 billion. The
| egislature had a cash infusion of $3 billion to the

retirement fund along with sone other reforns which cut the
retirement assistance paynents down to about $250 mllion
and in the current year to about $215 mllion. He thought
t he new eval uati on woul d reduce the nunber further.

Representative Munoz asked why it was not reflected in the
turquoi se [light blue] color on the graph. It appeared that
the amount for the cost was not reflective of the change.
M. Teal responded that she had a good observation. He
expl ai ned that beginning in FY 17 under the governor's plan
Per manent Fund Dividends (PFD) were paid from the Genera
Fund (GF). Because they appeared as wunrestricted general
fund (UGF) expenditures, they were placed into the
turquoise bar reflecting $700 mllion. It explained the
grow h Representative Minoz pointed out. He would discuss
it further when he reached the fiscal summary in the
present ati on.

Vi ce-Chair Saddl er nentioned hearing from his constituents
about running out of noney within 2 years. He wondered what
was different presently. M. Teal thought it was a nmatter
of philosophy and how a person saw the need to fill the
deficit. He posed the question as to whether the cause of
the deficit had to do with expenditures rising or revenues
falling. Clearly expenditures had risen rapidly. Also,
clearly revenue had fallen rapidly. Sone mght say it was
not worth arguing about. The point Vice-Chair Saddler
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brought up was inportant because the person who saw the
deficit a certain way would determne how they would
respond to it. If a person saw it as tenporary oil market
craziness then they would be justified in doing nothing

The world would return to normal and all involved would
just have to ride out the storm However, after 3 years of
$3.5 billion deficits, recl assifying t he t enpor ary
situation as a nore permanent one mght be in order. He did
not think the situation could be considered tenporary
especially given the forecast for a continued $2 billion
revenue stream and a $5 billion budget. He suggested if a
person thought the problem was due to spending then cuts
would likely be in order. He directed the commttee's
attention to the next slide.

1:55:40 PM

M. Teal scrolled to the chart on slide 4. "Real Per Capita
Unrestricted GCeneral Fund Revenue/ Budget History (2014
dollars Per Person)." He explained that the graph adjusted
for both inflation and popul ation growth. He suggested that
when adjusting for inflation and population growh there
mght be 4 or 5 agency operating budgets lower in the
previ ous 40 years. However, on a real per capita basis the
state was spending less than in any point in history.
Capital was also small relative to past years. He rel ayed
that statew de nunbers were up but rem nded nenbers that
the state was paying for the past. He surmsed that even
cutting to the $4.8 billion mark, a cut of roughly $700
mllion, filled only 20 percent of the deficit. Cutting
spending would not fill the state's fiscal gap. If a person
thought the state had a longer-term revenue problem he
would say facts were on that person's side. He conveyed
that per capita inflation adjusted revenue was the | owest
it had ever been. He queried about taxing citizens to
replace lost oil revenues. It would take approximtely
$5000 per capita. He enphasized that per capita was every
man, worman, and child. On a per worker bases it would
likely have to be tripled to cover the costs - an unlikely
solution. He concluded that the traditional ways to close

deficits, cut spendi ng or i ncrease t axes, wer e
insufficient. The state could not cut its way out of a
deficit or tax its way out of the deficit. Even a

conbi nati on woul d bring massive econom ¢ shocks.

Co-Chair Neuman asked M. Teal to clarify how many years
the state could sustain a $3.5 billion with the available
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pots of noney for appropriations. He wanted the value of
each of the different funds and the total value of all
funds. M. Teal responded that when he tal ked about running
out of reserves the CBR contained roughly $7 billion. Those
nonies would be gone after FY 18. Next, the legislature
woul d turn to the ERA which contained about the sane anpunt
of nmoney. That noney could be expended in 2 years. Once the
ERA was exhausted people m ght advocate cutting the budget
down to $2 billion in cash flow revenue. By then,
| egi sl ators would not be tal king about using Pernmanent Fund
reserves, they would be forced to use them Essentially it
woul d be unlikely that dividends could be paid at all or
the fund inflation proofed. The entire fund bal ance woul d
be about $40 million. If the fund were to earn 6 percent on
investnent the state would have about $2.5 billion to
spend. However, the scenario would place the state in an
extrenely dangerous situation. This was due to not being

able to account for $2.5 billion in interest. There were
sonme years the state could lose on its investnents and not
have any incone other than the $2 billion or so from

traditional sources.

Co-Chair Neuman recited sone estimated figures. He was
trying to place an enphasis on the tineline.

2:01:27 PM

Representative WIlson referred to slide 3. She asked if the
figures reflected the state's total actual spend for each
year. M. Teal confirnmed that the totals reflected actua
dol lars wi thout any inflation adjustnents.

Co-Chair Neuman asked if the totals included the deposits
into the CBR M. Teal responded, "No."

Representative WIson queried how much was generated in
Per manent Fund reserves. M. Teal clarified whether she was
aski ng on an annual basis.

Representative WIson responded affirmatively. M. Teal
answered that the state earned 6 percent or $3 billion. He
explained that of the $3 billion, the state was currently
inflation proofing using $1 billion. The state was also
payi ng dividends. He added that of the $31.4 billion.
the three billion that mght come in, the state was
spending about $2.4 leaving her with a surplus of $600
mllion in earnings.
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Representative WIson agreed that the state could not
maintain a $3.5 billion deficit. She furthered that by
lowering the budget to $4.5 billion or $4 billion the
| egislature would use less from the CBR in the follow ng
year. She wondered if such a course would get the state to
where it needed to be fiscally. She did not believe it was
possible for the state to maintain its |evel of spending at
$5.5 billion. She thought the budget needed to be at the
$4.5 billion level or lower. She asked for his expert
opi nion about a sustainable budget anount w thout adding
t he taxes bei ng proposed.

M. Teal could not say what the state spending |evel should
be. He comented that the people of Al aska thought the
| egi sl ature was spending irresponsibly. He suggested that
Rasnussen was getting feedback that the growh of state
government had been very high and people assuned nobney was
being wasted, as they saw nothing for it. He thought a
budget of $4.5 billion was too high if nothing else was
done in tandem The |legislature would continue to burn
through its reserves, just not as quickly, and the problem
would remain unresolved. He opined that a $2.5 billion
deficit was absol utely unsustainabl e.

2:05: 00 PM

Representative WIlson referred to slide 2. She wondered if
the state should lower its spending level to the |levels
seen in FY 04 and FY 05. She had received several charts
from different entities regarding population growh and it
being mnimal. She was unclear how to justify the current
| evel s of spending. She wondered if it was nore realistic
to use the spending levels in FY 04 and FY 05 as nunbers to
strive for.

M. Teal responded that the Legislative Finance D vision
(LFD) had been providing the graphs to the finance
subconmm ttees for the previous 4 years. He suggested that
if the legislature needed to cut back it should begin
| ooki ng at unwi nding sone of the previous increases to the
budget. He continued that in taking inflation population
growh into account the operating budget shrunk rather than
grew. He was uncertain people knew the facts. In |ooking at
t he nunbers, the budget was not grow ng rapidly |ike people
t hought. There was a $7.8 billion budget in FY 13. The
budget was currently at $5.5 billion, a $2.3 billion budget
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cut in the previous 4 years (30 percent). He queried if the
public was aware of the facts. One of the perspectives was
that the legislature was only cutting the capital budget
rat her than inposing agency reductions. However, as far as
the deficit was concerned whether $1 dollar was spent on
capital or on operations it did the sanme thing - it added
$1 dollar nore to the deficit. The problem was total
spendi ng which had fallen by 30 percent. He did not believe
the public understood the facts. He suggested the public

t hought additional cuts were necessary. However, it was
very difficult to find cuts in agency budgets. Capital
costs were cut to a little nmore than federal matching

dollars. Statewide, if the state could not unwind the debt
service and the retirements cost not much would be left to
cut. He posed the question about where to find additiona
reductions. He relayed that a $700 mllion cut would nove
the level of state spending down substantially |ower than

ever before which would result in reducing certain
servi ces. It was the legislature's responsibility to
determ ne which agencies would spend | ess and what services
would be cut. He concluded that the decisions the

| egislature had to nmake would likely take 90 days or nore
to determ ne.

Representative W/Ison understood that it was t he
responsibility of the legislature to figure out a direction
to take. However, she wanted to know a nonetary |evel of
sustainability. She relayed that the people in North Pole
t hought the state was overspendi ng because they were paying
property taxes and high energy costs. Adding nore expenses
for constituents would likely be devastating to sone in her
district. She requested a graph showing only the popul ation
grom h. She thought it would be easier to show to her
constituents. She believed the state's growh and
operations had increased substantially conpared to how nany
peopl e the state was actually serving.

2:10: 29 PM

M. Teal responded that the population had approximtely
doubled from just under 400 thousand people to just under
800 thousand currently. He would provide nenbers with a
graph that was just population adjusted. The total
adjustnment for population would be doubled. Inflation
equaled about $3 to $3.50 which tripled things. He
suggested that popul ation was responsi ble for approxi mately
2/5 of the increase [Note: M. Teal pointed to a place on
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the graph but it was unclear where on the graph based on
t he audi o] .

2:11:38 PM

Representative Gara believed that all legislators were
hired to lead even if they could not get the nessage across
to the public concerning the budget. He referred to page 4.
He wondered, in looking at the budget adjust for inflation
and population growh, if the state was sonewhere bel ow
where it was in FY 08. M. Teal responded affirmatively. He
expl ained that there were a few years including FY 03 and
FY 99 in the past 40 years that the state budget had been
as low as the current |evel of the budget.

Representative Gara wondered if the state was in worse
shape than the year M. Teal was pointing to. He noted that
legislators talked in terms of the $3.5 billion budget
deficit. The figure really depended on oil price
projections. He wondered what oil price projection LFD was
wor king from and whether the deficit could be larger than
$3.5 billion.

Co-Chair Neuman asked M. Teal to clarify whether he was
working from DOR s estimate of oil pricing. M. Teal
confirmed that LFD was using DOR figure of $56/bbl. The
price of oil had been |ess than $30/bbl. The average price
for oil currently was about $40/bbl .

M. Teal skipped to the sensitivity chart on slide 7:"FY17
Unrestricted CGeneral Fund Revenue - Fiscal Sensitivity." He
t hought it addressed the question about whether the deficit
was larger than $3.5 million. He believed it was. He
explained that iif the price of oil was $100/bbl then
revenue would equal roughly $4 billion. If oil reached
$110/ bbl revenues would reach about $5 billion. He noted
that a $10/bbl price change provided $1 billion in revenue.
He highlighted that at $30/bbl revenue was about $1
billion. At $40/bbl revenue would reach about $1.2 billion.
He continued to explain that because production was | ow and
because of the way the tax structure worked it did not
matter whether oil prices were at $30, $40, or $50 per
barrel the gain in revenue was less significant. He
indicated that at about $80/bbl revenues increased nore
rapidly.
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Representative Gara asked if the oil tax structure affected
the curve. He wondered about the 4 percent mninum tax up
to about $70 or $80 per barrel.

M. Teal responded that the state was at the floor
currently. He was unclear whether the state would be at the
floor for the entire year. It was not conpletely the floor
but just that the tax rates went very low. At the current
price it was difficult to generate revenue.

2:15: 50 PM

Representative GQuttenberg nentioned that the public saw the
price of oil dropping. However, they were not seeing prices
reflected at the gas punp. Legislators had to explain the
circunstances to the public. He reported that sone of his
constituents relayed that they were just waiting for the

price of oil to return to $100/bbl. In the neantinme, they
relied on short-term fixes. Once the price of oil went up
things would return to normal. However, in the graph on

slide 4 or slide 2, he wondered what the bunp would | ook
like with the current tax reginme. M. Teal replied that the
state woul d bal ance the budget if oil went to an average of
$113/bbl in FY 17 given the governor's expenditures. He
pointed out that at $113/bbl revenues were about $5
billion. It was a different way of saying the sane thing

Hi gher oil prices increased revenue.

Representative GQGuttenberg asked if spikes would be nuch
hi gher | ooking at FY 07 and FY 11 at conparable prices. The
revenue sensitivity <chart reflected only one vyear of
bal ancing the budget as conpared with those years the
public thought noney could be placed in the bank and
stretched out. He suggested that it would not happen at the
oil price of $110/bbl. M. Teal stated that if the price
reached $110 there would not be any noney to put in the
bank. At $113/bbl the state would break even. It would take
oil priced higher than $113/bbl before there would be any
money to put in the bank. The anmpbunt of noney the state
could put in saving would depend on the price of oil. At
$120/ bbl there would be roughly $1 billion extra in revenue
whi ch could be placed in the bank. If the price of oil were
to stay at $120/bbl the state would not have a deficit, but
rather a sustainable budget. As a result of having a |arge
deficit the state needed to pull noney from reserves. He
enphasized that the faster the state pulled noney from
reserves, the faster the reserves would be depleted. The
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state's problem was spending a limted reserve balance. In
FY 16 one-third of the state's reserves would be exhausted.
There were only about two years to correct the problem
unless there was a significant drop in expenditures or a
substantial increase in revenues. He opined that it was
unreasonable to expect expenditures to fall to $2 billion.
Sonme people would argue that revenue would not increase to
$5.5 billion either. Finding a balance between revenue and
expenditures to reach a sustainable budget was a difficult
chal | enge.

2:21:47 PM

Represent ati ve Edgnon asked about econom c shocks relative
to making substantial cuts to the budget. He wondered who
the legislature should turn to in order to understand the
ram fications of cutting $700 mllion or nore from the
budget. He suggested that if a person |ooked at Al aska's
gross donestic product (GDP) in its totality it was about
$57 billion. There were econom c consequences to cutting
the state's budget because it was a large part of overall
wealth in Alaska. He queried how to better understand what
it would nmean to Alaska's econony if the state were to cut
an additional $700 mllion from its budget. M. Teal
responded with a question about who remenbered the 80s.

Co-Chair Neuman referred to page 11 indicating that it
hel ped himto see what $700 nmillion | ooked Iike.

M. Teal thought that Representative Edgnon was aski ng what
a substantial cut would nmean to the econony. He explained
that from the treasury's perspective the problem was
sol vabl e because it would not be considering services. In
| ooking at the problem from an econom c perspective other
things would need consideration such as jobs and housing
prices. He nentioned that the Institute of Social and
Econom ¢ Research (ISER) and the MDowell group had done

some work with economic input/output nodels. If the
| egislature cut the operating budget it had a much |arger
impact than cutting capital. In looking at the capital

budget it had a much lower multiplier in economc terns
than the operating budget did because the operating budget
created an imediate job and immediate noney in people's
pockets. The capital expenditures imediately left the
state and did not get re-spent. In the 80s when the
| egislature cut the capital budget severely, construction
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workers |eft, people wal ked away from their houses, and the
mar ket s becane fl ooded. Thi ngs becane nore conpli cat ed.

2:26:31 PM

Representative Gattis noted that in the 80s there were sone
di fferences including bank failures, and other things going
on at the tinme. She agreed that there was an econony
probl em but did not agree that a bank failure was part of
t he current chal | enge. M. Teal responded t hat
Representative Gattis had a valid point. He suggested that
with internet nortgages and other changes in the banking
i ndustry. Banks tended to sell their nortgages and held
their nortgages nmuch nore than they did presently.

Representative Edgnon agreed that the budget had to be
reduced. However, he was concerned that if the budget was
cut in one place, the responsibility would be noved to
anot her agency. He suggested that cutting small schools
would lead to students noving to Anchorage and Fairbanks
and would result in a redistribution of costs. He wanted to
have a better sense of the inpacts on the econony as a
whole as well as the downstream effects on a cost basis
el sewhere in the budget. He referred to Article 7 of
Al aska's Constitution. |If the legislature was to nmake
several hundred mllion dollars in cuts, it would likely
violate its own health education welfare clause of the
state constitution. He appreciated the latitude to have a
wi der range of discussion. He felt it was inportant to be
aware of the savings when the |egislature made reductions.
He supposed that there would not always be a savings.

Co-Chair Neuman interrupted that |SER would be presenting
to the commttee. They were economists that would delve
specifically into the effects of the budget and the
econony. He spoke to the issue of job |osses. He reported
that for every $100 million cut fromthe capital budget 900

jobs were lost and, for every $100 mllion cut from the
operating budget 850 jobs were lost. In the previous year
the |egislature reduced about $1 billion which equated to

about 8000 to 10,000 jobs lost. He continued that people
turned to drugs and alcohol during difficult tinmes which
would create different strains on the state budget. The
state would see increased demands within the Departnent of
Public Safety (DPS), the Departnent of Law, the Departnent
of Health and Social Services (DHSS), the Departnment of
Corrections (DOC), and the Alaska Court System Currently,
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the state was experiencing hard econonmic times and the
| egi sl ature would have to make some difficult decisions. He
would try to get Gunnar Knapp before the commttee.

2: 30: 52 PM

M. Teal discussed slide 5: "AGENCY OPERATIONS 2014
Inflation Adjusted $ (G- Only)." He stated that the
spreadsheet, adjusted for inflation, was a way of show ng
that the operating budget was not as excessive as the
public mght think. He explained that the past budget
closest to the FY 17 budget was highlighted for each
departnment. He commented that a few of the highlights were
nore recent than FY 12 but nost of the highlights fel
within the years of FY 07, FY 08, and FY 09. The overall
average for the operating budget was at the FY 10 |evel of
funding. On a per capita basis the highlighted area was in
FY 08. He expressed his concern about whether the public
was aware of the state's fiscal situation and nentioned a
recent | unch-and-1| earn sponsor ed by t he Rasnussen
Foundat i on.

Co- Chair Neuman noted that menbers had a | arger copy of the
fiscal summary in their packets.

M. Teal reported that the Rasnussen |unch-and-|earn posed
the question about whether the public was aware that 30
percent was cut from the budget in the last 4 years. He
furthered that on a per capita adjusted basis the state
budget was as low as it had ever been. The Rasnussen
Foundation was aware of a problem but the public still
t hought the budget was growing at 7 percent per year or
nore. The other question posed was whether the public felt
the pain of the reductions. He surmsed that the public
could not tell. In the past many of the cuts were related
to the capital budget for projects that were funded but had
not yet began. The backl og of capital projects nade it such
that no one was aware of the cuts to the budget.

Co-Chair Neuman reported nonies that still remained in
pl ace. He noted he would be talking nore about horizonta
and vertical types of construction. Horizontal projects
i ncluded roads and highways. Buildings were exanples of
vertical projects. He suggested that vertical projects
would not be covered and the related trade groups would
feel the econom c inpacts first.
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2:35:12 PM

Representative WIson conpletely disagreed with M. Teal
She pointed out that regulation played a large role. She
suggested | ooking at the budget from the standpoint of how
the noney was being utilized. She elaborated that a snal
section of the state's population used up a larger portion
of resources conpared to the majority of the popul ation.
She referred to social services and education. She spoke to
| ooking at regulations and their associated costs. She
opined that the public made a connection between being
regulated and state governnent being too big. She
specul ated that w thout decreasing regulation it would be
difficult to understand the budget. She wondered if there
was a way to better understand how rmuch of the popul ation
in Alaska was using the mpjority of its resources. She
provided a personal exanple. The taxes she paid on her
house were used primarily to provide her with a place to
take her trash. She no longer had children in school and
did not live within a road service area. In her view, she
was paying too nuch for taxes because of what she
personal ly used. She wondered if she was accurate in her
assessment that only a small portion of the popul ati on was
using the majority of the resources.

M. Teal answered that former Senator Rick Halford had
published an article on Representative WIlson's point. He
expl ai ned Senator Halford's position was that a particular
person mght not use certain services but used the roads
and other resources and previously attended school. That
person was paying for the next generation rather than
t hensel ves. The article covered the notion of how to view
services used versus taxes paid. He agreed that there was a
| arge disconnect between what people believed they were
getting and what they believed they were paying for. He
al so thought what people mssed were things |ike the cost
of Medicaid expansion. He reported that the average cost
per recipient of Mdicaid was less than $6000. His first
thought was that it would be cheaper for every state
enployee to go on Medicaid because presently they paid
$14,000 for insurance premuns. He answered that the
elderly and infants burned nost of the noney. Sone would
argue that the purpose of governnent was to redistribute
income and to provide services to those that needed it. He
furthered that the right side of governnent depended on the
individual. M. Teal could not tell Representative W]Ison
what the right size of government was.
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2:39:21 PM

Co- Chai r Neurman asked for clarification about
Representative WIson's question. Representative W]Ison
reasoned that unless the legislature could understand who
utilized nost of the services it would be difficult to
identify the breaking point for constituents if the state
were to add all of the extra that had to be paid. She
menti oned the discrepancies throughout the state having to
do wth affordable energy. She thought that rmaking
reductions in certain areas nmght have nore of an inpact in
a particular district. Wereas, additional taxation m ght
have a nore devastating effect in a different district. She
wonder ed how to bal ance the issues she nentioned.

Co-Chair Neuman invited Representative WIlson to formulate
her question and provide it to his office. He would take it
to the Institute of Social and Econom c Research (ISER).
Representati ve W son responded t hat per haps t he
| egi slature should use the constitution as a guideline,
funding only those things the constitution required.

M. Teal indicated he would begin his overview of FY 17.

Co- Chair Neunman agreed that the overview of FY 17 was very
critical to M. Teal's presentation. He noted that the
| argest differences could be seen in the colums associ ated
wi th revenue.

M. Teal spoke to the fiscal sunmary that had 10 lines for
revenue. He would not be talking about the governor's
fiscal plan in the current neeting. In FY 16 revenue cane
from the traditional sources. The new revenue lines were
related to the governor's fiscal plan which he would not be
| ooking at to evaluate the FY 17 budget. Typically LFD
| ooked at the budget as being the expenditure plan.
However, in FY 17 the budget was not just an expenditure
pl an. The budget, submitted by the governor, included the
appropriation bills (expenditures), the revenue bills, and
his fiscal plan. The governor's budget was conprised of all
three elenents. He could not |eave taxes out of his budget
because they were a part of it. M. Teal clarified that
they were |ooking at the governor's budget, not the
| egi sl ature's budget, or a budget reflecting what LFD
t hought shoul d happen to the budget.
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Co- Chair Neunman conmented that the budget was based on all
of the governor's proposed |egislation being enacted in
their current form M. Teal <concurred wth Co-Chair
Neurman. He continued that the governor's budget i ncluded
revenue neasures, Permanent Fund re-plunbing, and all of
the things that would be discussed in the follow ng week

He noted that revenue was up from $1.6 billion to $1.8
billion but was based on oil priced at $57 /bbl. If the
mar ket price was less, revenue wuld be less. He again
referenced the sensitivity chart and rem nded nenbers that
revenue was not that sensitive to price. He furthered that
if $30 /bbl was used rather than $57 /bbl the state would
be approxi mately $200 million sort in revenue.

2:44:43 PM

Representative Gara asked if he could present a question
from anot her | egi sl ator.

Co- Chair Neuman asked that the other legislator to pass the
guestion through his staff to him and he would ask the
guestion. He remarked that it was the Finance Commttee's
neeting. He would try to do what he coul d.

M . Teal turned to the fiscal summary | ooking at
expendi t ur es. He pointed to the non-formula agency
operations (representing the typical day-to-day operations)
on line 14. The change in UG- reflected a decrease of $60
mllion. The $60 mllion included the $30 mllion
unal |l ocated fund reduction the legislature took in the
prior year. The legislative intent was that the agencies
received the funding in FY 16 but would not receive themin
FY 17. The noney was taken out, put back in, and then taken
as an unallocated reduction at the agency |evel. The next
guestion was would the finance conmittee allocate the

unal | ocated cuts in the governor's anendnent process. In
theory the legislature would want to apply the cuts rather
than Jleaving them wunallocated for the agencies to
det erm ne

M. Teal referred to line 15 representing K-12 Foundati on
formula nonies. The nmonies were down $4.5 mllion. FY 17
was the last year of the $50 increase in the base student
allocation (BSA). He reported that the $50 increase in the
BSA equated to $12 million in expenditures. The anmount was
down $5 nillion because the governor added $17 mllion of
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earnings from the Public School Trust and replaced $17
mllion of general funds (GF) with the trust noney.

Co-Chair Neuman clarified, "One-tine."

M. Teal responded that all of the earnings that had been
built up over the years were gone. The governor apparently
had a bill changing the way the school trust paid out. At
the present tinme the trust had a balance of $600 nmillion
Wi t hout purpose. He thought nobst people believed that the
school trust was supposed to be spent on K-12 education.
However, for every dollar that canme from the school trust,
the general fund was reduced by $1. The trust never
suppl emrented and had no purpose. He suggested elimnating
the trust for all the good it did education. He recapped
that there was a $12 nmillion increase due to the increase
in the BSA offset by $17 nmillion resulting in being down
about $5 mllion. Medicaid, found on line 16, showed a $32

mllion reduction. Mst, if not all of the Medicaid
expansi on savings were taken in FY 16. He understood that
the $32 million cane from reforns that were not yet

identified. In other words, the governor was hoping to save
$32 mllion on Medicaid.

M. Teal reviewed the statew de obligations beginning on
line 23 reflecting the state's debt service. In FY 16 debt
service was $206 million in G- and junped to $436 nillion
reflecting a $230 nmillion increase in FY 17.

2:50: 10 PM

Co- Chair Neunman asked how nmany years the state had before
it could no longer pay the Permanent Fund D vidend (PFD)
assumng that the CBR and the earnings reserve accounts
(ERA) would be used to pay for a yearly budget deficit of
$3.5 billion. M. Teal responded roughly 4 years.

Representative Edgnon suggested there was a statute in
pl ace that stated only half of the earnings reserve could
be used to pay for dividends.

M. Teal explained the formula which determined the
di vidend. The forrmula took the earnings for the previous 5
years multiplied by 21 percent and divided by half. In a
year where the PF | ost noney it was possible that the state
could be in a situation where it was paying dividends but
the earnings reserve account was enpty. There was a tine,
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in 2009, when the state cane close to not being able to pay
di vidends. The dividend equated to half of the previous 5
years' earnings - which mght not be there because those 5
years of earnings were paid out as inflation proofing and
di vi dends al r eady.

Representative Gara wanted to put into perspective how nuch
noney had been spent on the education budget. He relayed
that two years prior, when HB 278 [Legislation passed in
2014 - Short Title: Education] passed, it passed with an
additional $43 nmllion that was distributed as if it went
through the BSA. The $43 mllion was gone, but since then
the state had added $12.5 million to the BSA for two years.
He concluded that the state had funded $18 mllion |ess
than two years prior under the governor's proposal. He
wondered if he was accurate. He did not account for
differences in student nunbers. M. Teal could not reply to
his question in a sinple way because it depended on student
counts and many other factors. It was not nerely the tota

anmount that went to the K-12 fornula. It had to do with how
much of it was G-. The school trust kicked in. It showed
the state spent less for education for the year, however,

the state did not. The nunbers appeared the state spent
| ess. The bottom line was that the state probably spent
| ess per student in the current year than couple of years
previously. He did not have the nunbers with him and
admtted they were difficult to put together.

Co- Chair Neuman added that the anmpunt of nobney the state
spent on education up to the previous year had continued to
increase. M. Teal responded affirmatively if a person
consi dered what the state was spending and not just the UGF
portion. He suggested including the school trust fund and
adj usting for the student count.

M. Teal remarked that the debt jumping up by $230 million
m ght seem |li ke a huge increase. He explained that nost of
t he anobunt was conprised of pension obligation bonds. There
was about $12 mllion in general obligation bonds and
another $4 mllion in school debt reinbursenents. He
hi ghlighted |ine 28 which showed retirenent costs of $262.5
mllion in state assistance dropping to $50 mllion. There
was a $121.3 million reduction in the retirenent costs. The
itens went together because in the governor's plan he
intended to issue pension obligation bonds, depositing the
proceeds in the trust fund. As a result the contribution
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rate would fall as would the state assistance. The state
assi stance woul d be replaced with debt service.

2:55:20 PM

M. Teal scrolled to the table on slide 10: "PERS and TRS
Costs ($ mllion)." He explained that in FY 17 the state
was currently projected to pay $99 million if the state did
not issue pension obligation bonds, retirenment assistance
to the state and to the nunicipalities. If the state were
to issue pension obligation bonds the rate would fall to 22
percent and it would no longer have to pay state

assi stance. The state would have to pay $7.2 nillion to
i ssue the debt, of which the debt service paynments woul d be
about $129 mllion. The state would pay $37 mllion nore if

the state issued bonds than if it did not. In the Teachers'
Retirement System (TRS) a simlar thing would happen -
state assistance would drop but not vanish. The state woul d
continue to pay $50 million. There would also be issuing
costs and the debt service equal to another $22 mllion. In
short, issuing pension obligations would cost the state
about $60 million in FY 17. The reasons for considering
pensi on obligation bonds were to take advantage of the
spread, borrow noney at 5.5 percent, nake 8 percent, and
over the life of the bonds come out ahead. His office had
run a bunch of scenarios and the state came out ahead after
20 years. |If the bonds were sold in the previous Decenber
when the stock market fell 10 percent it did not pencil
out. It was a question of risk assunptions. He conveyed
t hat pension obligation bonds were  built into the
governor's budget presently. He pointed out that the group
of nunbers were one possibility for debt service paynents.
There were hundreds of ways to structure debt. There were
several other approaches that would have the sane effect
wi t hout issuing pension obligation bonds.

Co-Chair Neuman remarked that the House Finance Conmittee
would be having an in-depth discussion on the topic in
future nmeetings regarding the governor's bill.

Representative Pruitt referred to the fiscal summary on
slide 6. He highlighted under the colum |abeled "Oher
State Funds" the figure of $2.5 billion for FY 16. He
wondered if it was the governor's intent to sell the
obligation bonds in the <current vyear. He wanted to
understand where the noney received on the bonds would be
pl aced. He wondered if the noney would go to the Permanent
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Fund, into a savings account, or used over the next few
years. M. Teal explained that the admnistration would
expect to sell the bonds in FY 16 which was the reason the
cost of issuance could be found in the supplenmental budget.
The proceeds would be deposited into the Public Enployees'
Retirement System (PERS) and TRS trust funds, which could
only be used to pay benefits. The noney would be gone and
the state could not retrieve it. The next question would be
who would pay the debt service. The hope was that the
retirement system would pay it. However, the debt service
woul d be paid with the state's UG-

2:59:41 PM

Representative Pruitt comented that the state had been
burned by investnments in the stock market with its pensions
in the past. He asked about the risk. The state would have
been in a difficult situation had it sold the bonds in the
previ ous Decenber. He queried about the long-term risk to
the people receiving the pensions fromthe state system He
al so asked if the risk would be shifted. M. Teal replied
that if the state issued pension obligation bonds the GF
woul d pay a fixed debt service schedule. If the state did
not make an 8 percent return it wuld be faced wth
returning to state assistance in addition to the debt
service. In ternms of risk, he posed the question as to
whet her Representative Pruitt was the type of person that
woul d nortgage his house, borrowing it at 4 percent and
placing it into the stock market. If so, then pension
obligation bonds m ght be attractive i nvest ments.
O herwi se, they m ght not be so appealing.

Representative Moz wanted to respond to a statenent
Representati ve Pruitt made about bei ng bur ned by
i nvestnments. She thought the return on the investnents had
been favorable and that the Al aska Retirenent Managenent
(ARM) Board had been very successful in investnents.
However, the decision about wunderfunding the obligation
lead to the unfunded liability as well as the high costs of
the Tier | Retirement Plan and early retirenent. She
understood there were 3 or 4 things that happened that
resulted in the large unfunded liability but, the nature of
the investnments and the return on the investnments were not
part of the issue. She furthered that the actuarial
recomended deposits into the trust funds were |ower than
what the state should have invested which led to an
underfunding of the state's obligation.
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Co-Chair Neuman informed the conmmttee that there would be
a nore detailed discussion on the topic at a later tinme. If
nmenbers needed nore information they could contact Co-Chair
Thonpson, as his office was working on rel ated | egi sl ation.

Co-Chair Neuman referred back to slide 3. He remarked that
in the previous year the legislature had made reductions to
the operating budget of nore than $400 nmillion. The
reductions translated to a 9 percent reduction in agency
operations, the |argest operations decrenent over a period
of one year in the state's history. Last fall the state
spent an additional $150 mllion for the gasline. He
t hought the additional appropriation nmade the operating
budget cut for FY 16 look snaller. He asked if he was
correct. M. Teal confirmed the chairman was correct. He
offered that there were one-tine appropriations such as the
gasline which took $157 mllion from the budget |ast year.
He did not know if the amount would be sufficient. It was
possible that noney would have to be added in 2017. He
expounded that the governor's figures were $157 nillion
| ower due to one-tine expenditures in 2016. If there were
suppl ement al budgets in 2017, then the nunbers woul d change
because of spending additional nonies in FY 17.

Co-Chai r Neunman conment ed t hat t he $157 mllion
appropriation was an anormaly. He wanted to nmake sure it was
hi ghl i ght ed.

3:04:40 PM

Representative W/ son asked about how nuch the |egislature
had cut prior to appropriating noney for the gasline and
other things that had been added. Co-Chair Neuman thought
it was about $5.2 billion. M. Teal answered that the gas
line was the | arge expenditure.

Representative WIlson thought the |legislature was closer to
a budget of $5.0 billion rather than $5.4 billion when the
| egi sl ature concluded | ast year. |f her nunber was accurate
then the budget the legislature would be |ooking at would
be $500 mllion higher for the FY 17 budget. M. Teal
replied that the nunber could be greater than $500 mllion
dependi ng on whether there was a supplenmental budget in FY
17. He was alnost certain there would be additional costs.
He reported that the state was about $30 nillion to $35
mllion short for fire suppression in FY 16 and in FY 17.
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Representative WIlson was |ooking at the "normal" budget
for FY 16. However, LFD did not identify budgets as
"normal " but, rather, added the nunbers to determ ne the
current nunbers. He furthered that LFD identified what
anounts were appropriated and placed on a chart. He could
only use the nunbers avail abl e.

Representative WIson nentioned that she had heard severa
cooments from constituents about agencies naking |arge
expenditures at the end of each fiscal year. She asked if
it could be tracked. M . Teal explained that the
information could be tracked in the accounting system
However, he thought many managers did the same thing he did
which was to make sure staff was paid and avoi ded running
short on payroll. He provided a hypothetical exanple of
spending noney to purchase new conputers in July at the
begi nning of the fiscal year but later finding out payrol
was short in the follow ng June. As a manager he woul d wait
to ensure that payroll and other costs for the year would
be met. If noney was left over then it would be spent. In
other words, it was not a matter of having a spending spree
at the end of the year, it was about naking sure noney was
avai l abl e for spending. He understood the nyth brought up
by Representative WIlson. It was a common m sconception of
t he public.

Co- Chair Neuman suggested asking the comm ssioners when
|l ooking at their agency budget. Representative W]Ison
replied, "I have, they denied. But | have asked." M. Tea
responded, "Probably for the sane reasons."” Representative
W son responded that she did not think she would ever
know.

3:09:13 PM

M. Teal turned to slide 8: "Agency Operating Budgets
Percentage Change from FY16 Mt Plan to FY17 Gov (UGF
Only)." He nmade the mnor point that the slide showed in FY
17 that wvirtually every agency was taking a reduction.
There was a small increase in Departnment of Revenue (DOR)
and the Departnment of Natural Resources (DNR) related to
the AKLNG Project. There was also an increase in the
Department of Mlitary and Veterans Affairs (DWA) having
to do with the expansion of the rural presence of the
Al aska Scouts.
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M. Teal advanced to slide 9: "Agency Operating Budgets
Change from FY16 Mgt Plan to FY17 Gov (UG Only)." He
relayed that the slide showed the sane information as in
slide 8 but in percentages.

M. Teal returned to the fiscal summary on slide 6. He
pointed to line 24 representing fund capitalization. QI
and Production tax Credits appeared as a sub appropriation
under fund capitalization. There was $500 mllion in the
previous year and $73 nmillion in the current year. He
rem nded nenbers the state had started out FY 16 with $700
mllion in expected tax credit expenditures. The governor
vetoed $200 mllion. In FY 17 credits were projected to
claim about $625 mllion. If the $200 mllion in credits
that were not paid in the previous year were added to the
credits anticipated in the current year, the state would
have $825 mllion of outstanding credits. However, the
governor's budget only paid for $73 million of them He
returned to Representative WIson's point about whether the
budget was really equal to $5.4 billion, especially if the
state ended up paying the remaining $700 million in oil and
gas tax credits that did not appear in the fiscal summary.
He concluded that the budget would be greater if the
| egislature did not do something related to a bill the
governor submitted that changed the tax credits and took
$1.2 billion from the CBR to pay sone of them 1In the
| egislation the funds would conme from the CBR rather than
from UGF. However, in his opinion, the tax credits were
state expenses and were understated in terns of the anount
of state noney being spent. There were a lot buried in the
budget that were not visible on the surface.

M. Teal discussed line 26, the Permanent Fund Dividend
Fund. In FY 16 the anobunt was zero and in FY 17 the anount
equal ed $700 million. He explained that the nunbers were
due to a re-plunbing. He detailed that in FY 16 $1.4
billion in PFDs went out the door. The state classified
them as coming from the ERA, part of the PF and did not
show up as G- expenditures. Under the governor's plan 50
percent of royalties would go to dividends. He added that
royalties were UG. The Legislative Finance Division |ooked
at it as if dividends would now be paid from the G-. He
believed the payouts would continue to be referred to as
PFDs. He suggested that no one would begin calling them
royalty dividends even though that was what they would be.
He added that he |ooked at the dividend checks as checks
from the government whether from the permanent fund
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earnings or the GF. He thought the governor's re-plunbing
made it very clear that PFDs conpeted with K-12, and ot her
GF expenditures. He thought it mght change |egislators'
views of dividends as well as the public view of dividends.
Also, the $700 mllion would show as revenue because it
cane into the G-. He would discuss the re-plunbing in the
fol |l ow ng week.

3:14: 09 PM

Representative Edgnon asked if it was cheaper to spend
noney from the CBR because the account was invested in |ong
term investnent vehicles rather than using noney from the
ERA that had a target return of 7 percent. M. Teal stated
that the CBR was no longer invested in long-term
i nvestnments because DOR had instructions that if there
could be a call on the funds (a likely possibility), then
they could not be invested long-term The state was not
earning as much on the CBR as it could be because the cash
had to be readily avail abl e.

Representative Edgnon stated that in order to go into the
ERA the legislature would be extricating or |iquidating
i nvestnment vehicles but it was not with the CBR He thought
it was inportant to |ook at the opportunity costs
associated with reaching into the PF versus taking noney
out of the CBR M. Teal responded that the fiscal sumary
reflected the governor's plan. The governor's plan would
take the CBR away and place the noney in the ERA. It would
sort of address Representative Edgnon's issue wth the
difference in earnings because there would not be a CBR
under the governor's plan. He clarified that the CBR
currently received settlenents between $120 nillion and
$150 million per year from disputes with oil conpani es over
taxes. There would be a continued flow into the CBR the
bal ance never going to zero. However, the governor's plan
was to take the existing balance and place it into the ERA

Representative Edgnon had additional questions but would
save them for another tine.

M. Teal continued that the questions about the governor's
pl an should probably wait until the following week due to
time constraints.

M. Teal reported that the capital budget was up from $118
mllion to $195 mllion, an increase of $75 mllion. The
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total authorization increased to $5.4 mllion, with a net
increase of about $65 million noted on line 41 of the
fiscal summary. He nentioned that there was a conplication.
He pointed to Iline 42 in the first colum that showed an FY
16 deficit of roughly $3.8 billion. The revenue covered a
little less than 30 percent of the expenditures in that
year. Line 44 was included in anticipation of nenbers
asking about what it would do if it did not execute the
governor's plan doing business as usual. The Legislative
Finance Division tried to adjust as best as possible. The
di vidend would be about $3.5 billion as shown on line 44.
State revenue would then cover about one-third of its
expenditures. He pointed to line 42 and highlighted that
under the governor's plan the deficit would fall to $440
mllion. Wth its plan, the admnistration was aimng to
elimnate the deficit. It would not happen in FY 17, but
within a couple of years. He suggested that if the nunbers
in the nodel were correct, the plan seened reasonable. He
knew di vidends would fall by $200 million in the follow ng
year if they were based on 50 percent of royalties and the
state did not prop the payment to $1000. The payrment woul d
be about $700 per person and cost about $500 million. LFD
al so knew that there were a nunber of things that were not
covered. The incone tax, for instance, in FY 17 would be in
effect for half a year which would generate an additional
$100 mllion in revenue. The deficit would hopefully
decline and eventually vanish if all went well. He stated
that legislators mght ask why it mght be the wong
direction to turn.

3:20: 21 PM

M. Teal discussed slide 11: "FY1l7 Governor's Request
Agency Operating Budget, Statewide Itenms and Capital Budget
(Formula & Non-Formula) (UG Only--$ nillions)." He
indicated that the diagram showed the FY 17 request in
declining order of expenditures. There were nmany ways to
look at the chart. First, the state had $1.8 billion in
revenue with oil priced at $56/bbl. It was coincidentally
about the sane $1.8 billion for all of the agencies except
for the Departnent of Education and Early Devel opnent (K-12
education), statew de appropriations, and the Departnent of
Health and Social Services. It could also be argued that
the state would spend $1.3  billion on statew de
expendi tures I ncl udi ng retirenent, assi st ance, debt
service, and in FY 17 PFDs and $200 million for the capital
budget totaling $1.5 billion. If revenue was $1.8 billion
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and $1.5 billion was accounted for, only $300 mllion would
be left to spend on education, Medicaid, and every other
agency. There were a nunber of other ways to look at the
budget but, the bottom line was that the state did not have
enough noney to do what it wanted to do. He observed that
the cuts were difficult to identify. It was one thing to
suggest reducing the budget by a <certain percentage.
However, it was harder to be specific. He listed a nunber
of things that would be a challenge to cut. He thought the
chart was interesting because it denonstrated how difficult
it was to begin balancing the budget by reducing it. He
referred back to the Rasnussen Lunch-and-Learn when it was
stated that people wanted reductions but they also I|iked
their services.

M. Teal discussed things for the legislature to consider.
The price of oil had been discussed earlier and how it
m ght affect things. He speculated that $200 mllion could
be considered a large or a small amount. It was a margin of
error in forecasting. The price of oil in the future was
unknown. There were sonme budget shortfalls including one
for fire suppression. He drew attention to line 32 of the
fiscal summary which showed a supplenental for Comunity

Revenue Sharing in the amunt of $34 mllion. It would
bring the revenue sharing fund up to $150 million. The
governor wanted to distribute $50 mllion to comunities in
FY 17. The governor's plan also indicated he would like to
reach a $60 million distribution level. If a distribution
were to happen in FY 18 another $80 mllion would need to

be deposited in FY 17. If an $80 million was not deposited
then Community Revenue Sharing would fall to $33 nmillion in

FYy 18. | f the governor intended to increase the
distribution to $60 million then $80 mllion should be
placed in the FY 17 budget - it was not reflected in the

governor's plan. He also was unclear if additional noney
would be needed for the Alaska Liquefied Natural Gas
(AKLNG Project. |If the expenditures he nentioned were
considered, the governor's deficit would junp to a little
over $600 mllion from the $400 mnmillion that it was
currently. It would be a big deficit but it was nuch
smaller than the $3.9 billion deficit the state would be
faced with if the legislature chose to do business as
usual .

M. Teal concluded that LFD was currently stuck. It had the

governor's budget as submtted on Decenber 15, 2016. The
revenue bills were released as LFD was putting the overview
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together. He elaborated that the Permanent Fund Protection
Act had been redrafted and until the previous day LFD had
not received a copy of the revised legislation. He was
uncl ear whether LFD was portraying the governor's budget
accurately. He thought the division was doing the best it
could with the information it had. He was unsure what the
| egi slature would do. If the legislature chose to continue
to do business as usual, only about one-third of
expenditures would be covered with revenues and reserves
would rapidly deplete to zero wthin 3 years. The
| egi slature could nmake additional cuts to bring the ratio
up a little bit. However, it would not extend the state's
reserves by nore than a year. The legislature could also
adopt the governor's plan or a variation of it. He
clarified that when he used the term "governor's plan" he
meant any of the plans floating around including the CC
pl an, a Rasmussen Pl an, the DOR nodel, and the | SER nodel

They were conceptually all the sanme. They all |ooked at
expendi tures, revenue, and the PF earnings. There were sone
tweaks with inflation proofing the PF, the percentage of
royalties, and other itenms. However, he felt they were all
conceptually the sane because they all had to rely on PF
earnings to fill the deficit. The governor's plan took the
state's current fiscal circunstance and bunped the revenue
curve up. There were other plans that could do the sane
thing but, the governor's plan covered about 90 percent of
expenditures. In other words, it used less than 4 percent
of the state's reserve balance. Under the governor's plan
the state's reserves could |last 25 years or nore naking the
state essentially sustainable at about the current |[evel

He added that at Ileast there was sone hope for a
sustai nable future for Al aska because the deficits would be
small enough that a little nore tax or a little |ower
expenses would result in a balanced budget. He closed by
offering that he and his staff were available to assist
legislators in any way possible. He wunderstood that
| egi sl ators had a significant anount of work ahead of them

3:29: 09 PM

Co-Chair Neunman thanked M. Teal and his staff for the work
they do. He was aware of the tinme his people spent working.

Representative Gara nmade a  hunorous remar k about
Representative Quttenberg's tie. He was aware the governor
had tried to craft his plan in a way that would not require
a constitutional amendnent. He commented that the bill was
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witten with noney remaining in the new oil credit fund at
the end of the year and noney remaining in the sovereign
weal th fund at the end of the year after appropriations. He
wondered if the noney would be swept into the CBR and
require a three-quarter vote every year to return the noney
back into the sovereign wealth fund and oil tax credit
fund. He asked if it was an unintended consequence. M.
Teal responded that under the governor's plan (an attorney
general opinion) the ERA would not be swept into the CBR
and there would be no nore CBR in the future. He disagreed
strongly with the idea. He believed that the ERA was
unsweep-abl e because it was part of the PF. The earnings
went into the G- defined by the constitution. It was only
statute that required the sweep. He thought the plan was
not workable as witten because it l|acked a sweep and a
super mmjority vote. It would be sonething that would
likely be examned in depth in the foll ow ng week. In order
to review the plan in detail he would need additional tools
to review the conplicated process. If the legislature's
mai n concern was the CBR vote, the solution would sinply be
to repeal the statute that stated the ERA was not part of
the PF. The legislature would be able to easily follow the
constitution and indicate that the earnings were part of
t he GF.

Co- Chair Neuman conmented that the neeting needed to wap
up. There had been several conversations on the issue. He
reviewed the agenda for the follow ng day.

#
ADJ QURNVENT

3:32: 54 PM

The neeting was adjourned at 3:32 p. m
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