HOUSE FI NANCE COW TTEE
February 10, 2016
1:32 p.m

1: 32: 32 PM

CALL TO ORDER

Co- Chair Neuman called the House Finance Commttee neeting
to order at 1:32 p.m

VEMBERS PRESENT

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

Representative Lynn Gattis
Representative Scott Kawasaki
Representative Cat hy Minoz
Representative Lance Pruitt
Representative Tanme W/ son

VEMBERS ABSENT

Representative Bryce Edgnon
Representative David Guttenberg

ALSO PRESENT

David Teal, D rector, Legislative Finance D vision; Lacey
Sanders, Fiscal Analyst, Legislative Finance D vision; Pete
Ecklund, Staff, Representative Mirk Neuman; Representative
Loui se Stutes; Representative Liz Vasquez; Representative
Wes Keller; Representative Cathy Tilton; Representative Dan
Otiz; Representative Gabrielle LeDoux; Representative
Shel | ey Hughes.

SUMVARY

ANOPERATI NG BUDGET AND SUBCOW TTEE PROCESS 101 OVERVI EW

1: 32: 54 PM

Co- Chair Neunman discussed the neeting agenda. He expl ained
that the neeting would focus on the basics of the operating
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budget and subcomittee process. He explained that the goal
was to hel p people better understand the budget process.

DAVID TEAL, DI RECTOR, LEG SLATIVE FINANCE DI VI SI ON,
introduced the Power Point Present ati on: " Budget 101
Training" dated February 10, 2016 (copy on file). He
announced that the neeting would focus on basic budget
information and was not a discussion of the fisca
situation. He addressed the goal of the presentation on
slide 2:

Goal of This Presentation:

Provide legislators and staff wth basic budget
information. This is not a discussion of the fiscal
situation. It is a discussion of the budget — actually
only the appropriation side of the operating budget.

e Appropriation Structure - How the |legislature can
control spendi ng t hr ough appropriation (or
budget) structure

* Fund Goups - Wat they are & how they indicate
the I evel of legislative discretion

* Understanding the Fiscal Summary

* Subcomm ttee Process

* Resources helpful in analyzing and preparing
subconmi tt ee budgets

M. Teal noved to slide 3: "Appropriation (O Budget)
Structure.”

What is an appropriation?

e An appropriation is legislative authorization to spend
funds. An appropriation has five requirenents:

Pur pose
Fundi ng Source
Anmount
Location

Ti me Frane

GhobdE

What is appropriation (or budget) structure?
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« When many people speak about appropriations, they are
referring to the appropriation structure in the
nunbers section of an appropriations bill.

= Appropriations appear in bold
= Allocations are indented and appear in non-bold
type

e Wiy is budget structure inportant?
= The legislature controls where funding can be
spent through the budget structure.
o Funding cannot be transferred between the
various allocations within an appropriation.

[ The slide contained a sanple page from a nunbers section
of an operating budget bill.]

1: 36: 15 PM

LACEY SANDERS, FI SCAL ANALYST, LEG SLATI VE FI NANCE
DI VISION, continued to address slide 3. She pointed to the
right hand portion of the slide that provided an exanple

from a page of the appropriation bill. She exenplified a
Departnment of Education and Early Devel opnent (DEED)
appropriation to illustrate the point that noney cannot be

transferred between the various allocations wthin an
appropriation, which provided the |egislature control over
where the fundi ng was spent.

PETE ECKLUND, STAFF, REPRESENTATIVE MARK NEUMAN, continued
to address slide 3. He enphasized that noney coul d be noved
bet ween al | ocati ons, but not across appropriations.

M. Teal elaborated that the legislature could cut a
program or specific expenditure within an allocation and
di scovered that the agency was still offering the program
or "doing what the Ilegislature thought it had cut."
Agencies could sinply nove funding within an allocation.
The only way for the legislature to control expenditures
was to develop a separate appropriation for an item it
wanted to cut. The legislature could not make an agency
spend noney with an appropriation, but could halt specific
spendi ng using the correct appropriation structure.

M . Ecklund detailed that in nost agenci es many

appropriations and many allocations were contained wthin
its budget. The exception was the University of Al aska
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structure that contained one appropriation and nany
al | ocati ons.

1: 40: 02 PM

Ms. Sanders noved to slide 4:
Fund G oups & Legislative Discretion:

The following four fund groups indicate the |evel of
| egi sl ative discretion over the use of the funding:

1. Unrestricted Ceneral Funds (UGF) — No statutory
designations or restrictions on these funds.
Deficits refer only to UG. Deficits cannot occur
in other fund groups.

2. Designated General Funds (DG) — Although the
Constitution prohibits the dedication of funds
(with a few exceptions); the legislature has
statutorily designated funds in this group for a
speci fic purpose.

3. Gher Funds — The legislature has Ilimted
di scretion (includes dedicated and duplicated
f undi ng) .

4. Federal Funds — Funding received from the federal
gover nment . The | egi sl ature has limted
di scretion over the use of this funding.

Co- Chair Neunman asked Ms. Sanders to provide exanples for
each fund group

Ms. Sanders delineated that the mpbst common UG- Fund Code
was 1004 and another category of UG was "general fund
match.” She noted that the Power Cost Equalization
Endowrent Fund (PCE) was an exanple of designated genera
funds. Ot her designated codes were for receipts that were
collected such as for notor vehicles. The third category
was other funds and very few existed. She exenplified the
Fish and Ganme fund that was constitutionally dedicated and
carried federal restrictions and requirenments and statutory
desi gnated program receipts that were exclusively used for
a specific purpose.
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Representative WIson asked about the H gher Education Fund
and noted that the finds were being utilized for different
pur poses other than performance scholarships. M. Sanders
answered that while statutory guidelines were in effect for
a designated fund the legislature had the "discretion" to
reject the stated purpose and reappropriate the funds. She
expounded that the Hi gher Education Fund was a designated
fund and last year the |legislature reappropriated the
excess for other educational purposes.

M. Ecklund remarked that the legislature chose to use the
hi gher education noney for other elements in K-12
education, but it could have been used for any other
pur pose.

Representative W/Ison asked whether the PCE funding could
be used for any Al aska Energy Authority (AEA) projects. M.
Sanders answered in the affirmative.

M. Ecklund specified that the funds were dedi cated and not
desi gnat ed.

M. Teal clarified that both PCE and H gher Education Fund
nmonies could be wutilized to operate the Alaska Marine
H ghway System (AVHS). The legislature had the authority
over all designated funds.

Representative Gattis requested nore information about the
funds and identify "each pot of noney" and how it could be
spent.

1:46: 13 PM

Ms. Sanders addressed the fourth category on slide 4
"Federal Funds". |Is there a cut and paste? Or nore info?

M. Ecklund enphasized that the reason the budget process
focused on UGF was that the difference between annual UGF
revenue and annual UGF expenditure nmade up the fiscal gap.

Ms. Sanders addressed slide 5 titled "Fiscal Sunmary." The
slide included a fiscal sunmary docunent that contained the
four fund categories. She noted that the summary contai ned
the four fund groups for FY 16 and conpared it to the FY 17
governor's proposal. She noted the far right colum
depicted the changes in UG- between fiscal years. She
el aborated that reading down the page it was divided into
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four categories. The top was “revenue” and the next was
“appropriations” that was broken down into “operating
appropriation” which was divided into “agency operations”
and “statewide itens” and the third category was “capital
appropriations.”

M. Ecklund sunmarized that the fiscal sumary was an
income and expenses statenent and a deficit and surplus
statenment with details in between.

Ms. Sanders relayed that the Legislative Finance Division
(LFD) published a fiscal summary twice a year. She briefly
highlighted slide 6: "Fiscal Summary (Continued)" that
contained fund transfers, Permanent Fund information, and
total s. She addressed slide 7:

Short Fiscal Summary

* Focus is on UG- Only
e Status Quo Renobves the Governor's Proposed Legi sl ation

= New Revenue Sources
= Pension Obligation Bonds
= Ol Tax Credits

e Status Quo Dividends are not UG-

[ The slide contained an exanple of a short fiscal sunmmary
docunment on the right side of the slide]

Ms. Sanders explained that short fiscal summary contained
the sanme information as the fiscal summary but narrowed the
focus to UGF.

M. Ecklund elaborated on the inportance of understanding
the short fiscal summary. There were itens in the |anguage
section of the governor's proposed operating budget that
required enabling legislation. Sonetines the House Finance
Commttee drafted a status quo operating budget conmttee
substitute (CS) and nade adjustnents accordingly.

Ms. Sanders turned to slide 8: "Fiscal Summary: FY 17
Governor's Request: Agency Operating Budgets, Statew de
Items and Capital Budget (Formula and Non-Formula) (UGF
Only)." She detailed that the graph represented the capital
and operating expenditures in the fiscal sunmary. The
colored bars reflected the <categories of capital and
operating expenditures. The Ilight blue bars represented
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non-fornula totals, the red bar depicted debt service, the
yel l ow bar portrayed capital expenditures, the green bars
referenced statew de assistance retirenment fornmula, and the
dark blue bars represented formul a spendi ng.

1: 53: 31 PM

M. Ecklund pointed out that the subcommttees |ooked at
the non-fornula budget and in nost instances the fornula
expenditures required statutory change. Subcommttees were
not authorized to change statue, therefore only focused on
non-formul a itemns.

Co-Chair Neuman interjected that last fiscal year the
budget totaled $5.2 billion. He delineated that $1.2

billion was spent on statew de services that included $500
mllion in oil and gas tax credits, $268 nillion in
retirement, and $228 mllion in debt service. The other $4
billion was split roughly into $2 billion each for fornula

itenms: education and Medicaid and the renai nder were spent
on non-forrmula itens which he referred to as "day to day
governnment" spendi ng.

Ms. Sanders addressed slide 9 titled "Agency Qperations.”
The chart depicted agency operations expenditures of UG-
only, adjusted for inflation over the last twelve years.
She noted that nost departnments reverted to 2006 and 2007
levels with few, but understandabl e exceptions. She pointed
out that the Departnment of Corrections (DOC) was at a 2011
| evel due to prison population and costs rising over tinmne.
The Departnment of Mlitary and Veterans Affairs (DWA)
experienced a technical change. She explained that funds
for the MIlitary Youth Acadeny had previously been funded
t hrough DEED, but was now funded through DWA, which was a
significant change for the departnment. The Departnment of
Public Safety's (DPS) and the Departnent of Revenue (DOR)
budgets were higher than 2007 |evels. She summarized that
the chart was a conparison to the FY 2017 governor's
budget .

Co-Chair Neuman asked for an explanation of departnent
expendi t ur es. He referred to the total figures as
"snapshots in tinme." He noted the difficulty in evaluating
agency growth due to funding noving between departnents and
di ffering managenent.

1: 57: 28 PM
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Ms. Sanders answered that when a change was made to a
categorized fund, for instance "other funds" changed to
D&, the LFD system had the ability to go back in tine and
applied the change historically to all years. She provided
the exanple of the Alaska Aerospace Corporation that was
|ocated in the Departnent of Comerce, Community and
Econom ¢ Devel opnent (DCCED) budget but had been noved to
the DWA budget. Wen the Al aska Aerospace Corporation was
moved the historical budget information noved to DWA wth
it.

M. Ecklund clarified that the LFD system included | ook
back graphs that provided an "apples to apples conparison.”

Ms. Sanders noved to slide 10: "Agency Look-Back G aphs.™
The graphs provided a further "drill down" of detailed
budget i nfornmation.

M. Ecklund noted that LFD began devel oping the graphs with
the co-chairs approximately 6 years earlier. He explained
that the intent was to provide a "tool wused by the
departnment” to communicate to the legislature the reason
for any growh that occurred and the budget history of the
departnment. His intention was to have agency staff provide
a historical narrative along with the graphed dat a.

M . Ecklund addressed slide 11:

Subconmi tt ee Process:

e Mssion/Core Services/Results
e 10 year Look-Back

e 10-Year Plan Look-Forward

e Audit Check

e Status of current year Changes
e Evaluate Increnents/Decrenents

M. Ecklund explained that roughly 5 or 6 years earlier
there had been conplaints that nenbers were not provided
enough information for the subconmittee process. As a
result, sone veteran budget staffers and LFD devised a way
to provide better information and standardi ze the process.
Abundant information was available but the need was to
present it in a concise "nore user friendly" manner. The
goal was to provide the nobst useful relevant information
that could be understood in a tinely nmanner. He noted that
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the focus of the information was the mssion of the
departnments, which included core services, results based
budgeti ng, and results based accountability. The
information allowed evaluation of every program function
and, service of governnment. The Co-Chair instructed nenbers
and staff to nmake all of the itens deened necessary as
efficient as possible. He restated that the agencies

adm ni strative services director, conm ssioner, or division
director should know the budget history of the agency and
explain the data provided on the 10-year |ook back graphs.
In addition to the 10-year |ook back graphs, LFD provided
additional data and highlights of significant budget
changes over the vyears for each departnment on their
website. He addressed the statutorily mandated executive
branch's 10-year Plan for each departnment that provided a
| ook forward for 10 years. FY 17 was the first year the
pl ans were provided.

2: 06: 25 PM

M. Ecklund referred to the audit check that the
subcomm tt ees wer e request ed to carry out . The
subconmttees held hearings on any audits that reported
probl enms or suggested corrective action and directed a plan
of action. He continued that by the time the subconmttee
reviewed the steps in the subcommttee process the nenbers
possessed enough information to adequately evaluate the
budget increnents and decrenents. He concluded that the
standardi zed subcommittee process alerted the executive
branch as well as the commttee nenbers "what to expect.”

Co-Chair Neunman interjected that the effort was not only
for the menbers but also for the staff. The process enabl ed
the staff to be well inforned and answer the public's
guestions. The goal was to provide accurate information.
Hs staff was nmeeting with other nenber’s staff to ensure
the process and infornmation was under st ood.

M. Ecklund noted that the subcommttee binder information
list had been included in the neeting packet titled
"Subcommttee Binders - Mninmum information to be included”
(copy on file).The Co-Chairs office provided subcommttee
binders for nenbers and staff. He enphasized that the
pur pose of dissem nating budget information was to assist
menbers in making "informed" budgetary deci sions.

Representative WIson asked whether after programatic
decisions were made nenbers should look into the detail
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budget books for specifies regarding enployee data and
determ ne whether two or three deputy conmm ssioners or 10
econom sts were necessary in the Departnent of Labor and
Wor kf orce Devel opnment or enployees in other departnents.
She al so nentioned evaluating federal matching funds versus
general funds for prograns and enployee salaries. M.
Eckl und answered that it was up to the subcommttee chairs
to explore any other areas or delve deeper into budgetary
areas wWith additional information. The subcommttees were
provi ded with basic and necessary information.

2:11: 05 PM

Ms. Sanders noved to slide 12:
Budget Resources:

The foll owi ng slides provide information on:

* Budget resources available to legislators and the
public

» The types of information you can extract from
t hese resources

Ms. Sanders turned to slide 13:

Al aska Legislative Budget Handbook - The Swi ss Arny
Kni fe (SAK)

This publication is designed to be a step-by-step
guide to assist new legislators and staff in
devel opi ng agenci es’ budgets. Sonme of the information
included in the SAK is:

» LFD anal yst contact information

e Tips for running effective subconm ttee neetings
 Budget anal ysis questions

* Budget cl oseout procedures

» Conference Conmittee process

* Fund code and fund group information

* Appropriation |aw

» dossary of budget terns

e O her Budget resources
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Co- Chair Neunman asked whether the SAKs were available at
the LIGCs (Legislative Information Ofices) throughout the
state. M. Ecklund replied that the booklets were avail abl e
on the LFD website but probably not available at LIGs. Co-
Chair Neuman noted that individuals could contact their
| egi sl ators for a paper copy.

M . Eckl und encouraged legislators to refer to the
publ i cati on. He considered it the best resource for
provi di ng a basi ¢ understandi ng of the budget process.

Ms. Sanders turned to slide 14:

Legi sl ative Fi scal Anal yst’ s Overview  of t he
Governor’s Request (or the Overview):

Thi s IS typically Legi sl ative Fi nance’ s 1st
publication in the budget process. It includes:

A Fi scal Summary

A summary analysis of the Governor’s Decenber

15th operating and capital budget requests,

including revenue neasures and bills like the

Per manent Fund Protection Act

* Discussion of each agency’'s top issues as
identified by Legislative Finance anal ysts

* Analysis of the |anguage sections in each

appropriation bill

This publication is typically available on the first
day of session.

Ms. Sanders spoke to on slide 14 and reported that the
summary was al so avail able on the LFD website.

Co- Chair Neuman asked about the division's process when
determining what specific or significant issues were
hi ghlighted in the overview

2:16: 15 PM

M. Teal replied that significant 1issues were often
identified because of costs. For instance, if a departnent
was requesting an item with a high expenditure for that
particular agency it indicated a policy change and LFD
would highlight the issue. He added that issues |ike
pensi on obligation bonds or anything that was a potenti al
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policy change was examned via the overview. He rem nded
the commttee that the docunent was an overview of the
governor's proposed budget and any anal ysis provided by LFD
was not an endorsenent. He described the docunent as a
"broad overview." He noted that the policy changes were
highlighted in the |anguage section, which typically
conprised one quarter of the overview and were not topics
covered in subconmttee.

2:19: 01 PM

Co-Chair Neunan stated that the book helped nenbers
understand the budgets of the subconmttees that nenbers
were not participating in.

Ms. Sanders npved to slide 15:
Subconmmi tt ee Books:

How to read a Subcomm ttee Book

e Colum Definitions
» Blue pages contain Legislative Fiscal Analyst’s
Overvi ew of the Agency’s budget request
* Coldenrod reports (contain summary reports)
e Agency Summary
e Agency Summary (Ceneral Funds & UGF Only)
« Agency Totals
 Wite pages (contain det ai | reports by
al | ocati on)
* Allocation Totals
« Transaction Change Det ai
« Wrdage Report
» Transaction Type Definitions

Ms. Sanders indicated that LFD conpiled a subcommittee book
for each depart nment t hat consol i dat ed t he budget
information in the governor's request. She turned to Slide
16: "Subcomm ttee Books (Continued)." She delineated that
the slide included two sanple pages from a subcommittee
book. The chart on the page titled "Miulti Year Allocation
Summary - Operating Budget - FY 2017 CGovernor Structure"
contai ned figures under colums. The first colum outlined
the nost recently closed fiscal year actual, which was FY
15 and reported what was actually spent. The next colum

House Fi nance Committee 12 02/10/16 1:32 P. M



was the "FY 16 conference comrittee" (CC) and listed the
budgets as approved by the conference conmttee. She
el aborated that the next colum was FY 16 authorized and
reported the CC budget adjusted for vetoes, and included
appropriated fiscal notes and unallocated reductions. She
turned to the next two colums titled "Managenent Plans”
that contained authorized |evels of expenditures beginning
in FY 15 and FY 16 including position adjustnents and
departnental transfers within appropriations. She qualified
that due to the significant reductions over the previous
two years both fiscal years were included. She noved to the
next colum titled "FY 17 Adjusted Base" that reflected the
"starting point" for the fiscal year. Adjustnents included
one-tinme itens, contract ual salary adjustnents, and
tenporary increments (INCT) such as a short-term project.
The followng colum was the FY 17 CGovernor Request that
i ncluded the adjusted base plus the Governor's requests for
changes in progranms or fund sources.

2:25: 50 PM

M. Ecklund interjected that the subcommittee process
started with the FY 17 adjusted base figures. He noted that
conpari sons often refer back to the Managenent Pl an.

Representative Gara asked about conparing the budgets. He
clarified that the budget was built from the adjusted base
and managenent plan figures were used as a conparison. The
adj usted base nunbers did not include any one-tinme itens.
He asked for concurrence. M. Ecklund agreed with his
st at ement s.

M. Teal added that LFD was often asked what information
was a "better conparison" and he asserted that a correct
answer was not possible. However, using the adjusted base
facilitated a consistent start for the subcommttee
process.

Representative Gara referred to salary contracts. He asked
whi ch columm included salary contract information. M. Tea
answered that the salary adjustnents were included in the
adjusted base colum so that they do not appear as
governors increnents and were already included in the
budget .

Ms. Sanders spoke to the transaction-type definitions
included in the back of the subcommttee books. She
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furthered that the front of the book contained the agency
overview section on blue pages. |In addition, agency
summaries were included on goldenrod pages that included
reports such as UGF only data. The white pages included the
col ums she spoke to.

2:31:34 PM

M. Teal added that the reports included were standardi zed.
He offered that nmenbers should all feel free to request any
type of customized report. The transactions typically
contai ned notes and could be made avail able by request. He
stated that if anyone desired a deeper understanding of a
particular request the notes could be provided with the
transacti ons.

M. Ecklund nentioned that each subconmttee maintained a
link to the different presentations and docunents that were
presented during subcommittee neetings on the BASIS
websi t e.

Ms. Sanders turned to slide 17: "Guide to OVB Budget
Reports" that depicted the one page sunmary prepared by the
O fice of Managenent and Budget (OvB) and was a guide of
how the budget process flows, that included term nology,
and the itenms contained in the budget. She noted that there
was a termnology difference between LFD and OWVB. She
expl ained that LFD referred to the budget in terns of the
departnment, appropriation, and allocation and OB used
depart nment, results delivery uni t, and conponent
correspondi ngly.

2:35:22 PM

Ms. Sanders advanced to slide 18:

Legi sl ative Fi nance Division’s Website
(http://ww.l egfin. akl eg. gov/)"

In addition to the standard operating, capital, and
suppl emental reports, the followi ng information can be
found on the LFD website:

* LFD anal yst contact information
» (perating Budget Reports
e Current reports
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e Appropriation bills that are still in
Committees (that haven’'t yet been posted on
BASI S)

e Historical Reports
* Budget Anendnent Forns
e Capital Budget Reports
e Current Reports
» “Custont historical capital budget reports:
e Summary reports (by HD, Agency, or
St at ew de)

* Project det ai | reports by House
District or Agency

» Export to Excel of all projects
» Project Search

e Appropriation bills that are still in
Commttees (that haven't yet been posted on
BASI S)

 Budget Anendnent Forns

» CAPSI S

* Suppl enental Budget Reports
* Fiscal Note System
e LB&A' s RPLs (Revised ProgramLegislative)

e LFD Publications - Fiscal Summari es, Yearly
Publ i cations, Informational Papers & O her

e Analysis Tools - Look-back G aphs, Highlights,
Transaction Detail, Increment Status

e Links — To other websites such as Ofice of

Managenment & Budget (QOvVB)

Representative Gara assuned that adjusted base included
sal ary adjustnents. He wondered about the useful ness of the
adj usted base data when only sonme of the contracts were
negoti ated and sone were still under discussions. M. Tea
replied that the information was "consistent." He explained
that all of the ratified salary adjustnents were already
included in the budget. Sonme of the bargaining agreenents
were not yet negotiated and subsequent to negotiation were
provided to the legislature. The legislature then provided
the contract nunbers for the budget which were plugged in
by LFD. Language existed in the budget bill that referred
to all of the contracts whether all were ratified or not
that stated if the contract was not ratified the noney
woul d be renmoved from the budget. The funding was not a
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subconmittee topic and was included in the budget when
ratified. He characterized it as a "statew de' deci sions.

M. Ecklund remarked that the |egislature nade the decision
whether to fund a ratified contract called “Mnetary
Ternms,” and noted that the process was not an autonatic. He
alerted the conmttee that 86 percent of the state's
wor kf orce had contracts currently in negotiations.

Co-Chair Neuman asked whether the legislature had any
authority in negotiating the contracts. M . Eckl und
answered in the negative.

M. Teal expounded that the nonetary terns of a contract
were a statew de decision that was nmade by the |egislature.
He clarified that if the legislature included the funding
in the budget, the action represented approval and if the
nonetary terns were not included the action was viewed as
di sapproval and the contracts were sent back to the unions
for further negotiation.

Vice-Chair Saddler asked whether contracts could Dbe
partially funded. M. Ecklund responded in the negative and
enphasi zed that the entire contract was approved or not.

Representative Gattis asked how step increases fit in with
contract negotiations and how the increases were accounted
for in the budget. M. Ecklund answered that the steps were
bar gai ned for with covered enpl oyees and were absor bed.

2:42: 05 PM

M. Teal expounded that step increases were not funded for
executive branch agencies. Theoretically, agencies absorbed
the increases. He provided the exanple that when one person
resigned it was possible to save 10 steps when a brand new
staffer was hired. He remarked that some agencies woul d say
that it worked for big departnents, but not for snmall ones
especially where enpl oyee retention was high. He added that
al | agenci es absorbed step increases except the University.
The University step increases were a contractual obligation
and typically requested a budget increnent.

Ms. Sanders continued to address slide 18. The screen

showed an inmage of the LFD website [not included in the
presentation]. She pointed to a matrix of reports on the
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website [this was not in the presentation]. She described
the types of reports available on the website.

M. Teal -enphasized that the reports were constantly
updated on the website. Every step of the budget process
gave a new batch of reports.

Ms. Sanders relayed that LFD provided conparisons that
included reports showing exactly what was accepted or
denied. The division reviewed all of the Revised Program
Legi slative (RPLs). She explained that RPLs were approved
by the Legislative Budget and Audit Committee (LBA) when
for exanple; an agency received additional federal grant
nmoney but |acked the authorization to accept them She
noted that LBA could not increase general funds. She
pointed to budget history graphs available on the website
and to the fiscal note system She continued that along the
top of the nmamin page drop down nenus provided links to the
avai l abl e information. She described the different analysis
tools listed on the slide. She concluded that a vast anount
of budget information was avail able on the LFD website.

2:50:59 PM

Ms. Sanders continued to highlight the LFD website. She
turned to slide 19:

Ofice of Managenent & Budget’ s Websi te
(http://onb. al aska. gov/):

In addition to standard budget reports, ot her
informati on on OWB's website includes:

« Personal Services Reports

 Performance Measures

* 10 Year Pl ans

» Conprehensive Annual Financial Reports (CAFR)
 Budget Term nol ogy

e Capital Appropriation Status Reports

* Fee Reports

» Personal Services Transfer Reports

* Revenue Forecast

* Cuide to OVMB Budget Reports

Ms. Sanders npved to slide 20:
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Governor’s Detail Budget Books

These books are published by each agency and include
detailed informati on on agenci es’ budgets.

e Perfornmance Measures
e Organi zation Charts

» Personal Services Detail (pcns, location, cost of
salary & benefits, vacancy factors, and the
anount of UGF budgeted for each position)

e Line Item Det ai
* Revenue Det ai
* Interagency Services

2:53: 54 PM

Ms. Sanders indicated that the governor's Detail Budget
Books were referred to as "Black Books." She addressed
slide 21: "Personal Services Expenditure Detail: Departnent

of Conmerce, Community and Econom c Devel opnment." The slide
contained the sanple of a Personal Services Expenditure
Detail page. She explained that the departnent included the
information for each position including the total salary
and every single position for an entire year. The total
cost for the year before applying any vacancy factor was
$6.8 mllion. She referred to a white paper titled
"Positions, Vacancy, And Legislative Control"” included in
the packets (copy on file). She related that included in
the legislature's appropriation authority it had the power
to fund at whatever |evel desired. The executive branch had
the authority over positions. The governor's office
ultimately established positions. Each agency was assigned
a vacancy factor through OVB. She exenplified that on the
sanpl e page for DCCED the vacancy factor was 8.45 percent
or $572 thousand. The departnent was underfunded and had to
either keep positions vacant or neet the unfunded anount
through attrition and turnover.

Ms. Sanders stated that departnments had to nmaintain the
vacanci es throughout the year or |eave positions vacant for
a long period of tine to neet the short funding.

2:58:25 PM

Representative WIson wondered why the vacancy factor
met hod  was used versus just including a blanket
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appropriation for personnel costs. M. Sanders answered
that in a small agency personnel costs were nore stable and
known and the vacancy factor was |ow or zero. However, in a
| arge agency, a reasonable vacancy rate needed to be
det er m ned.

Ms. Sanders clarified that the zeros shown on slide 21
actual ly denoted del eted positions.

Representative WIson asked how a |egislator coul d
determ ne whether a position was vacant. M. Teal replied
that the slide did not show what position was vacant and
what was filled. The detail page reported the costs if
every position was filled. The figure of $6.7 mllion
(total pre-vacancy nunmber on the slide) was the total of
all positions. The department received $6.2 million and had
to hold roughly 6 positions open all of the tine. He
restated Representative WIson's question that asked why
the positions were sinply not deleted. He detailed that
over the years the legislature denonstrated nuch interest
in position counts but had no control over the positions.
Therefore, OVB becane highly sensitive to the nunber of
positions departnents maintained and made it difficult to
create new positions. The agencies responded by attenpting
to hold on to the positions because it was easier to use a
vacant PCN (position <control nunber) than it was to
establish a new one. He enphasized that the legislature did
not control the nunber of positions agencies naintained; it
only controlled the funding.

3:03: 34 PM

Representative Gattis asked whether there was a way to
freeze step increases. M. Teal believed steps were
bargai ned. He observed that if a step wasn't approved an
enpl oyee could dispute it. He recounted that t he
| egislature was not funding the steps. An agency could
report a position at a K step but the job could be vacant
or may be hired as an A step. It was hard to say what an
agency would present to the legislature - they all did it
differently. The vacancy factor was "backed into" and
"fairly nmeaningless."

Co-Chair Thonpson believed it was the legislature's
responsibility to question a vacancy that was held open for
two to three years.
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M. Teal agreed. However, on the other hand, if one of the
vacant positions was elimnated it would reduce the nunber
of positions and the vacancy factor and |eave the
appropriated anmount "exactly where it was." He stated that
the action would be “chasing snoke.” The position was not
filled; the noney was not being spent, because the noney
was not bei ng paid.

M. Ecklund added that vacancy was an inportant thing to
| ook at because departnents used the funding for other
things. He reiterated that "at a high level the legislature
did not control PCNs and they were a creature of the
executive branch.” The legislature had tried to elimnate a
PCN in the past and it did not happen.

M. Teal enphasized that the scrutiny the |egislature gave
to positions helped everyone stay honest. He discussed an
avai l able report of actuals that revealed actual persona
services noney. He voiced that “"theoretically,” the
| egislature wanted the agency to turn in a budget request
showi ng exactly where it would spend its noney. He decl ared
that the situation made it difficult to determ ne whether a
budget request was real.

Ms. Sanders offered slide 22:
Per sonal Servi ces:

| nformational Paper 16-3 Positions, Vacancy Factors
and Legislative Control — includes information
regar di ng:

« CGovernor’'s authority to <create and appoint
positions within the Executive Branch

» Legislative control over positions

* Fundi ng positions authorized by the |l egislature
e Transfers to and fromthe Personal Services |line
 Vacancy factor

3:10: 20 PM

M. Ecklund noted that the informational paper listed on
slide 22 provided much nore information.

Co-Chair Thonpson urged subcommittee nenbers to ask
agencies for truthful reporting.
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M. Ecklund read from a note that the |egislature never
fully funded position costs and that vacancy factors were
al ways used.

Representative Gara indicated that initially he had a
difficult tinme grasping the concept of vacancy factors. He
offered that departnments justify the vacancy factor under
the premse that it allowed the agency to operate optimally
without <costing the state extra noney and provided
flexibility in hiring. He asked whether his statement was
correct.

M. Teal answered that he was partially correct. He
clarified that the PCN what was inportant. He explained
that PCNs could be reclassified from one position to
anot her .

M. Ecklund interjected that the situation was conplicated
situation. He stated t hat t he i ssue was
cloudier than it was clear. He relayed that Pat Pitney,
Director, Ofice of Mnagenent and Budget, Ofice of the
Governor had testified that between Decenber 2014 and
Decenber 2015 the state had 600 fewer enployees not
including the wuniversity. He thought that the correct
figures were difficult to determ ne.

Co-Chair Neuman added that the subcommttees needed to
focus on the issue.

Representative Munoz returned to an earlier question about
step increases. She asked whether the increases were
renegotiated with each contract. M. Sanders answered that
step or nmerit increases were generally granted every one or
two years; the increases were not renegotiated. She
expl ai ned that the unions negotiated base salary and were
not scrutinizing the step increases. The increases were
part of the bargaining contract, but the negotiation
focused on the base increase. Representative Minoz
understood, but she referred to a coment nmade by M. Tea
that step increases were subject to the contract. M.
Sanders restated that the increases were part of the
contract.

M. Ecklund added that the contracts would be collectively
bargained wth the units through the Departnent of
Adm nistration (DOA). The departnment outlined or "put on
the table" the itens up for negotiation. He rem nded the
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committee that the legislature only had an up or down vote
on the end product.

3:16: 20 PM

Co-Chair Neunman relayed that he would invite DOA to the
commttee to discuss how it negotiated contracts.

Co- Chair Thonpson shared that the |ower range enployees at
range 5 to range 11 were dependent on step increase for
living expenses. He suggested that the higher range
enpl oyees were not as dependent on step increases but
cautioned that the very low range state enployees did not
earn mnuch.

M. Ecklund recounted that the step increases were not
specifically funded as an increnent in the budget and were
expected to be absorbed by the agency through attrition or
t ur nover.

Representative Minoz asked whether exenpt enployees were
eligible for step increases. M. Teal replied in the
affirmative. He noted the one exception of comm ssioners
who were hired at an "E' step and did not receive step
i ncreases. He added that all other enployees from a deputy
comi ssi oner on were eligible.

\V/ g Ecklund related that a "fire hose" of budget
information was available. He attenpted to provide the
information in a nore "user friendly" manner. He offered to
answer future questions along with LFD

Co- Chair Neuman noted that each of the subcommttees had a
LFD analyst assigned to assist them He reconmmended
reviewi ng the presentation with the anal yst.

Co- Chair Thonpson reviewed the schedule for the follow ng
day.

#
ADJ OURNIVENT

3:19: 57 PM

The neeting was adjourned at 3:19 p. m
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