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AFY 18 GOVERNOR' S BUDGET AND FI SCAL SUWARY: LEG SLATI VE
FI NANCE DI VI SI ON

1: 33: 30 PM

DAVI D  TEAL, DI RECTOR, LEG SLATI VE FI NANCE DI VI SI ON,
provi ded a PowerPoint presentation titled "Overview of the
Governor's FY18 Budget Request"” dated January 20, 2017
(copy on file). He intended to point out what he believed
was the nost inportant issue in the budget; he could not
say why it had been done, but he could explain what
happened. He encour aged guesti ons t hr oughout t he
present ati on.

1: 35:45 PM

M. Teal believed that looking only at the fiscal summary
did not provide a perspective on where the nunbers cane
from and how they conpared to the past. He spoke to a chart
(Figure 1) on slide 2 showng total agency operating
budgets, statewide itenms and capital budget (unrestricted
general funds (UG) only). The black line represented
revenue and the bars showed expenditures. He noted that
expenditures had trended up from 2007 through 2014 and had
fallen rapidly through 2017. He highlighted that FY 18 was
i ndi stinguishably close to FY 17. The current budget was
not significantly different than the prior year budget. He
addressed that the current year represented the sixth
consecutive year of deficits, where expenditures exceeded
revenue. The deficits were not the small-type that appeared
if revenue canme in under projections and the state was a
bit light on its ability to fully fund the budget. As with
the past five budget <cycles, there was a very large
structural deficit. He did not intend to address fiscal
pl ans or | ook beyond FY 18 in the current overvi ew.

Vice-Chair Gara pointed to slide 2 and observed FY 17 and
the governor's proposed FY 18 budget was flat. He renarked
it was much lower than the budget the |egislature had
passed the prior year. He detailed that the |egislature had
passed a budget the previous year and the governor had
engaged in substantial vetoes because the |egislature had
passed no fiscal plan. He nentioned the budget related to
education, pupil transportation, and foster care. He asked
about the difference between the budget passed by the
| egi sl ature and the governor's vet oes.
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M. Teal estimated the vetoes added up to over $1 billion
He detailed that a large portion was due to Permanent Fund
Di vidend cut of $700 million. G| taxes were vetoed down to
the statutory minimum of $30 million. He agreed that if the
vetoes were restored to the FY 17 budget the chart would
show a | arger decline between FY 17 and FY 18.

1: 40: 03 PM

M. Teal relayed the state continued to struggle wth
deficits despite the spending reductions. He pointed to
peak spending of $9.4 billion, which had dropped to $5
billion in FY 17 and FY 18. Many people were thinking the
budget was $4.3 billion; the current chart used a $5
billion budget because it included the governor's $700
mllion request for dividends.

1:41: 01 PM

M. Teal stated that nobst Alaskans knew oil prices had
fallen and were aware of the revenue decline. However, somne
peopl e renmenbered when oil prices had been $9 per barrel -
those individuals reasoned that if the state had made it
under such low oil prices that it should be able to nmake it
under the current prices. Wen individuals heard about
|arge deficits, it was understandabl e why people may think
t he deficits wer e due to constantly i ncreasing
expenditures. Even though people heard about General Fund
expenditures dropping, they believed total expenditures

must still be going up and they did not really understand
the difference. He noved to a chart on slide 4 titled
"Figure 2: Total Operating and Capital Budgets," in

response to the notion that total spending had increased
even as UG- went down. The blue portion of the bars
reflected UG-. Designated general funds (DGF), other state
funds, and federal funds were shown stacked on top of the
UGF portion of the bars, which had been a pretty constant
$600 nmillion. He continued that adding $600 mllion to the

bars resulted in the sane pattern - increasing expenditures
and then reducing. He pointed to an oddity in FY 15 due to
a $3 billion expenditure from the Constitutional Budget

Reserve (CBR) for the [unfunded] retirenent liability.
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M. Teal continued that there had been a question in the
Senate about much of the cost of governnent going to pay
for positions.

1:43:15 PM

M. Teal noved to slide 5 and addressed total budgeted
positions. He detailed that budgeted positions had fallen
from about 25,000 to 22,000 (a reduction of 2,400 positions
and approximately 10 percent). He returned to Figure 1 on
slide 2 and pointed out that at the sane tinme expenditures
fell by about $5.1 billion. He believed the easiest
expl anation of how the present differed from the past was
that if the state had a $5 billion budget back in the days
of higher revenue (2007 through 2013), on average there
woul d have been a $3 billion surplus. Wereas, at present
there was a $3 billion deficit in FY 17 and $2.7 billion in
FY 18. The revenue decline was the conponent that had
really hit the state hard. He did not believe "crisis" was
too strong a word to use when describing the situation. He
addressed that the state had built massive reserves during
years of revenue surpluses. As long as the state had
reserves to fill deficits, there really was not a problem
He continued that even the second year of low oil prices

arguably sonmeone may say using reserves would be fine.
Slide 6 showed what six consecutive years of deficits had
done to the state's reserve bal ances. The CBR and Statutory
Budget Reserve (SBR) had been up to over $16 billion [in FY
13]; deficits had chipped away at the savings rapidly -
they would only have about $2 billion left at the end of FY
18, which was insufficient to get through FY 19 if business
as usual continued. He elaborated that business as usual
meant sticking to existing revenue sources, naintaining
expenditures at the same l|level, and using the CBR to plug
the deficits.

1:45:56 PM

M. Teal noted that spending in Figure 1 (slide 2) included
spending from the [Permanent Fund] Earni ngs Reserve Account
(ERA) for inflation proofing and dividends. He stated that
the detail was handled differently in a presentation the
conmmittee would receive by the Ofice of Managenent and
Budget (OVB). He continued that nost of the charts in the
OMB presentation excluded dividends. He continued that it
was a way to nmke the proposed budget conparable to
historic budgets. The Legislative Finance Division (LFD)
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opted to include the dividend because it was an overvi ew of
what the governor did; LFD included dividends and inflation
proofing in all historic budgets as well. He explained that
there had been a nmjor reclassification of expenditures due
to the way the governor presented the budget. He pointed to
a black dashed Iline representing total revenue, which
showed that under the governor's proposed budget there was
a payout from the ERA based on percent of nmarket value
(POW). He detailed that the amobunt coming into the Genera

Fund from the ERA was the POW payout; the anpbunt was
roughly $2.5 billion per year. Wen $700 nillion was
subtracted for dividends there was a net of $1.8 billion -
t he pre-POW revenue had noved up to match the post-POW on
the slide. He pointed to the solid black Iine (UG revenue)
bel ow t he dashed line (total revenue) and expl ained that the
fiscal gap that had been $2.7 billion was reduced to under
$1 billion after the transfer from the ERA He considered
the transfer to be the issue in the budget. He did not
disagree with any of OW's fiscal summary nunbers. He
concluded that the differences between the LFD and OB
presentations of the governor's proposed budget was
i nsignificant.

1: 48: 56 PM

M. Teal continued to address the chart on slide 2. He
noted that the FY 17 and FY 18 budgets were very close in
terms of noney spent. The significant point was that the
ERA transfer was classified as UG-. To illustrate his
poi nt, he addressed how ERA appropriations had been treated
in the past (slide 7). The slide showed a portion of the FY
16 fiscal summary, which showed that DG (including
di vidends) totaled $941 mllion. Below the sum dividends
were listed as $1.4 billion. He stated that it should be
obvious that the $1.4 billion was not included in the DFG

total of $941 nmillion; it was not included in any roll up
because since the inception of the Permanent Fund, the ERA
had been effectively "off-budget.” He elaborated that

expenditures and revenue from the ERA had not been counted.
He stated it was a mgjor switch in policy or in the way
things were classified - it had a very significant inpact
on the way people may view dividends. He continued that the
ERA was now cl assified as UG, dividends were UGF paynents,
whi ch was a nore technical way of indicating that under the
governor's proposed budget, dividends would conpete with K-
12 and all other UG- expenditures. Dividends were no |onger
"of f - budget . "

M. Teal returned to Figure 1 on slide 2, which included
di vi dends as general funds. The chart included $2.5 billion
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flowng in, less the $700 mllion flowng out for
di vidends; dividends were included in the bars and in
revenue on the chart. He explained that FY 17 |ooked nuch
t he same because the governor's operating budget included a
suppl enental FY 17 appropriation from the ERA to the
General Fund for the POW payout. He remarked that it was
not obvious in the bill that the appropriation was a
suppl enental request. The governor could request anything
he wanted, but it did not necessarily nean the |egislature
had to fund it. The Legislative Finance Division was
presenting the budget as submtted by the governor.

1: 52: 38 PM

M. Teal continued to address slide 2. He explained that
the ERA off-budget status had been a reporting problem
since the inception of the Permanent Fund. The courts had
clearly stated that the ERA was avail able for appropriation
for any purpose at any tinme, which would normally make the
funds UGF. He enphasized he was referring to the full

bal ance of the ERA, which could be spent at any tinme. The
di scussion was about how to get the distortion out of the
reporting. He referred to FY 18 and its $2.7 billion
deficit. He detailed that if the desire was to report the
ERA bal ance as spendable UG, it would nean $10 billion
could be added to the state's revenue - suddenly the state
would go from having a deficit to having revenue exceeding
$10 billion and expenditures of $5 billion, which would
nmean a budget surplus in FY 18. He reasoned that thinking
the state had a surplus could inpact attitudes in the
buil ding about spending. On the contrary, being in a
deficit situation probably nade people think nore about
expendi tures because there was not an avail able surplus. He
expl ained the format predated his tine wth the Legislative
Finance Division. The significant inplication was the
reclassification to UG should have been done a long tine
ago. The ERA had designated spending purposes in statute

which allowed the fund to be classified as designated. The
statutory designations were for inflation and dividends. He
relayed that the proposed budget included no inflation
proofing and the appropriation for dividends canme from the
Ceneral Fund. Therefore, neither of the designated purposes
of the ERA were being net; in fact, the only purpose of the
ERA was to transfer noney to the UG. Gven that fact, he
asked how the noney could be classified as anything other
t han UGF.
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1:56: 21 PM

M. Teal turned to the fiscal sumary on slide 9. He
reviewed the four fund classifications in reduced anmount of
di scretion. He specified that UG- could be spent by the
| egislature for any purpose, while DG had a stated
statutory purpose (using the funds for that purpose was not
required - the funding was not dedicated, it was only
designated). Other funds were often dedicated by the Al aska
Constitution or by federal rules (e.g. Fish and Gane funds

with limted purposes). Federal funds often had strict
limtations. Expendi ture categori es i ncl uded agency
appropri ations, st at ewi de appropri ations, capi tal

appropriations, and the ERA appropriations.

M. Teal pointed to agency operations in the second to the
last colum, third row dowmn - the proposed FY 18 budget
reduced FY 17 agency operations by $121.5 mllion. He
turned to slide 10 and addressed Figure 6: Partial View of
the Fiscal Summary. He believed OVMB would provide detail on
the differences between the FY 17 and FY 18 budget. He
intended to address the nmanagenent plan budget, which was
t he budget the Executive Branch had started FY 17 with. He
expl ained that LFD had renoved sone itenms fromits FY 18
budget explanation as directed by the Ilegislature. He
furthered that the State of Al aska budget was not |ike sone
states or governnents that used pure increnental budgeting
where once sonething was in the budget it remained in the
base. One-tine itens had been added to Al aska's budget -
t hi ngs that caused increnents to be renoved from the budget

the following year. In that vein, the governor started FY
18 with an easy renoval of $63 mllion. Simlarly, there
were other tenporary increnments (e.g. three to five-year
increnents), which were small and not enough to worry
about .

M. Teal continued that the $12.4 mllion maintenance

increnents had been put in the |anguage during special
session the previous year as part of the negotiations to
secure the supermmjority vote to gain access to the CBR the
previ ous session. The proposed budget included sone salary
increases; it did not really nean contractual salaries as
much as it had in the past - contractual salary increases
were near zero because of the renegotiated contracts. The
increnent pertained primarily to health cost increases.
There was also funding related to I|anguage and carry
forwards that was m ni mal .
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2:00: 44 PM

M. Teal addressed the FY 18 adjusted base on slide 10. The
governor had begun FY 18 with an automatic $30 million
reduction given by the legislature; therefore, the budget
started at about $3.8 billion. In addition to the built-in
reductions, the governor had submitted decrenents of $38
mllion. Decrenents were offset wth $31 mllion of
increnents. The largest adjustnment pertained to fund
changes [$83.9 million]. He detailed that nobst of the fund
change increment was $70 mllion for notor fuel - many
people believed it was not fair because notor fuel had been
UG- revenue and expenditures in the past. The governor had
noved the funds from UG- to DG-. He el aborated that because

the change decreased DGF spending, it was possible for
soneone to say that the governor's distorted UG spendi ng
by $70 million. He continued that it was not a significant
problem - the notor fuel taxes could have and perhaps

shoul d have been designated the entire tinme. The statutes
specified the taxes were to be used for highway naintenance
at present. He elaborated that new |aw was not needed to
nove the funds - it was nerely something that had been
m ssed when nmeking UG- and DG- classifications. He
expl ained that noving the funds did not really cost any
noney; the entire proceeds of the notor fuel tax was spent,
and it helped the deficit because there was $35 mllion in
additional revenue. He continued that it did not really
matter whether the item was UG or DGF. Sonme fund source
changes were nore advant ageous.

M. Teal pointed out that the Qher spending category had
increased (slide 10). Mich of the increase related to the
Departnent of Fish and Gane. He rem nded committee nenbers
that [the cost of] hunting and fishing |icenses had been
increased by the legislature, neaning that nore noney went
into the Fish and Ganme Fund (an "Qher" dedicated fund). As
Fish and Gane Fund expenditures increased, UG- could
decrease. There was another reduction of $30 [million] from
the base, resulting in the same $121 mllion shown in the
fiscal summary pertaining to agency operations. He relayed
it was defined as the day-to-day operations of governnent.
The fiscal summary did not show that pupil transportation
was not fully funded. He detailed that there was no change
from FY 17 to FY 18 because the governor vetoed $6.3
mllion from pupil transportation the previous year and did
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not restore or replace the noney in the proposed FY 18
budget .

2:04:24 PM

Vice-Chair Gara | ooked at slide 10. He spoke to the prior
year's UG- spending that was artificially |ower because the
| egi sl ature had used substantial DG- to fund normal things
- things that would have normally been funded with UGF. The
situation nmeant it was nmuch harder to cut the previous
year's UGF budget because it was artificially |low He asked
about the kinds of DG spent the previous year that nade
UGF spend | ook lower. He believed the itens included Power
Cost Equalization (PCE) and hi gher educati on.

M. Teal suspected the governor would agree it was hard to
cut from general funds given the circunstances of using DG
the previous year; however, the governor continued to use
sonme of those DGF sources in the proposed budget. He noted
that it had not occurred as nmuch in agency operations as it
had in other areas. He turned to Figure 7 on slide 11. He
hi ghlighted that debt service had a $27 mllion increase.
He noted that the increase in the debt service my be
recognized if one recalled the governor's veto of school
debt reinbursenent the previous year. The proposed FY 18
budget would fully fund school debt rei mbur senent .
Community assistance had zero funding in FY 17 because
Figure 7 only included UGF. He explained that conmunity
assi stance had been funded the previous year with DG (the
PCE Fund). Theoretically, PCE investnents were supposed to
fund community assistance in the current year as well
(assum ng there were earnings in excess of PCE s needs). He
noted the program subsidized rural energy. The hope was
that the approximtely $950 million PCE Fund woul d spin off
enough earnings to fund the PCE program and comunity
assi stance. He elaborated that PCE consunmed $35 million to
$40 mllion in the current year. The state had hoped for
earnings in excess of that, but the earnings had been about
$9 mllion, which was not sufficient to fund even the PCE
needs. There was no noney in the FY 18 budget for conmunity

assi stance. He explained the $30 mllion flowi ng out of the
program annually would flow out in FY 18, but unless the
$30 mllion was replaced in FY 18, the fund bal ance woul d

drop and the payout in FY 19 would drop. Instead of $30
mllion, the amount would be reduced to $20 million in FY
19 to be spread anongst conmunities (unless conmunity
assi stance was funded).
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2:09:11 PM

M. Teal spoke to FY 17 oil and gas production tax credits
of $30 mllion UG on slide 11. There had been a |arge
governor's veto the previous year down to the mninmum
statutorily required funding. Wth higher oil prices, the
m ni mum statutory requirement was $74 million in FY 18. The
governor was stuck with a $44 nillion increase in that
area. He continued that because the governor vetoed
muni ci pal debt service there had also been a reduction in
t he Regi onal Educational Attendance Area (REAA) school fund
because the two prograns were tied together. Wth the full
funding of nunicipal debt reinbursement, the REAA fund was
also fully funded (a $9 mllion change in UG). Oher fund
capitalizations represented a snaller increnent.

M. Teal spoke to retirement costs and referred to Vice-
Chair Gara's coment that the Hi gher Education School Fund
had been used; $90 mllion had been a big use of higher
education funds in FY 17. The nunbers from the previous
year showed that in FY 18 the state's requirenent for
payi ng assistance to school districts, municipalities, and
the state itself, would fall by $90 nmillion. The idea had
been to take advantage of the opportunity by using a one-
time funding source, nmeaning that the $90 mllion would not
have to be replaced in FY 18. The scenario had not played
out as desired; rates had fallen by $30 mllion instead of
$90 mllion - there was still $60 mllion of higher
education noney being wused for retirenment assistance.
Hi gher education noney continued to be wused in other
prograns as well - he did not believe the nunber exceeded
$12 mllion to $15 mllion. The noney was still wused in
agency operations, primarily for prograns in the Departnent
of Education and Early Developnent (e.g. Washington,
Wom ng, Al aska, Montana, and Idaho (WAMM ), mnuseuns,
nmentoring, and other). Judgenents and clains were down from
the previous year - the Muore Settlenment related to
education funding. Capital spending was up by $19 mllion

whi ch was no surprise.

2:12: 21 PM

Representati ve Grenn asked about the investnent strategy of
the PCE Fund. He wondered why the bal ance had been so | ow
in the past year and how it conpared to years past.
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M. Teal responded that the issue was not about investnent
strategy. He detailed that the at one tinme the funds had
been invested to make a 7 percent payout (a fairly high
return) and the returns had been achieved. The returns were
based on FY 16 - the calculation |agged one year to know
how nmuch noney the fund had instead of trying to nmake
predi ctions. He continued that retirenent funds |ost around
0.04 percent the in FY 16. He continued that PCE had been
slightly better, but a $9 mllion return on a $900-plus
mllion fund was not very nuch. He did not believe the
i ssue was as much about investnent strategy as it was about
a bad financial that had inpacted the Permnent Fund,
retirement funds, and the PCE Fund; all had done relatively
poorly conpared to nost years.

Representative Genn asked for verification he was
referring to 2016. M. Teal responded in the affirmative.

Representative WIlson referred to the notor fuel tax that
was supposed to be designated for highway maintenance. She
remarked that the funds also went to public safety, which
was not related to highway maintenance. She asked if it did
not make the point that the funds could be wused for
anyt hing, although naybe wthin legislation "it mght
enphasi ze goi ng sonewhere. "

M. Teal replied it did nmake that point. H's office had
spoken with the Departnent of Public Safety (DPS) about the
i ssue. The departnment contended it was a fine use of the
funds because, for exanple, the departnent responded to
accidents on the G enn H ghway. He countered that LFD did
not buy the argunent. He reasoned the service was not
classified as highway maintenance in nost people's view
However, it enphasized the fact that designated funds,
regardl ess of their designated purpose, could be spent by
the legislature for any purpose. There was an LFD report
his office could run that showed all non-designated uses of
desi gnat ed funds.

2:15:29 PM

Representative WIlson referred to the governor's desire to
put a significant part of the ERA into the General Fund
(including the dividend). She asked about the benefit of

all the different funds, when they could be wused for
what ever the |egislature wanted. She surmised it would be
clearer for investors if the noney was all |ocated in one
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area to have visibility of the total savings. She renarked
that expenditures on PCE, higher education, highways were
all appropriated within the General Fund. She wondered
about the benefit of having separate funds.

M. Teal believed the framers of the [Alaska] Constitution
woul d agree conpletely - they had tried to avoid the
situation by prohibiting dedicated revenue. The state had
veered very far from that original intent, while remaining
within the constitutional requirenents. He underscored that
funds were designated, not dedicated. If the designations
were followed, there was not a large difference between a
dedi cation and a dedication, except |egal. The designated
funds could all be used for whatever purpose the
| egi sl ature chose. He questioned why the nobney was not
counted as available to pay any state obligation, which was
what investors had said. He noted that the revenue forecast
i ncluded discussion on the point - Wall Street indicated
Alaska did not have as big a problem as it indicated
because it had nuch nore revenue available than it was
reporting. For that reason, the ERA had been noved to UGF
The issue could be taken another step by saying that all
the designated funds were sinply fooling the public, while
others would say they really did want cigarette tax used
for health services or alcohol tax wused for alcohol
rehabilitation. It was sinply one legislature specifying
that a particular revenue source should be used for a
specific purpose; however, one legislature could not bind
t he hands of future |egislatures.

Representative WIson surmsed that the various revenue
sources were all invested differently than if they were all
commngled where a portion could be invested nore
aggressively. She thought it would be hel pful to know about
all the different funds and their ampunts to get a better
under standing of how well the state's nobney was working -
prior to consider taking noney from the people. She wanted
the ability to conpare the funds' returns to the ERA, CBR
and SBR

2:19:53 PM

Co-Chair Seaton believed the report was available on the
LFD websi te.

Representative WIson responded that the report did not
di scl ose how the funds were invested. She stated that sone

House Fi nance Committee 12 01/ 20/ 17 1:32 P. M



of the funds were invested nore aggressively than others.
She believed it had been pointed out with PCE that required
an aggressive investnent strategy to hit its 7 percent
return target. She did not believe the detail was on the
websi te.

M. Teal agreed. He detailed that page 2 of the LFD fisca

summary included a nunber of the large reserve funds;

however, the Departnment of Revenue's (DOR) website showed
i ndi vidual funds with balances and returns. He did not know
how many were available, but the information would cone
from DOR  Additionally, the Permanent Fund published
nmonthly projections. Information about the PCE Fund and
ot hers should be on the DOR site.

2:21: 41 PM

Vice-Chair Gara agreed with Representative WIson. He spoke
to the prior session, which he believed was extrene rel ated
to people trying to make UG- expenditures | ook smaller by
spendi ng a substantial anount of noney from DG-. He stated
that many | egislators would be judged by what they had done
to the UGF budget conpared to the previous year; however,
the previous year's UG- budget |ooked nuch smaller than it
would have if there had been |ower DG spending. He
believed it was a fake conparison. He wondered if there
should be a category showing the use of DG to pay for UGF
spending. He asked if there should be a category of
conmbined DG and UGF spending. He reasoned it reflected
state spending. The public wanted to know about state
spendi ng and did not care about how it was naned.

M. Teal answered that the fiscal summary on slide 9 showed
the information. The slide did not provide a conparison,
but the math could be done if desired. He elucidated that
DG, other, and federal funds were fairly consistent from
year-to-year. It was not the classification of those funds
that was inconsistent; the inconsistency was the use of the
funds. He continued that it was as Vice-Chair Gara had
specified - if the designated funds (i.e. Hi gher Education
Fund) were drained by using $100 nmillion to $150 million
UG- for non-designated purposes, the fund would not have
the ability to pay for its intended purpose. He el aborated
that if the Hi gher Education Fund was used beyond the
current year [for other itens], it would not pay grants and
schol arships. One of the problens was that people conpare
spending levels, which he did not believe should be done
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He specified that spending levels were easily distorted,
and it was nmuch better to |look at the deficit. He noved to
Figure 7 on slide 11. It was nuch easier to look at the
deficit. For exanple, the spending |evel could be cut by
$700 mllion or $800 mllion at present - all the
|l egislature had to do was pass a law that 1incom ng
royalties were put into the Public Education Fund and were
to be used for education. He explained that the outcone
would be reduced UG- spending by $700 mllion to $800

mllion; the use would be classified as designated. The
action would also reduce the revenue stream by $700
mllion; therefore, the deficit would not have changed. He

encouraged the legislature to focus on the deficit and not
on the spending | evel.

2:25: 34 PM

M. Teal noved to Figure 8 on slide 12. The capital budget
was up $19 mllion, which was no surprise because a nunber
of one-time fund sources had been used the previous year.
The proposed capital budget was the bare mninmum required
to get available federal match - there was not nuch in the
budget that was just pure state projects. The total budget
aut hori zation shown on the slide was $4.3 billion. He
rem nded commttee nenbers that in Figure 1 he had tal ked
about the $5 billion budget. In the old way of doing
busi ness, expenditures would have been specified as $4.3
billion and the deficit was $2.7 billion; however, the
current budget added the ERA

M. Teal turned to slide 13 to illustrate his point with
Figure 9. The figure conpared the previous way of doing
things (base) [with the governor's request]. He detailed
that the base nethod excluded the POW payout ($2.5
billion) from revenue and the additional royalties under
the Permanent Fund Protection Act (PFPA). He elaborated
that it referred to changing the flow of royalty oi

[revenue] to the Permanent Fund from the constitutional 25
percent plus the existing statute's 25 percent of new
production. The PFPA would repeal the extra 25 percent from
the fields, nmeaning it would go to the General Fund i nstead
of the Permanent Fund. He continued to address the base
nmet hod. Spending would be the governor's proposed budget,
with dividends classified as DG-. There were no revisions
to what was considered traditional revenue sources - base
revenue (primarily from oil). The total authorization was
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$4.292 billion. He pointed to the $2.7 billion deficit
shown at the bottom of Figure 9.

M. Teal continued to review Figure 9 and addressed the
governor's request [in conparison to the base nethod
di scussed above]. Revenue was slightly higher - the Capital
| ncone Fund was added because it was a part of the ERA and
was consi dered UG- revenue under the governor's request. He
pointed to the POW payout and extra revenue comng from

royalties ($55 mllion) that would be diverted from the
Permanent Fund to the General Fund. Revised revenue was
approximately $4.2 billion. The spending level was the

sanme, but dividends were counted as UG-. The Capital |ncone
Fund noved from other <classifications to UG- The
governor's request showed a $5.1 billion authorization and
an $874 nmillion deficit. The method used in the governor's
proposed budget was a different way of |looking at the
budget. He underscored that it was not possible to use the
different nmethods in FY 17 and FY 18 with an expectation
there could be a conmparison. Even though the governor's
budget included the dividend as part of general funds, to
make things conparable OVB had presented the information by
subtracting dividends from the various expenditures. He
believed OV wuld address the nmethod during its
presentation to the commttee. He hoped OVB would explain
why it had used the particul ar nethod.

2: 30: 04 PM

M. Teal turned to Figure 10 on slide 14. He addressed the
types of holes in the budget. The deficit was $870 nmillion
to $900 million in FY 18. He explained that if the notor
fuel taxes were not reclassified, UG expenditures would
increase by $70 mllion. He underscored that the noney was
bei ng spent at present, but as DG. He stated that if the
| egi sl ature wanted to fund community assistance it may find
other fund sources or my decide to pay with UG. The
| egislature may decide it did not want to wuse higher
education funds to pay for retirenent assistance (UG was
used as well). The proposed budget included no school

construction or major nmaintenance; there was no $10 nmillion
or $25 mllion for University deferred maintenance. Ol tax
credits were currently $74 mllion - the legislature could

choose to fund them at $974 nmillion. The |egislature was
not necessarily | ooking at holes, because they did not have
to be filled, but they were issues that needed to be
addressed. If the legislature chose to address the issues,
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it was looking at a deficit of roughly $1 billion. He did
not want to get into how the legislature may fill the
deficit; it pertained to a fiscal plan.

2:32: 20 PM
AT EASE

2:37:22 PM
RECONVENED

AFY 18 GOVERNOR' S FY 18 BUDGET OVERVI EW

2:37:22 PM

PAT PITNEY, D RECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFICE OF THE GOVERNOR, introduced herself and provided a
Power Poi nt presentation titled "FY2018 Budget Overview
House Finance Commttee" dated January 20, 2017 (copy on
file). She agreed it had been helpful to have M. Teal
provide the LFD overview first. She agreed wth the
construct of including UG in total to reduce confusion.
She turned to slide 2 titled "Al aska's Budget in Househol d
Ternms." She reasoned it was challenging to get people to
understand the | arge nunbers and the presentation attenpted
to boil the information down to common household ternms. She
revi ewed the slide:

| ncome has dropped nore than 80%

* Your annual income dropped from $80,000 to
$16, 000
Spendi ng has been reduced 44%

* You have been able to reduce your rent or

nortgage, heat, food, every day travel, and
vacations. You stopped building your cabin,
st opped renodeling, and you'll keep your old car.

Expenses have been cut from $80, 000 to $45, 000
Savi ngs has one year renaining
* You had $130,000 in the bank, but now only
$25, 000
| nvest nent accounts have been growi ng steadily
e You have $500,000 in an IRA and you need to
deci de whether to use it and how nuch you can
prudently use
An i ncome/ spendi ng gap remains

Ms. Pitney elaborated that the state's investnent account
had to last in perpetuity.
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2:40: 54 PM

Ms. Pitney turned to slide 3: "Governor Wilker's FY2018
Fi scal Plan":

To foster safer communities, resource devel opnent, and
econom c security requires sustainable and balanced
budgets long term and to that end the Governor’s

FY2018 budget is conprised of three necessary
el enent s:

1. Continue to reduce state spendi ng

2. braw from Permanent Fund earnings to support
vital state services and protect the dividend

3. Generate nore revenue

Ms. Pitney expounded that the Permanent Fund Protection Act
(PFPA) had three protections: 1) it protected the fund's
value, growing wth inflation; 2) the Earnings Reserve
Account (ERA) was protected to ensure available funding;
and 3) the dividend payout of approximately $1,000 per
person was protected. She spoke generating nore revenue and
rel ayed the adm nistration was confortable working wth the
| egislature on additional broad-based tax to fill the
budget gap. The adm nistration believed that over tine oil
woul d increase to $60 per barrel on average; therefore, the
necessary additional tax would be between $600 nmllion and
$700 mllion (beyond what the governor's budget proposed).

Ms. Pitney relayed that the pie chart on slide 4 titled
"FY2018 Budget by Al Fund  Sources" provided an
illustration of all funds that cane through the state. One-
third of the state budget cane from federal funds (shown in
blue). The admnistration had |ooked for ways to maximze
the federal funds. She |listed Medicaid expansion and
ensuring the state met matches for the Departnent of
Transportation and Public Facilities (DOI) and water and
sewer projects as exanples. Federal funds were equally
split - one-third cane from DOT highway funds, one-third
canme from Medicaid, and one-third was classified as "all
other" (the University conprised a large portion of the
| ast segnent). She reiterated the inportance of federal
funds and expressed the admnistration's hope that the
funds increased. She explained the concept was the sane as
trying to keep the mlitary in the state. Additionally, the
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budget included 7 percent O her  funds, 10 percent
designated general funds (DGF), 7 percent Permanent Fund
Dividend, and 42 percent or $4.3 billion in unrestricted
general funds (UG). Including the dividend, the UG-
portion of the budget was $5 billion.

2:44: 21 PM

Ms. Pitney continued to slide 5 titled "FY2018 Unrestricted
General Fund Spending Wthout Dividends: $4.3 Billion." She
relayed that she preferred M. Teal's slide showi ng all
funds over tinme (adjusted). She addressed nmjor spending
categories in FY 13, FY 15, and FY 18. Categories included
agencies wthout K-12, K-12, retirenment contribution and
debt, capital, oil and gas tax credits, and dividends. She
referred to the retirement contribution and debt and
explained that if the legislature had not deposited $3

billion into the retirenent account, the retirenent and
debt expenditure would remain near the FY 13 level. The $3
billion had dramatically reduced the ongoing retirenent

l[iability and had helped significantly. She noted that
capital spending had been reduced dramatically from close
to $2 billion in FY 13 to just over $100 million in the
proposed FY 18 budget. Tax credits were down to $74 mllion
and the dividend was $695 million. She pointed to the green
bars that represented FY 18 UG- spending and expl ai ned that
the various categories represented options where reductions
or increases could be nmade to increase or decrease savings.

2:46: 35 PM

Ms. Pitney noved to slide 7: "FY2018 Unrestricted Genera
Fund QOperating Spending Wthout Dividends: $4.2 Billion."
She reported that UG- spending had decreased from a peak $6
billion to $4.215 billion; it represented a small decrease
from FY 17. She turned to slide 8 that provided a
hi storical perspective of the UG- agency operating budgets.
Agency operating budgets total ed approximately $3.7 billion
at present; it was nomnally the sane level it had been in
FY 11 (a rollback of seven years). Wen only factoring in
inflation, the budget was equivalent to FY 08 |evels. Wen
adjusting for inflation and popul ation the budget was back
to FY 02 |levels.

2:48: 03 PM
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Co- Chair Seaton asked whether the UGF agency operations on
slide 8 included DG-. He was interested in the total agency
expendi t ures. (V) Pitney answered that slide 8 only
i ncluded UG- for agency operations. She believed she also
had the graph for DGF. Co-Chair Seaton asked Ms. Pitney to
send the information. Ms. Pitney agreed.

Ms. Pitney turned to slide 9 titled "Budget Guidance to
Agencies." The slide included questions OVB had asked
commi ssioners when it began devel oping its agency operating
budget. She was pleased the questions were simlar to the
ones asked in the legislature's subcommittee process. She
shared that OVB had |ooked through an analysis of
constitutional and statutorily required prograns and 96
percent of the budgetary conponents had a statutory
requirenent. She clarified it did not nean every dollar
within the conponents was statutorily required. She
explained it nmeant that naking further reductions, simlar
to what had been done with justice reform and Medicaid
reform in many cases it would require statutory changes.

Ms. Pitney addressed slide 10 titled "All Agencies are
Maki ng Reductions." The graph showed reductions in UG with
two adjustnents. The right side of the graph showed the
percent reduction for each agency and the left showed the
dollar amount. She specified that the Departnent of
Commerce, Conmunity and Economi c¢ Devel opnent (DCCED) and
DOT each had an adjustnent. The adjustnent for DCCED was
the renoval of the tourism budget at the beginning and the
end to normalize for the tourism budget that had been noved
to the capital budget; DCCED had the |argest reduction at
54 percent. She elaborated that DOI had been reduced by 22
percent to adjust for the notor fuel tax fund change.

2:51: 23 PM

Vice-Chair Gara referred to the fund change in the notor
fuel tax. He knew the governor had proposed a notor fuel
tax increase. He asked for details about the change in
categori zing notor fuel tax revenue.

Ms. Pitney answered that a notor fuel tax bill had been
submtted by the governor. The designation was for
infrastructure (1.e. hi ghways, ai rports, mari ne,

infrastructure, and safety). Because the classification was
DG, she was confortable in the concepts discussed that
things comng from General Fund could be classified as UGF
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(e.g. alcohol tax, notor fuel tax, Power Cost Equalization

Hi gher Education Fund, and other). She believed things the
| egi slature was paying directly for should remain DG- (e.g.
tuition for a student, ferry fares, business |icenses). She
explained it would be a weird public policy to use tuition
fees for sonething like public safety. She used ferry fares
and business licenses as another exanple and believed the
fees were appropriately DG. She agreed it would make the
future look nore transparent. She added that OVB took its
| ead on the designations from LFD with the exception of the
proposal on notor fuels.

2:54:36 PM

Vi ce- Chair Gara asked if the budget i ncluded the
presunption the |legislature was passing the governor's
motor fuel tax. He believed that was unique and did not
fall in the normal process.

Ms. Pitney replied that typically the state was not in the
current budget si tuation. The previ ous year t he
adm ni stration had proposed the Permanent Fund Protection
Act (PFPA) and nine revenue bills, it had presuned they
woul d all pass. The same question had been asked at that
time, but with nuch nore consternation. She continued that
it was a proposal; a bill had been submtted for the notor
fuels tax and the PFPA She conceded it was not
traditional, but a sixth year of deficits was unacceptabl e.

Co- Chair Seaton remarked that the DOT budget showed a [ UGF]
reduction of 22 percent [on slide 10]. He asked if the
reduction included revenue from the notor fuel tax. He
wondered if the reduction was nuch greater than 22 percent
because projected revenue was i ncl uded.

Ms. Pitney answered if the slide only | ooked at the UGF and
the reduction fromFY 15 to the FY 18 proposal, it would be
closer to 45 percent. She explained that the $70 nmillion
that had been reclassified had been nornalized. The true
reduction was 22 percent; DOI's operating reduction had
been reduced by 22 percent.

Co-Chair Seaton surnmised it was through FY 18 including the
designated revenue fromthe tax. Ms. Pitney agreed.

2:57:26 PM
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Representative Otiz referenced the cycle of consistent
reductions to agencies. He furthered that M. Pitney had
tal ked about having to determne whether services were
constitutionally required or mandated in sone way. He asked
if agencies had been given an opportunity to tell the
adm nistration how well they were able to fulfil their
m ssion, based on the reductions that had occurred. He
wondered if agencies had been able to say how their ability
to do their job was being hurt.

Ms. Pitney replied there had been nunerous discussions. She
stated it was very difficult for the reductions to occur;
it was very hard for the agencies to continue |evels of
service wth significant reductions. She relayed it had
been a big part of the ongoing discussion. She continued
that then it was a reality check to determine if they
really wanted to "do this."

Representative Otiz asked if the discussions included the
potential overall inpact to the econony and ot her.

Ms. Pitney answered that the office was conscious and aware
there were choices; they were trying to nake the best
choices, while mintaining as nuch of the econony as
possible. One of its main choices was to ensure the state
continued to neet its federal matches. She relayed that
losing nore federal funds had a tenfold inpact on the
state's econony. The admnistration had also considered
ways to shift funding - nmuch of the Medicaid expansion
efforts had been to use federal funding for things that had
previously used state funds.

3:00: 21 PM

Representative WIlson pointed to the Departnent of Health
and Social Services (DHSS) and remarked that slide 10 only
pertained to UG-. She referred to a bill sponsored by
Senator Pete Kelly that had passed, which ainmed at using
wai vers and federal funding. She noted that sone of the UGF
that had been renobved from DHSS had been replaced by
federal funds and progranms were still in operation.

Ms. Pitney agreed.
Representative WI|son asked if there was a graph depicting

itens that would have been funded by UG- if it were not for
federal funds or notor fuel tax funds. She remarked the
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chart made it look like a bigger drop in services, whereas,
it was nore of a transfer of funds to DG or federal funds.

Ms. Pitney answered she could provide the total funds over
the tinmeframe.

Co-Chair Seaton would provide the information to conmttee
menbers.

Ms. Pitney continued that one of OVMB's primary goals was to
capture the federal funds around Medicaid expansion ($300-
plus mllion into the state's econony) at a tine when
substantial funding was taking place through other cuts.

3:02: 07 PM

Ms. Pitney addressed a pie chart showng UG agency
operating budget priorities on slide 11. She expl ai ned that
the chart helped reflect the priorities and where noney was
pulled from She specified that UG funding for education,
the University, and the Al aska Vocational Technical Center
(AVTEC) was down 9 percent and accounted for 43 percent of
the state's budget. She furthered that UG- funds for
health, |ife, safety, and justice (the Departnent of
Corrections, the Departnent of Public Safety, DHSS, the
O fice of Public Advocacy, the Public Defender Agency, and
the Court System) was down 13 percent and accounted for 44
percent of the state's budget. She relayed that UG- funding
for all other executive agencies (Al aska State Legislature,
Ofice of +the Governor, Departnment of Admnistration

Department of Labor and Workforce Devel opnent, Departnent
of Revenue, and other) was down 41 percent and accounted
for just over 10 percent of the state's budget.

Co-Chair Seaton asked if the agency operating budgets [on
slide 11] reflected grants.

Ms. Pitney answered that the slide included grants. She
el aborated that 46 percent of the operating budget
represented noney directly out the door to an organization,

comunity, and ot her. Only 44 percent remained in
governnment. The 46 percent included all funds - including
Medi cai d.

3:04:39 PM
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Ms. Pitney turned to slide 12 and addressed ongoi ng cost
contai nment efforts to continue reduci ng spendi ng:

« 2500 fewer state enpl oyees since FY2015

e State enployee savings through elimnated pay
i ncreases, furloughs, and healthcare cost passed
to enpl oyees

e Executive branch travel reductions
* Reduced and consol i dated | eases

Ms. Pitney elaborated that the governor had introduced pay

freeze legislation in the current year - prior to the
current year, cost of living allowances (COLA) had been
elimnated and all wunion contracts had been negotiated

during the current admi nistration. Healthcare cost had been
passed on to enployees to limt how nuch the state had to
cover in the enployee health insurance plans. Executive
branch travel was expected to be down by 41 percent by the
end of the year. Additionally, 100,000 square feet had been
reduced in lease facilities, which amounted to $3 million.

Vice-Chair Gara stated that the Al aska Court System had
pitched sonmething that was working successfully in ternms of
cost savings. He discussed that the state used to have what
he considered "crazy" early retirement prograns that had
al ways been controversial. The Court System had proposed to
enpl oyees who were at |least three years into being eligible
to retire that they could retire early with three nonths'
severance pay. The negative side was |osing know edge, but
the benefit was people who were high-step enployees wth
high salaries would be replaced with younger workers at a
great savings. The Court System relayed that the option had
saved a substantial anount of noney. He asked if other
agenci es had considered the option voluntarily.

Ms. Pitney answered that many people had already elected to
retire, which was part of the 2,500 fewer paychecks (listed
on slide 12); very few of the positions were being replaced
at present. The idea of a retirenment incentive program
often involved an enployee that would require hiring three
people to replace them She furthered that the option was a
consi deration and would have to be done in a smart way and
would involve the wunions. She stated it would also be
across the board instead of targeted as the courts had
done.
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Vice-Chair Gara noted the positive side neant replacing
tenured enployees wth people looking for new job
opportunities entering the workforce at a cost savings.

3:09: 04 PM

Ms. Pitney returned to slide 10. She pointed out that
Judiciary had received the |owest reductions; Fridays had
been reduced to half-day, which was a pay reduction to
every enployee and represented about two-thirds of the
reduction. The departnent was "people dependent," but it
was facing a very different budget environnment than the
ot her departnents (e.g. DLWD, DCCED, DOR, or the Ofice of
the Governor). Very different actions were required at a 6
percent reduction versus a 25 percent reduction.

Vi ce- Chair Gara under st ood.

Representati ve Thonpson asked how many of the 2,500 fewer
state enployees had received a pink slip and had been laid
of f versus ol d positions being elimnated.

Ms. Pitney answered the 2,500 fewer state enployees were
actual enployees no longer working. She detailed that in
t he executive branch at the end of FY 15 there had been 37
| ayoffs. At the end of FY 16 another 40 enpl oyees had been
laid off. She viewed it as the fourth |ayoff notice. She
shared that in the comng Septenber and Cctober, OVB was
working with agencies on "heads up" neetings where they
woul d provide budget targets and so forth. The agencies
were making their budget decisions and were beginning to
talk to their divisions about what their budget reduction
recomendations to the admnistration would be. At that
time the agencies would give notice to their enployees if
funds for their positions would be elimnated at the end of
the year. The governor's office submtted a list of PCNs
[ position control nunbers] for reduction on Decenber 15;
any person in one of those PCNs would be |ooking for a job.
The legislature then added to program reductions often with
specific PCNs. The conmm ssioners would tell the enployees
that would be affected what was com ng. She el aborated that
the admnistration did not issue a union-required |ayoff
until 30 days prior to the end of the fiscal year. She was
proud of the state for having so few, relative to the
reduction in enployees over the tinmefrane. She stated it
was a last ditch unfortunate event, at which point the
i npact ed i ndi vidual s were on unenpl oynent i nsurance.
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3:13:15 PM

Ms. Pitney turned to slide 14 showing position reductions
since FY 15. The current state enployee Ilevel was
equivalent to the FY 02 level. She reported that 2,259
positions had been deleted. She noted that M. Teal had
reported 2,402 - the difference was that slide 14 began
with FY 15 and M. Teal had begun with FY 14. She stated
that positions were a nunber and a classification on a
list; just because a departnent had a position did not nean
it was budgeted. For exanple, the Departrment of Public

Safety (DPS) had positions in particular locations - if
there was a higher need in one |ocation versus another, the
department could choose to fill the position in that

| ocati on when an enpl oyee resigns. She elaborated that for
DPS to neet its budget, it had to have 42 enpty positions
every day of the year. Over the past year, DPS had a | ow of
29 vacant positions to a high of 60 vacant. She expl ai ned
it was a nunber with a classification of an enployee and
characteristics t hat adm nistratively meant it was
necessary to have equal pay and many things; however, in a
sense it was unbudgeted. There were PCNs that were unfilled
and unbudget ed.

Co- Chair Seaton surm sed the vacancy factor would depend on
which agency they were discussing. For exanpl e, a
departnment with 800 enployees and a 10 percent vacancy
factor meant that 80 positions would not be funded in the
budget .

Ms. Pitney replied in the affirmative.

Ms. Pitney noved to slide 15 and addressed ongoi ng cost
cont ai nnent efforts and conpl ex state policy
considerations. The itenms on the |ist were the "big rocks,"
the conmplex, difficult state policy considerations that
could have cost inplications either direction. The justice
reform effort in the past year was an excellent piece of
legislation; it was not wthout issues and required tweaks
over time. She detailed that the justice reform brought
cost-savings in prison beds, but cost increases in pretrial
services, substance abuse, and recidivism prograns. Over
time, the investnment would contain the costs of prisons in
the future. The biggest fear was continuing business as
usual would require opening another prison. A prison was
roughly 300 people, which cost an average of over $100, 000
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per person including benefits - a cost of $300 nmillion
(excluding costs to build the facility). She enphasized the
i nportance of keeping the prison population low, while
keepi ng soci ety safe.

Ms. Pitney addressed healthcare and relayed there had been
several beneficial healthcare changes that had allowed the
state to contain costs; however, healthcare continued to be
the major cost driver. Medicaid expansion had allowed the
state to bring in federal funds and had saved state
dollars. The Medicaid reform bill allowed the state to try
out some things and incentivized reformefforts; there were
19 different groups currently in Medicaid reform She
addressed redesi gning healthcare enployee and retiree plans
and finding providers. The healthcare authority nay provide
a roadmap for all the itenms. Additionally, there was the
private health insurance market. Al the itens were driven
by the underlying cost of the state's healthcare system
She stressed that the costs could not be maintained at the
current | evel W t hout addr essi ng t he system The
adm nistration was working on each item individually, but
was begi nning to include them under one broad unbrella. The
adm nistration looked forward to working wth the
| egislature on how to address reducing costs within the
overall healthcare system She underscored that everyone
wanted quality, affordable, and accessible healthcare. She
hi ghlighted the inportance of proceeding forward with all
i nvol ved stakehol ders. She concluded that failing to
address the systemneant it would "continue to nove out."

3:19:40 PM

Vice-Chair Gara spoke to the high cost of nedical care. He
noted the best chart had always been the increase in
Medi caid cost. The increase was not due to providing nore
services, but to additional people and a higher cost of
heal thcare. He had been asked if he would lead the effort
to stop the rise in nmedical costs to get to a nore rationa
medi cal cost system in Alaska. He did not have the
expertise. He asked if the admnistration was going to
undertake the lead on the issue and whether it would
happen. He remarked that the problem was daunti ng.

Ms. Pitney agreed that the issue was daunting. Fortunately,
there were individual departnments working on each of the
healthcare itens (listed on slide 15). She had been given
the task of corralling the issue and coming up wth the
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next step. She underscored it was not possible to conme up
with the next step "unless we're all in." She | ooked
forward to working wth the legislature on the issue. The
adm nistration would be leading education efforts by
bringing stakeholders in and bringing each of the itens
forward during the current session. The admnistration
believed the session would be an education opportunity to
determine the right way to address the issues. She added
that each of the itens was currently being actively
addressed. She agreed that the adm nistration would take
the issue on in earnest and hoped the legislature would
parti ci pate.

3:21: 45 PM

Representative Quttenberg noted the Healthcare Taskforce
woul d sunset the following year. He detailed that the
taskforce had published five years of reports on ways to
inprove and drive down costs. He stated that the
| egi sl ature had addressed one of many reconmmendati ons. He

surmsed the legislature had basically ignored the
recomrendati ons. He had testified on the 80-percentile rule
on out - of - net wor k heal t hcare costs. He had asked

Comm ssioner Valerie Davidson [of the Departnent of Health
and Social Services] to help provide any changes she wanted
to see. He explained that it had not been functioning for
the past two years because the legislature would not fund
it. He believed it was critical for establishing a roadmap.
The | egi sl ature had not seriously addr essed t he
recommendations from over the years. He believed it was
necessary to start |ooking at work that had been done. He
was concerned that a new federal admnistration would

prevent everyone from having a clear view until they |ay
out a plan in the future. Many of the recommendati ons were
very good, but they had never been addressed. It was

clearly one of the nobst expensive enployee related costs
for the state and private sector. He stressed the enornmty
of the work that had al ready been done by the taskforce. He
bel i eved feedback from Comm ssioner Davidson would be
hel pful . He concluded that the taskforce had done
significant work and the |egislature had not yet taken the
I ssue up.

3:24: 37 PM

Ms. Pitney addressed education and the system reform
process on slide 15. The admnistration did not anticipate
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a decrease in the cost of education, but the quality of
education could increase. There had always been criticism
of the K-12 outcomes in Alaska. The admnistration was
| ooki ng for ongoing cost containment and increased quality.
She elaborated that Departnent of Education and Early
Devel opment Comm ssioner M chael Johnson had set out five
goal s and was establishing a process and taskforce to nove
through broad systemc reform for review the follow ng
| egi sl ative session. She noted that the taskforces would
include legislators as well. The itens on slide 15
represented the |largest budgetary cost increase drivers.
She enphasi zed the inportance of tackling the issue to keep
the cost of governnent from rising dramatically in the
future. She noted that inflation was anticipated and wth
refornrs the state could anticipate long-term cost
cont ai nment .

Ms. Pitney turned to reorganization efforts on slide 17
i ncl udi ng shar ed servi ces, i nformation t echnol ogy
consolidation, and optimzing DOl project delivery. The
itens on the slide did not inpact the m ssion, but inpacted
how well the mssion was acconplished with the avail able
noney. She detailed that Shared  Services i nvol ved
consolidating backroom admnistrative functions in the
Department of Admi nistration (DOA) and changing the process
to reduce costs. She elaborated that funding renained in
t he agencies and agencies would pay DOA on a service-Ileve
agreenent. Agencies would pay a set amount for DOA to
handl e accounts payable, travel and expense reporting, and
other. The admnistration anticipated a 10 percent savings
in the first year, a 30 percent savings in the second year
and at maturity reductions in cost (of performng the
service) could reach 40 to 50 percent. The proposed budget
woul d transfer 70 PCNs from other departments into DOA for
Shared Services. She relayed that Information Technol ogy
(I'T) consolidation was a simlar approach; 68 positions
woul d be transferred from other departnments into DOA under
the proposed budget. The increase in positions for DOA
shown in the proposed budget was due to consolidation
efforts. The | ast naj or reorgani zation effort t he
adm nistration was working on was for the optimzation of
project delivery in DOT.

3:28:52 PM

Ms. Pitney continued to address DOT project delivery. She
explained that the state had a fixed amount of federal
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hi ghway matching funds; the goal was to conplete the nost
hi ghway, airport, and port projects as possible with the
nmoney. She detailed that 76 positions associated with the
reorgani zation effort had been reduced within the proposed

budget. She addressed slide 18 related to statew de
obligations. She characterized the cuts as daunting and
explained they had all been taken in nonformula agency

operating budgets and had been largely offset by statew de
obligation increases. The oil and gas statutory increase
was $44 nmillion, bringing the total to $74 mllion. Schoo
debt rei nbursenent and Regi onal Educational Attendance Area
(REAA) funding had added $40 million in UG spending. There
was not an increase in UG- for retirenment paynments, but she
agreed with M. Teal that it was the last year the state
coul d use the H gher Education Fund for anything other than
funding the scholarship programit was designed for.

Ms. Pitney renmarked that M. Teal had addressed conmunity
assistance. The last item was the private insurance market.
She explained that the $55 mllion had come on the previous
year and continued into FY 18; it was a piece of one of the
maj or budgetary cost drivers. She elaborated it was a
subsi di zation  of the private insurance narket. She
explained that it kept the rates lower for the 25,6000
people who did not receive insurance through Medicaid or
their enpl oyer. She noted there were sone federal
inplications and significant wuncertainty on the federal
side. The long-term nature of the issue would be an active
di scussi on during session.

3:31:19 PM

Ms. Pitney noved to slide 19 and addressed exanples of
direct state funding. She referred to her earlier statenent
that 46 percent of the operating budget funding went
directly to comunities. The itenms on slide 19 al
reflected General Fund paynents to comunities. The chart
provided a table showing what portion of the $4.2 billion
operating budget went to paynents to communities. For
exanpl e, Anchorage received a direct paynent of $470
mllion, Mat-Su received $228 mllion, Kenai received $100
mllion, and Fairbanks received $162 mllion. The npney
directly went directly to conmunities for operation and was
not state enployee related. The admnistration had |argely
tried to maintain comunity support areas. She reasoned
t hat conti nued reducti ons woul d get pushed into
conmuni ties.
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Representative GQuttenberg knew there had been a significant
push in the past to get school districts to increase pupi
transportation efficiency. He noted sone districts had been
successf ul and others had not. He asked if t he
admnistration had |ooked at pupil transportation. He
remarked it was easy to be inefficient when picking up
students. He wondered if the admnistration had revisited
the issue to determne if there was room to drive costs
down.

Ms. Pitney answered that the topic would be considered by
Comm ssioner Johnson as part of an overall education
reform The question was about determning the right
incentives for everyone to focus on quality for the
i ndi vi dual student. There had been a veto of $6.3 million
in the last year's budget to pupil transportation, which
had been nmintained in the current budget.

Ms. Pitney briefly highlighted slide 20, which included
revenue neasures that would have their own |egislation. She
nmoved to slide 21, which showed a bar chart of ERA draws.
The chart included UG and DG totals from FY 15 to FY 18.
There had been no Permanent Fund draw in FY 16 and there
had been a draw in FY 17. The governor was proposing a draw
in FY 18 as well. The chart also showed an increase in
federal and ot her revenue sources.

3:35:29 PM

Co-Chair Seaton asked any information provided by the
adm nistration to be sent to his office directly. He would
di ssem nate the information to comm ttee nenbers

#
ADJ OURNVENT

3:36:26 PM

The neeting was adjourned at 3:36 p. m
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