HOUSE FI NANCE COW TTEE
January 25, 2016

1:31 p.m
[Note: continuation of Friday, January 22, 1:30 p.m
nmeet i ng. ]
1:31: 23 PM

CALL TO ORDER

Co- Chair Neuman called the House Finance Conmmittee neeting
to order at 1:31 p.m
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Pat Pitney, Director, Ofice of
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SUMVARY

OVERVIEW OF THE GOVERNOR' S FY 17 BUDGET & 10- YEAR PLAN:
OFFI CE OF MANAGEMENT AND BUDGET
Co- Chair Neuman di scussed the neeting agenda.

A"OVERVIEW OF THE GOVERNOR S FY 17 BUDGET & 10- YEAR PLAN:

OFFI CE OF MANAGEMENT AND BUDGET
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1:32: 36 PM

PAT PITNEY, DI RECTOR, OFFICE OF MANAGEMENT AND BUDCET,
OFFI CE OF THE GOVERNOR, addressed slide 12 of a Power Poi nt
presentation titled "New Sustainable Al aska Plan: Pulling
Together to Build Qur Future" dated January 22, 2016 (copy
on file). She relayed that the Legislative Finance Division
(LFD) and the Ofice of Mnagenent and Budget (OVB) nmay
di sagree on how the nunbers were conpared, but they agreed
on the nunbers thenselves. She provided an exanple of how
nunbers were conpared on slide 12 titled "Total Agency
Operating Budgets, Statewide Itens and Capital Budget
Compared to Revenue (UGF Only-$billions)." She pointed to
FY 16 at $5.4 billion and FY 17 at $5.5 billion and
explained that FY 17 included an amount for dividend
checks, while FY 16 did not include the $1.3 billion
distributed for the <checks. She furthered that in an
appl es-to-appl es conparison either the $5.5 billion in FY
17 would be $4.8 billion or the $5.4 billion in FY 16 would
increase to $6.7 billion. Regar dl ess, there was a
significant reduction even though the slide depicted an
i ncrease.

Co-Chair Neuman noted that there had been considerable
di scussion about how nuch the governor had or had not
reduced. He relayed that the commttee would |ook nmuch
deeper into the issue as budget discussions continued.

Ms. Pitney turned to a chart on slide 13 titled "Real Per
Capita Unrestricted GCeneral Fund Revenue/Budget History
(2014 dollars Per Person)." The dark blue bar represented
agency operations, which nost people considered the cost of
government. She directed attention to FY 17 and highlighted
t hat spending was at 2009/ 2010 |levels and for the nost part
it was about the sane as any year prior when accounting for
inflation and popul ati on adj ust nent s.

1: 35: 16 PM

Co-Chair Neuman referred to slide 12. He | ooked at the $5.4
billion bar [for FY 16] on the graph. He detailed that the

budget had included approximately $2 billion in formla
programs, $2 billion in non-formula prograns, and another
$1.2 billion in statewide itens (i.e. Medicaid, education

debt service, paynents to Public Enployees' Retirenent
System (PERS) and Teachers' Retirenent System (TRS), and
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other). He asked how to break out the $5.5 billion [FY 17]
into fornmula, non-fornula, and statew de debt.

Ms. Pitney pointed to the | ower green portion of the bar on
slide 12, which was roughly 50 percent fornula and 50
percent non-formula ($2 billion for agency fornmula funding
and $2 billion for non-formula funding).

Co-Chair Neunman surmsed that it represented an increase of
approximately $100 million. He was trying to differentiate
the gromh in fornmula and non-formul a.

MVs. Pi t ney corrected t hat bet ween t he t wo t he
adm ni stration had decreased $100 million (approximtely
$60 mllion in formula funds and $40 mllion non-formula
funds). She referenced a chart ["State of Alaska Fisca
Summary -- FY 16 and FY 17 (Part 1)" (copy on file)]. She
revised her prior statenent and relayed that non-formula
funds had decreased $60 million and forrmula funds had been
decreased $40 million (shown in the dark green bar on slide
12). The mddle portion of the bar in nuted yellow included
$700 mllion in dividends in FY 17. She detailed that it
was quite snmall relative to the FY 16 bar. She furthered
that FY 17 included $260 million for retirenent and roughly
$200 mllion for debt. She explained that the pension
obligation bonds essentially turned the retirenment paynent
into a debt paynent (together debt and retirenent equaled
roughly $450 million in FY 16 and FY 17). The difference in
FY 17 was a reduction of $500 mllion in oil and gas tax
credits with the expectation of the reform package. She
reiterated that the FY 17 bar included $700 mllion in
di vidends. The top bright yellow portion of the bar
represented the capital budget, which had been $118 million
in FY 16 and $195 mllion in FY 17.

1: 39: 03 PM

Vi ce-Chair Saddl er suggested breaking the data out into a
| arger chart to provide a clearer depiction of all of the
detail. M. Pitney understood that it was difficult to see
all of the information in the small bars.

Representative Gara referred to slide 12 and addressed the
$60 million in non-formula cuts and $40 million in fornula
cuts. He stated that the cuts to forrmula funds would result
in a loss of federal matching funds. He asked how nuch
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federal matching funds the state would lose as a result of
the cuts.

Ms. Pitney replied that the administration had worked to
preserve prograns to the greatest extent possible. She
furthered that they had tried to find a way to have anot her
funding source if possible. She reported that federal
funding had increased while the state had wunrestricted
general fund (UGF) savings. The admnistration was not
targeting prograns that had a federal nmatch; to the extent
possible it was preserving prograns that had the |everage
capacity for federal funds or for services that users were
confortable with offsetting the costs.

Representative Gara asked if the state would |ose out on
federal matching funds due to the proposed cuts. He asked
whether in circunstances where the admnistration had
decided to lose the federal funds it was because the
adm ni stration had determ ned the service was not needed by
the state or that it was covered sonewhere el se.

Ms. Pitney replied that the admnistration had done
everything possible to not |ose federal nmatching funds. As
in previous years, the admnistration had naxim zed the
mat ch through the federal transportation and sewer and
wat er prograns.

Representative Gara surm sed that the proposed fornula cuts
woul d not result in the |oss of any federal matching funds.
Ms. Pitney replied that because the adm nistration had been
able to | everage additional federal funds it had managed to
get UG- spendi ng reductions.

Co-Chair Neuman stated that it was still a 10-year plan.

1:42: 16 PM

Representative Gattis remarked that she had always heard
that it was not possible to change fornula prograns because
they were set in. She referred to the current discussion
related to reducing fornula funds and surm sed that the
proposed reduction had been backfilled with federal noney
and not state dollars.

Ms. Pitney replied in the affirmative.
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Ms. Pitney noved on to a graph on slide 13 titled "Real Per
Capita Unrestricted General Fund Revenue/Budget History."
The source of the data was from LFD, which showed that
inflation and popul ati on adjusted spending had dramatically
declined and were at |levels conparable to 2009; it was near
the lowest it had been over a 40-year period (shown on the
chart). The large changes were statew de costs including
retirenent, debt , oi | tax credits, di vidend checks
(represented in FY 17), and a snmall capital budget. She
turned to an LFD fiscal sunmary on slide 14. She stated
that assumng the governor's proposed conponents were
i npl emented, there wuld be a $440 mllion deficit.
However, w thout the plan there would be a $3.5 billion
deficit. She furthered that the $440 mllion deficit would
decrease to $28 mllion next year and zero in FY 19 if the
governor's plan was foll owed.

Representative Quttenberg referenced the FY 17 bar, which
i ncluded the Permanent Fund Dividend on slide 13. He noted
that the chart on slide 12 included the dividend but also
showed the nunber w thout the dividend. He wondered why the
figure was changi ng.

Ms. Pitney replied that she had worked to use LFD nunbers
as much as possible in order to elimnate disagreenent
about the individual nunbers. She elaborated that OVB and
LFD disagreed on where the dividends should be accounted
for. The adm nistration believed the dividends should be
counted because it was using the earnings reserve account -
as it had been traditionally used for dividends - to pay
the dividends for the current year. She stated that the
di vi dends shoul d be categorized as desi gnated general funds
(DGF) versus UGF. However, LFD contended that the dividends
shoul d be categorized as UG-

Representative GQuttenberg understood there was a difference
of opinion on whether or not to include the dividend in the
nunber. He was unsure whether the dividend had been
included in the graph for any of the years on slide 13. He
opined that it seened they were always |ooking at apples-
t o-oranges conparisons. He believed it would be easier to
understand if LFD and OVB presented the nunbers in a
cohesive way. He thought the difference nade it |ook Iike
snoke in mrrors. He believed the appearance should be
consistent with the way the budget had been constructed in
order for the legislature to do conpari sons.
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1:47: 20 PM

Ms. Pitney noved briefly to slide 15 related to pension
paynents. She noted that she had spoken with the conmttee
about pension obligation bonds and the associated tineline
the previous week. She offered to take any additional
guestions on the topic. She continued to slide 16 titled
"Reduce UGF Spending."” One of the administration's primary
objectives was to maintain service delivery to the maxi mum
extent possible while reduci ng UG spendi ng. She el aborated
that the adm nistration took advantage of any occurrences
where it could use federal funding to cover a program that
was otherwise funded with General Funds (GF) to work
through the deficit. She stated that the adm nistration had
taken advantage of occurrences where there were fees
associated with a service that people were willing to pay
to mai ntai n t he servi ce. She detail ed t hat t he
adm nistration was not “"slashing to slash,” but was
mai ntai ning state services to the greatest degree possible,
while reducing the state's UG spend to begin working
t hrough the deficit.

Vi ce- Chai r Saddl er understood that replacing state UG with
federal funds was part of the Medicaid expansion dynam c.
He asked in what other areas the admnistration had
achi eved the same dynam c

Ms. Pitney replied that the adm nistration was al so | ooking
to utilize matching on transportation and federal sewer and
wat er funds. She detailed that there had been an additi onal
$10 mllion in the village and rural sewer and water that
i ncl uded an increase.

Vice-Chair Saddler asked if there were any additional
incoming funds (outside of Medicaid and safe water). M.
Pitney believed there were a few and she would follow up
with the detail.

Ms. Pitney continued with slide 16 related to reduci ng UGF
spendi ng. She detailed that the administration was | ooking
at the goal as a nulti-year approach. She explained that
the prior year the state had been alnost $400 million down
in operating agency costs, which included 600 fewer
enpl oyees, office closures, furloughs, work on contract
negotiations to mnimze increases, and grant reductions or
elimnations (e.g. tourism and seafood marketing). She
stated that there were many different conponents to the
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$400 mllion; part of it included one-tine school funding
in FY 15. She elucidated there had been three years of
school funding appropriated in FY 15; with concurrence the
adm ni stration had reduced the FY 16 and FY 17 one-tine
funding. The adm nistration was also working on efficiency
initiatives, which would streamine what and how the state
was doing; it would save noney, but would not save hundreds
of mllions of dollars. Additionally, they were working on

consol i dating i nformation t echnol ogy and facility
functions; it was also working on a shared service for
procurenent and travel. The list included many things that
should and needed to be done, including reductions to

per sonnel and costs.

1:51: 57 PM

Representative Gattis remarked that there had been
di scussi on about the 600-enpl oyee reduction during a recent
speci al session. She thought Ms. Pitney had stated that the
decrease was a reduction in position control nunbers (PCN)
and not actual enployees. She asked if there had been a
change.

Ms. Pitney answered that the 600 positions had al ways been
related to how many fewer enployees the state was paying
currently than it had been paying in Decenber [2015]. She
el aborated that there were also over 800 position
reductions from FY 15 to present; 700 of which were full-
ti me pernmanent positions.

Representative Gattis asked for clarification on the
reduction related to the 600 positions. She wondered if 600
people had lost their jobs and were no |onger working for
the state.

Ms. Pitney answered in the affirmative; the state was
payi ng 600 fewer pernmanent enployees in the current year
than in the past year.

Representative Gattis wanted to verify that the actua
nunber individuals who were no |onger working for the state
was 600. She believed many constituents did not think 600
wor ki ng enpl oyees had been laid off. She thought it was
fair to address the actual nunber of people who had | ost
j obs versus reductions to PCNs. She wanted to be clear that
there were Alaskans who were no longer working in
conparison to not allocating noney to a departnent's budget
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for a vacant PCN. She believed it was a bit of a "shel
gane." She noted that the governor had stated he would do
| obbying in Washington DC, but she did not see the noney
put back. She furthered that as they went through the
process she woul d be very critical about |ooking at whether
there were Al askans out of a job and if their pay was being
utilized sonewhere else. She hoped they could be clear
about the issue in conversations going forward.

Co- Chair Neuman requested a chart of the nunber of filled
positions that had been eli m nat ed.

1: 56: 10 PM

Co- Chair Thonpson referenced the Departnent of Labor and
Wor kf orce Devel opment (DLWD) trends report that included
jobs that no |longer existed and expectations for the
foll ow ng year.

V5. Pitney addressed slide 17: "Budget @uidance to
Depart nent s":

Among the issues that departnents were asked to
consi der as they evaluated their budgets:

e Is it required by a constitutional nandate?

e Is it required by a |legislative nmandate?

e Does it |leverage other resources?

 Does it pay for itself or nake noney for the
state?

e How utilized is the service?

* What is the inpact on the statew de econony?

e How difficult would it be to privatize or be
absor bed by anot her agency?

e Does it directly contribute to the vision of this
Adm ni stration?

Ms. Pitney used business |icenses as an exanple of an
entity paying for itself. Wen addressing the inpact the
deletion of a service would have she used the Al aska Marine
H ghway System (AVHS) as an exanple. The adm nistration had
asked the departnments to look at the list of itenms as they
wor ked t hrough t he budget.

1:57: 37 PM
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Representative WIson referenced slide 17 and asked if the
adm nistration had the sanme conversations wth the
University of Alaska. She asked if any travel restriction
i ncl uded the University.

Ms. Pitney replied that the University Board of Regents had
the constitutional mandate to nanage the University. She
furthered that OWB shared all of its principles and
guidance with the University - in many cases they were
invol ved and responded the sane as any other agency, but
t he fundi ng deci sions were handl ed by the Board of Regents.

Ms. Pitney turned to slide 18: "Agency Operating Budgets
Percentage Change from FY16 Mt Plan to FY17 Gov (UGF
Only)." The slide included an agency-by-agency graph of
reductions by percentage. She drew attention to the
increases for the Departnent of Revenue (DOR) and the
Depart ment of Nat ur al Resour ces (DNR) which were
associated with increases for the gasline. There had been a
$38 million gasline investnent, which accounted for the $30

mllion increase to DNR illustrated on the graph. She
expl ai ned that DNR had received an $8 nmillion reduction on
top of the prior year reducti on, which had been
approximately $10 mllion. There had been an increase of

slightly over $1 nillion for DOR which represented a
continued decrease in revenue. The Departnent of Mlitary
and Veterans Affairs (DWA) was the admnistration's other
priority and had received a proposed increase for rural
engagenent; it represented the first step in regaining a
Nati onal Guard presence in rural Al aska. The chart showed
decreases for all other departnents in FY 17.

Vice-Chair Saddler asked if there had been any federal
match from the National Guard Bureau associated with the
$1.3 mllion for DWA. M. Pitney answered that currently
only UGF had been allocated towards the state defense force
for rural engagenent. The adm nistration anticipated that
in the future it would | everage federal funds, but it was a
state investnent to nove towards increased presence in
rural Al aska.

Representative Edgnon referred to the reduction of 600
state enployees (precisely 587). He asked if the reductions
had cone disproportionately from any particul ar departnent
(e.q. Department of Commerce, Community and Economc
Devel opnent).
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Ms. Pitney replied that the breakout had been posted on the
OVB website and updated nmonthly since August or Septenber
[ 2015]. She relayed that the |argest reductions were in the
Department of Admi nistration and the Departnent of Law - in
the range of 60 enployees. She did not have the data on
hand, but could follow up with the information. The chart
on slide 18 reflected fewer full-tinme enpl oyees.

2:01: 36 PM

Representative Gara asked for the total Departnent of
Health and Soci al Services (DHSS) budget (excluding
Medicaid). Ms. Pitney answered that it was in the $350
mllion range.

Representative Gara asked if the $46 mllion reduction had
cone out of the $350 mllion. Alternatively, he wondered if
a substantial part of the reduction had conme from Medi cai d.

Ms. Pitney replied that a substantial part of the reduction
was associated with the advantage the state had received
from Medicaid expansion. Additionally, energy assistance
and ot her program areas had recei ved reductions.

Representative Gara remarked that $90 million had been cut
from DHSS the previous vyear. He was concerned about
addi tional cuts.

Ms. Pitney continued to address slide 18. She drew
attention to the $9 mllion reduction to the Departnment of
Education and Early Devel opnent (DEED); the decrease was
made up of reductions and utilizing the School Trust Fund.
She expl ai ned that the reductions were to nmany of the grant
progranms (e.dg. pre-K, Best Beginnings, Alaska Native
Sci ence and Engineering Program (ANSEP), and broadband).
The grant prograns that had been started in the past few
years had been reduced. She furthered that the K-12 fornul a
(Base Student Allocation (BSA)) had received a $50 increase
through legislation passed in 2015. She explained that it
was the |ast prescribed increase; the admnistration' s plan
did not include any increases going forward as the budget
flattened out over the upconmng two years. She expounded
that $13 mllion in School Trust Fund nonies had been used
in prior years and $30 mllion would be used from the fund
in the current year. The goal was to determne how to draw
on the funds sustainably in the |long-term
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Co-Chair Neuman noted that the commttee would get further
into the DEED budget. He explained that when the
| egi sl ature had used funds from the Hi gher Education Trust
Fund the previous year it had not gone under DEED s budget,
but had gone to internet services and other itens connected
to educati on.

2:04: 34 PM

Representative CQuttenberg stated that the Department of
Commerce, Comunity and Econom c Devel opment (DCCED) had
taken a significant budget reduction (approximtely 30
percent). He was concerned about |ost opportunity. He
expl ai ned that Al aska was hosting the international Arctic
Council for the next two years. He detailed that he was
concerned about not spending a dinme in the current year and
losing $1.00 the next year. He believed the state needed to
have a vision for the issue. He provided developing an
Arctic port in Port Carence, Al aska as an exanple. He was
not asking for a specific answer at present, but he was
interested in perspective on what the state was doing
related to the topic.

Co-Chair Thonmpson remnded conmittee nenbers that the
comm ttee woul d address each of the departnents in depth at
a later date.

Ms. Pitney addressed a chart on slide 19 titled "Agency
Operating Budgets Change from FY 16 Mgt Plan to FY 17 Cov
(UGF Only)." The slide included the percentage decrease in
proposed reductions to departnents. She pointed out that
al though the decrease to DHSS was 4 percent, it had the
nost reductions by far in conparison to other departnents.
The University had the second |argest reduction from FY 16
to FY 17. She turned to slide 20 titled "Reductions FY 15
Managenent Plan to FY 17 CGovernor (adjusting for
investnments)." The slide adjusted out the increase for the
gasline and adjusting out the rural engagenent. She noted
that DCCED had taken a significant reduction [46 percent];
a large portion of the reduction was in tourism and seafood
mar keting grants. She explained that all of the traditional
grants that went through DCCED that were high in the high
oil years had been greatly dimnished. She pointed to DEED
non-fornmula, which was the second highest percentage
reduction [35 percent].

2:07:51 PM
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Representative GGattis noted that she chaired the DEED
finance subcommttee. She asked for the total percentage
reduction to DEED. She noted that only factoring in
nonformula in the chart sent an incorrect picture of
reductions froma percentage standpoint.

Ms. Pitney replied that it went back to services that could
be preserved using funds other than UG- spend. She offered
to get the nunber and foll ow up.

Representative Gattis clarified the question. She asked if
DEED had been cut by 35 percent or a snaller percentage
when accounting for formula funds.

Ms. Pitney returned to slide 19 related to a one-year | ook
for FY 16 and FY 17. The DEED reduction was just under $10
mllion, which included a $4 mllion shift for a total of
$6 nillion.

Ms. Pitney noved to slide 21 titled "FY 08-FY 16 State
Enpl oyees.” She had tried hard to stay away from stay away
from positions because when they had the discussions the
precedi ng year people had stated that vacant positions did
not count. She addressed the actual workforce reduction.
She noted that Co-Chair Thonpson had di scussed DLW s dat a.
She explained that under federal rules, DLWD did a nonth-
by-nmonth conparison annually for every job in Alaska. The
600 positions she had referred to earlier pertained to
executive and | egislative branch enployees; it was possible
for OMB to get a price tag on each of the State of Al aska
affiliated positions and to determ ne whether it was filled
or not. The data on slide 21 pertained every pay check in
Alaska including full-tine, part-tine, and seasonal
wor kers. She often worked with full-time and part-tine
permanent due to the state's benefit obligation to the
enpl oyees. There was nore flexibility related to tenporary
wor kers. The chart on slide 21 was all enconpassing and
included the University, Al aska Railroad Corporation,
departments, and other. She relayed that in 2008 the state
had paid 24,725 people; at present there were $24,800
enpl oyees. She remarked that two years earlier there had
been 26,500 enployees. She stressed that the decline
represented a reduction in workforce. She noted that
hopefully the former enployees were working sonmewhere el se
in the state and the jobs had not been |lost. She stated
that about three nonths earlier there had been about the
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same nunber of jobs in Alaska, but a loss had been
predi ct ed.

2:12:21 PM

Vi ce-Chair Saddler asked for verification that the figures
on slide 21 referred to actual individuals and not full-
time equivalents. For exanple, if there were two part-tine
enpl oyees it would show up as two decreased positions as
opposed to one position.

Ms. Pitney replied that the figures represented individual
bodi es and included part-tinme and tenporary enployees. She
el aborated that the state's workforce was made up of full-
time permanent positions (the core workforce); part-tine
per manent positions (a nmuch smaller nunber); and tenporary
enpl oyees, which fluctuated (e.g. fire fighters and student
workers). She took the state's permanent workforce and
| ooked at the percentage that were funded wth UG-
federal, and other state funds. She explained that breaking
the workforce into the different funding types brought the
GF nunber down significantly. For exanple, of DCCED s 575
enpl oyees, about 75 were UG- positions; the remainder of
the enployees were working for Jlicenses or federally
funded.

Representative WIlson noted that DEED had begun doing
contracts a couple of years earlier, which had reduced its
nunber of full-time enployees. She asked if the chart on
slide 21 accounted for work that had been contracted out.

Ms. Pitney replied that the chart (slide 21) did not
include the ~contract enployees. Representative WIson
requested the information. She asked if there was a chart
that would help the commttee better wunderstand how
salaries and benefits had changed over tine as the nunber
of positions had increased and decreased.

Ms. Pitney agreed. She noved to an LFD chart on slide 22
titled "FY 17 CGovernor's Request Agency Operating Budget,
Statewide Itens and Capital Budget (Fornmula & Non-Fornmnul a)
(UGF Only--$ mllions)." She stated that she "whole-
heartedl y* agreed with the chart (with the exception of the
magnitude of the bar that included $700 mllion for
di vidends). The <chart showed the state's options when
facing a $3.5 billion deficit. The largest portion of the
budget totaled $3.7 billion and included DEED, statew de
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(with or wthout the inclusion of dividend checks), and
DHSS. The renmaining budget totaled $1.8 billion, which
i ncluded other departnents, capital, and the |egislature.
Annual revenue was projected at $1.7 billion to $1.8
billion for FY 17 (less than that for FY 16). The choices
were very difficult and making up the deficits on any of
the pieces was virtually inpossible.

2:16: 15 PM

Representative Edgnon asked if the $1.7 billion was based
on oil in the $20 to $30 per barrel range or in the $50 per
barrel range. Ms. Pitney answered that the projection was
based on the Fall Revenue Sources Book price of $56 per
barr el

Representative Edgnon surm sed that the reality was that if
oil prices remained in the $20 to $30 per barrel range,
revenue could decrease to $1 billion. M. Pitney answered
in the affirmative.

Representative Gara observed that the admnistration had
cut state-funded pre-K from $2 mllion to nothing
(including Parents as Teachers). He wondered why there had
not been a substantial cut in the salaries of sonme of the
hi gher paid deputy comm ssioners who were paid nore than
commi ssioners in many cases. He asked why there had been no
reductions to the salaries when the proposed budget woul d
t ake nmoney from services for children who had not hi ng.

Vs. Pitney answered that there were fewer deputy
commi ssi oners. She elaborated that the deputy comm ssioners
were wunder enploynent contracts, which the state could
honor or not honor. She explained that the adm nistration
was choosing to honor its contracts. She added that there
had been furloughs and there were exenpt pay freezes in the
governor's office.

Representative Gara asked for verification that the nunber
of deputy conm ssioners had been reduced. M. Pitney
answered that sonme deputy commr ssioner positions had not
been re-hired.

Co- Chair Neuman requested a breakout of the reductions in
adm ni strators and what positions they had hel d.

2:18: 49 PM

House Fi nance Committee 14 01/25/16 1:31 P. M



Representative Gara expressed frustration about t he
decision to honor the contracts for individuals making over
$100, 000, while other noral obligations had been cut.

Representative Minoz requested a list of exenpt enployees
making nore than the governor. M. Pitney replied in the
affirmati ve.

Ms. Pitney briefly discussed the highlighted circles on
slide 23 titled "State of Al aska Fiscal Summary - FY 16 and
FY 17 (Part 1) ($millions)." She pointed to the bottom line
and noted that there was still a deficit of $440 million in
FY 17 (circled in red), which would be reduced to zero in
FY 19 under the governor's proposed budget.

Ms. Pitney reviewed slide 24: "The New Sustainable Al aska
Plan: Unrestricted General Fund Revenue/ Budget History
($mllions)." The green shading in the background
represented the state's revenue. Under the status quo there
would be a large deficit even as the governor's plan
continued to reduce funding expenditures. She detail ed that
the admnistration anticipated a $50 mllion decrease in
operating agency expenditures in the comng year and an
additional $50 million decrease the following year. G| and
gas tax credits were anticipated to be at a steady $100
mllion. Additionally, savings would be assuned from
pension obligation bonds and from working wth the
|l egislature on a disciplined general obligation bond
approach. Under the plan, costs continued to decrease, but
the state's revenue filled the gap with the use of the
Per manent Fund Protection Act. Going forward there would be
a long-term stable, and balanced budget. She noted that
the graph had been generated by LFD and illustrated the
outcone of inplenenting the Permanent Fund Protection Act
and the governor's proposed revenue neasures.

Ms. Pitney advanced to the final slide 25: "The New
Sust ai nabl e Alaska Plan." She summarized that wunder the
governor's plan Alaska still had the |lowest taxes in the
nation and residents received a dividend. She read fromthe
sl i de:

* Lowest taxes in the nation.

* Receive a dividend.

* G ow our savings.

« Continue to provide essential services.
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e |nvest in future

Representative WIson asked if a salaried enployee put on
furl ough nmade the sanme anmount of noney as hourly enpl oyees.
For exanpl e, she wondered whether salaried deputy
commi ssioners paid noney back to the state if they were put
on furl ough.

Ms. Pitney replied that the enployee would take |eave
wi t hout pay (LWOP) days.

Representative WIson thought salaried enployees just
received a set anount versus getting paid hourly. M.
Pitney replied that LWOP days were less pay. An enployee
woul d take the furlough days w thout their normal salaried
anmount .

Vice-Chair Saddler referred to slide 24 and asked for
verification that the slide represented nom nal dollars.
Ms. Pitney answered in the affirmative. She el aborated
beginning in 2020 the plan called for constrained increases
on the spending side and inflation-only increases on the
revenue side (assuming there would be itenms reduced in FY
17 through FY 19 that would need to be restored in the
future).

2:23: 33 PM

Representative Gara referenced Ms. Pitney's past testinony
that there would be several years of flat funding for
education. He asked if the "sustainable" line included flat
funding for K-12 education out into the future. M. Pitney
answered that the plan called for flat funding in K-12 in
FY 18 and FY 19 (there was a $50 increase to the BSA in FY
17); inflation adjustnments would begin after FY 19.

Representative Gara replied that under the governor's plan
it would nean four consecutive years of (inflation adjusted
dollars) cuts to school s.

Representative Edgnon pointed to the bottom line on slide
23, which showed a deficit of $440 mllion wunder the

governor's plan. He referred to the current oil price
envi ronnent and reasoned that the figure would balloon to a
nmuch | arger nunber of possibly $1 billion.
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Ms. Pitney answered that there were additional reductions
in savings built into the governor's plan through FY 19 -
primarily from $100 nmillion in operating reductions,
achieving a steady $100 mllion in [oil and gas] credit
reform shifting from cash funding on capital to genera
obligation bonds for itens the state currently cash funded,
pensi on obligation bonds, and keeping a very strict policy
of locating reductions if an expenditure increased in one
area. Beginning in FY 20 the governor's plan |ooked at
inflation only. She explained that the deficit of $440
mllion would be reduced to $28 million [in FY 18] and then
down to zero [in FY 19]. She added that it would take a bit
of time for sone of the proposed tax revenue to filter in -
it was about $100 million short of the anticipated figure
in the future. She concluded that altogether the plan would
reduce the $440 mllion deficit (shown on slide 23) down to
zero.

Co-Chair Neuman discussed the agenda for the follow ng
meet i ng.

#
ADJ OURNVENT
2:26:28 PM

The neeting was adjourned at 2:26 p. m
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