SENATE FI NANCE COWM TTEE
January 18, 2017
9:03 a.m

9: 03: 53 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:03 a. m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co- Chair
Senat or Lyman Hof f man, Co- Chair
Senat or Nat asha von | mhof
Senator dick Bishop, Vice-Chair
Senat or M ke Dunl eavy

Senator Peter M cciche

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

Pat Pitney, Director, Ofice of Mnagenent and Budget,
O fice of the Governor.

SUMVARY

APRESENTATI ON: OVERVI EW FY 18 OPERATI NG BUDGET

Co- Chair MacKi nnon introduced the conmmittee nenbers.

9:05: 07 AM

Co-Chair Hoffman recounted that the state had gone through
its' savings accounts in the previous four years and spent
in excess of $13 billion. Four years previously, the state
started with a balance of $16 billion, and he considered
that the legislature was in the final hours to nake
nonunent al changes in order that Al askans could continue to
enjoy state services. He thought it would be challenging
and felt confident that the Senate, organized under Senate
President Pete Kelly, had the capability to address the



state's financial concerns. He spoke to the extensive
fi nance background of the nenbers. He thought the people of
Al aska should continue to put pressure on the legislature
to take action. He |ooked forward to working with the
conm ttee, t he ot her | egislative body, and t he
adm ni strati on.

Senator Dunl eavy commented on the short tinme remaining to
bal ance the budget, and hoped that the legislature would
coal esce around a nulti-conmponent approach. He thought that
the Senate had conme up with a good start for |ooking at the
budget. He remarked that it was not possible to get out of
the fiscal crisis wthout budget cuts. He enphasized that
the state could not support the size of the current
government. He |ooked forward to nore discussion on the
concept of a revised appropriation limt. He thought it
would require a nulti-faceted approach to solve the fisca
crisis.

Vi ce-Chair Bishop enphasized that new revenue was necessary
to solve the fiscal gap. He nentioned the over $2 billion
in deferred maintenance costs and an industry starting to
go into recession. He reiterated the inportance of deferred
mai nt enance. He |ooked forward to wrking wth the
conmttee to keep the state noving forward.

9:08: 30 AM

Co- Chair MacKi nnon di scussed the agenda. She discussed the
wor k of the support staff to the Senate Finance Conmttee.

Co-Chair MucKi nnon noted that each nenber's office had a
team to assist with the work of the commttee. She
i ntroduced nenbers of her staff.

Co-Chair Hoffman i ntroduced his staff.

Senator M cciche introduced his staff.

Senator d son introduced his staff.

Senat or Dunl eavy introduced his staff.

Senat or von | mhof introduced her staff.

Vi ce-Chair Bishop introduced his staff.
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9:11: 53 AM
AT EASE

9:13: 30 AM
RECONVENED

Co- Chair MacKi nnon thanked groups including Gavel to Gavel,
and Legislative Information Ofice. She thanked the
Legi sl ative Finance Division.

PAT PITNEY, DI RECTOR, OFFICE OF MANAGEMENT AND BUDCET,
OFFICE OF THE GOVERNOR, introduced herself and her staff
She thanked the commttee for putting her presentation on
the agenda of the first neeting. She |ooked forward to
working with the conmttee throughout the |legislative
session. She specul ated that serious conversations would be
necessary to solve the fiscal crisis.

MVs. Pitney discussed the presentation "FY2018 Budget
Overview' (copy on file). She showed slide 2, "Alaska's
Budget in Household Terns":

| ncone has dropped nore than 80%
e 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
vacati ons. You stopped building your cabin,
st opped renodeling, and you' |l 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
* You have $500,000 in an IRA and you need to
deci de whether to use it and how nuch you can
prudently use
Ms. Pitney discussed the analogy described on the slide.
She stated that the analogy was a translation of the
state's revenue and expenses to a smaller scale.

9:17:38 AM

Ms. Pitney displayed slide 3, "Governor Walker’'s FY2018
Fi scal Plan":
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To foster safer comrunities, 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 ement s:

1. Continue to reduce state spending

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

3. Generate nore revenue

Ms. Pitney observed that the three conponents on the slide
were very simlar to the budget introduction from the
previous year. She noted that while the adm nistration had
i ncluded one revenue neasure (a notor fuels tax), it would
t ake nore revenue nmeasures to close the fiscal gap.

Ms. Pitney turned to slide 4, "FY2018 Budget by Al Fund
Sources,” which showed a pie chart |abelled wth fund
sources that she thought would set the context for the
total budget. She noted that the Unrestricted General Fund
(UGF) category was nost frequently discussed, however there
wer e ot her fund sources.

Ms. Pitney reviewed the funding categories on the pie
chart. She specified that 30 percent of the overall state
budget cane from federal funds; which were alnost equally
split between the Departnent of Transportation and Public
Facilities (DOT), Medicaid financing, and all other federal
progranms. She stated that 7 percent of the budget was from
O her State Funds such as Permanent Fund Corporation
managenent fees, Retirenent Board nanagenent fees, the

Al aska Housing Finance Corporation (AHFC), International
Airport funds, and other funds. Another 10 percent of the
overall state budget cane from Designated GCeneral Funds

(DG), which included tuition and fees, Al aska Marine
H ghway fees, and quasi-endowrents from things such as the
Power Cost Equalization Fund and the Hi gher Education Fund.
The Permanent Fund Dividend (PFD) accounted for 7 percent
of the total, and UG- accounted for 42 percent of the total
budget .

Ms. Pitney showed slide 5, "FY2018 Unrestricted GCeneral
Fund Spending Wthout Dividends": $4.3 Billion," which
showed a bar graph depicting the years 2013 through 2018
She explained that the graph showed the trend of the
state's UGF spending, which went from $7.6 billion in 2013
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down to $4.33 billion in 2018. The graph showed both
operating and capital expenditures, and revealed a $27
mllion decrease in UG fromthe previous year.

9: 20: 25 AM

Ms. Pitney discussed slide 6, "FY2018 Governor’s Budget -
Changes From FY2017 Managenent Plan,” which showed a
spreadsheet with a sunmary of where reductions had been
taken from FY 17 to FY 18. She noted that she would not go
into great detail on the slide, as the end of the
presentation would address the figures in the summary. She
drew attention to the UG columm, and specified that the
maj or reduction was $127 mllion in the non-fornula area of
agency operating expenditures. She pointed out that the
increases were largely in the statewi de conponents;
including debt, retirenent, and oil and gas tax credits.
She continued that that the $127 reduction to agency
operating was reduced to a $46 mllion operating reduction
and a $27 nillion total. She pointed out that it was
possible to see on the slide where other reductions and
additions were pl aced.

Senator M cciche asked Ms. Pitney to return to slide 4. He
observed that the UG- spend was $4.3 billion, the total
with the PFD was $10.2 billion, and there was a $5.8
billion difference. He |ooked at slide 5, and wondered if
the proportion would be about the sanme (60 percent 'O her
Spend’ and 40 percent UGF). He wondered about the total
spend represented on slide 5 being overlaid on slide 4.

Ms. Pitney answered in the negative, and drew attention to
the categories of Federal Funds, other state funds, and DGF
as listed on slide 4. She explained that the funds had been
increasing slightly. She pointed out that in the years 2013
and 2014, the G- fund proportion would be closer to 60
percent rather than 40 percent.

Senator M cciche indicated he would like to view a slide of
what he described as a conmbination of slides 4 and 5. He
commented on budget reductions nade by the conmittee over
the years since 2013. He thought there had been significant
reductions for three years. He thought spending should
continue to be curtailed. He thought the proposed slide
would help elucidate the proportion of federal funds and
ot her funds were coming in to the budget.
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9:24:09 AM

Ms. Pitney turned to slide 7, "FY2018 Governor’s Budget -
Changes From FY2017 Managenent Plan,” which showed a
spreadsheet. She described the slide as a slightly
different view of the budgetary change between FY 17 and FY
18. She explained that there had been agency reductions in
spendi ng, agency additions, higher cost pressures, and fund
source changes. She pointed out the Agency Operating
Subtotal; as well as the $76 mllion increase to the Ol
and Gas Tax Credits, Debt Service, and Regional Educati onal
Attendance Area (REAA). The Operating Budget Subtotal was
reduced by approximately $50 mllion, with a $20 million
increase in Capital Additions. She added that there was a
$27 mllion net change in the UG budget from FY 17 to FY
18.

Ms. Pitney thanked the Senate and House for work on
Medicaid reform and crimnal justice reform which had
resulted in some of the |argest proposed budget reductions.
She gave exanples of agency reductions through negoti ated
furloughs as well as a "pay freeze" bill. She nentioned a
reduction in the Al aska Marine H ghway System

Ms. Pitney continued discussing slide 7, specifying that
budget additions were due to an increase in the enployee
heal thcare rate, as well as sone justice reform
reinvestnment items. She explained that $69 nillion of the
fund source change was from the introduction of a notor
fuels tax which was directed at DOI highway maintenance,
the Marine H ghway system and the state airport system
She noted that shifts to federal funds (as part of Medicaid
reform) and fee increases (in the Departnment of Fish and
Ganme and the Departnent of Natural Resources) conprised the
remai ning fund source change. She summarized that all the
cost reductions in the proposed agency operating budget
were largely offset by the statewide itens that were
formul a-driven.

9:27:06 AM

Ms. Pitney reviewed slide 8, "Spending on Mjor Itens
FY2013 Conpared to FY2018," which showed a bar graph that
denonstrated change over tinme. The graph conpared FY 13,
whi ch represented a spending peak; FY 15, which showed when
the current administration cane into office; and the FY 18
proposed budget. She pointed out that the 'Agencies Wthout
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K-12' category had reduced spending fromover $3 billion to
under $2.5 billion. She noted that K-12 spending in FY 18
was only slightly higher than it was in FY 13, and bel ow
where it was in FY 15.

Ms. Pitney continued discussing slide 8, noting that the
retirement and debt service conponent on the graph
reflected a decrease in the retirenent contribution. The
deposit into the retirenment account had reduced the state's
on-behal f paynents for the Public Enployees' Retirenent
System (PERS) and the Teachers Retirenent System (TRS). She
noted that the paynents were increasing. She noted that the
capi tal budget had been as low as it could go in order to
be able to neet the federal matching funds. She agreed with
Vi ce- Chair Bi shop's previous coments regarding the
inevitability of funding deferred mai ntenance.

Ms. Pitney spoke to the graph on slide 8, noting that the
FY 18 spending of $74 nillion showmn for oil and gas tax
credits represented the mnimum requirenent. The Pernmanent
Fund Dividend (PFD) spending for FY 18 was shown to be
above the FY 13 anount, but |ower than in FY 15.

Co-Chair Hoffman inquired about the anticipated payout for
i ndi vi dual PFDs under the proposed FY 18 budget.

Ms. Pitney informed that individual dividends were budgeted
to be $1000.

9:29: 38 AM

Senator Mcciche <considered that the proposed budget
included a couple of categories of revenue that may or may
not occur. He referred to SB 128 [a bill that passed the
previ ous session and related to the Al aska Permanent Fund
Corporation (APFC) and the earnings from the Permanent
Fund], and assumed that if a simlar bill did not pass both
bodies in the current session that the governor would plan
a simlar veto as the previous year. He discussed the notor
fuel tax increase, and asked if the Departnent of Revenue
(DOR) had produced two budgets to reflect either the
substantial increase in revenue or the |ack thereof.

Ms. Pitney stated that the admnistration would make
deci si ons based on what happened with the budget, and hoped
that there would not be a financial crisis to consider at
the end of the session. She shared that the adm nistration
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had produced one budget wth the assunption that the
revenue neasures would both pass. |If the neasures did not
pass, it would alnost deplete the state's renaining
savings, with the exception of approximately $1 billion.
She stated that $1 billion in the Constitutional Budget
Reserve (CBR) was not a prudent |evel of savings for the
state. She nentioned Dbest practices as advised by
prof essional finance organizations, which would recomend
(given the volatility of the state's revenue) that the
state keep one year's reserves of $5 billion in the CBR
with a m ni nrum bal ance of $2 billion.

Senator Mcciche did not disagree with M. Pitney, and
pointed out that if the two additional revenue neasures did
not pass the |egislature, it would constitute an
approximately $770 million additional gap in the proposed
budget .

9:32: 56 AM

Senat or Dunl eavy asked how the budget being presented woul d
help private econony. He thought it was clear how the
adm nistration's budget would help the governnent sector.
He thought that some could argue that the proposed budget
was |ight on reductions; and suggested that the state would
be asking nore of individuals, businesses, and corporations
of the state to support the size of governnment. He
menti oned the high unenploynent rate in the state.

Ms. Pitney stated that the adm nistration was using state
resources in the budget as nuch as possible to match
federal funds. She enphasized that federal funds in
transportation served t he desi gn and construction
community, which equated to jobs in the private econony.
She di scussed matching Medicaid funding for health services
and the jobs created in the nedical professions throughout
the state. She discussed maintaining the PFD, which had a
positive inpact on retail. She nmentioned conmunity revenue
sharing, which had a benefit to the overall econony. She
asserted that 46 percent of the operating budget was
distributed to organi zations, individuals, and comunities.
She was encouraged by recent Senate Labor & Commerce
Commttee neetings that pertained to the econonics of the
state, and | ooked forward to revisiting the discussions.

9:36: 01 AM
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Senat or Dunl eavy referred to the governor's veto of part of
the funding for the PFD, which had renoved close to $700
mllion from the private econony. He wondered how the
transaction had supported the econony of Al aska, as nany
| ower income Al askans spent the dividends within the state.

Ms. Pitney stated that the $700 nmillion in question would
pay for future prograns that individuals throughout Al aska
depended upon; such as healthcare, education, and roads. In
doing so, the admnistration had preserved the ability to
provi de necessary state services.

Co-Chair Hoffrman nentioned community revenue assistance,
and referenced Ilanguage on slide 3 that referred to
fostering safer communities. He recounted that the previous
year the Senate had proposed to reduce the Community
Revenue Sharing program and the governor had supported a
payout of $60 mllion. The Senate had considered that the
state could not afford the program while considering the
state's finances. He recalled that the governor had not
i ncluded funding for continuation of the program and the
Senate had changed the program from revenue sharing to a
Communi ty Assistance Program He expressed that the concept
behind the change would give communities a conmtnent that
they woul d be receiving funds for three years.

Co-Chair Hoffman pointed out that the governor's newy
proposed budget did not contain a provision to keep the
funding at the $90 mllion |evel required for the
continuation of the program He wondered about the
adm nistration's policy with regard to the funding |evel of
the Community Assistance Program He asked if it was the
admnistration's intent to phase out the fund, or if it
planned to add $60 million to the program the follow ng
year to assure the communities would be funded for the
subsequent three years.

9:40: 29 AM

Ms. Pitney indicated that the intent of the admnistration
was to put forth $60 nmillion to fund the program the
followng year with the assunption that the funds would be
avai l able. She comented that wthout significant steps
towards a bal anced |ong-term budget, the program woul d not
fit wiwthin the admnistration's overall approach to state
spendi ng.
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Co-Chair Hof fman asked about M. Pitney's definition of
"stable footing," when she had described future state
budgets. He asked if a re-witing of the PFD program would
put the state budget on what she termed to be stable
f oot i ng.

Ms. Pitney asserted that it wuld take at I|east the
measures that had been proposed in the governor's budget,
but perhaps even nore, as there was a renmaining $900
mllion gap. She reiterated that the adm nistration wanted
to see a long-term stable, and bal anced budget.

Co- Chai r Hof f man responded that the Senate Finance
Comm ttee, nor e SO t han any ot her committee or
adm nistration, had taken the task of developing a |ong-
term stable budget very seriously. He took issue with the
admnistration's assertion that it wuld foster safer
communities and maintain comrunity assistance paynents; as
the proposed budget did not include the $30 mllion to
mai ntain the conmunity assistance program He thought the
proposed budget would warn comunities that there would be
a 33.3 percent reduction in the program He thought the
proposal seened to be a conplete reversal of what had been
previously comrunicated. He thought it wuld be very
difficult to put the state on stable footing. He noted that
any department that faced a sane-sized reduction would
cause a significant out-cry. He did not think the proposa
mai ntai ned the commtnent to the communities that had been
made by the state. The Senate had envisioned giving
communities a three-year commtnent, while the proposed
budget only gave a two-year conmtnent.

9:44: 27 AM

Co- Chair MacKi nnon thought the proposed budget prioritized
the replacenent of a ferry over stabilizing funding to
small er comunities. She thought the budget fell short in
ot her areas. She recognized that that the proposed budget
was a work in progress and an opportunity to coll aborate.
She mentioned |ong hours spent in the previous session to
prioritize security for Jlocal comunities while working
toward stabilizing the state's econony. She nentioned tax
credits.

Senator Dunleavy asked if the governor supported capping

the size of governnment through a revised appropriation
l[imt that was currently in the constitution.
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Ms. Pitney stated that the topic of capping the size of
governnment had not been discussed. She thought there could
be an active discussion on the topic during the current
| egi sl ati ve session.

Senator Dunl eavy discussed the reduction of the PFD, and
wondered if it was the philosophy of the adm nistration
that it knew how to spend the people's noney better.

MVs. Pitney expressed that the philosophy  of t he
adm nistration was to find stability for all of Al aska. She
stated that the admnistration anticipated a l|ong-term
average of $1000 for dividends. She enphasized an over-
arching thenme of stability for the state.

9:46: 59 AM

Senator Mcciche noted that the legislature had passed a
bill pertaining to the Comunity Assistance Program the
previous year. He reiterated his view that the proposed
budget had approximately $770 million in "phantonm revenue
that had not yet passed the |legislature, while also
elimnating $30 million in spending for the program He did
not disagree that the other associated nmjor pieces of
| egislation needed to pass. He opined that there were
inconsistencies in the proposed budget that would be
difficult for the legislature to deal wth. He had
supported the bill that reduced expenditures to the
Communi ty Assistance Program He thought that if a piece of
| egi sl ati on had gone through both bodies and been signed by
t he governor, it should be in the budget.

Ms. Pitney understood the points expressed by Co-Chair
Hof f man and Senator M cciche. She infornmed that there had
been a long discussion regarding the Community Assistance
Program She described a forward-funding nechanism for
funding the Community Assistance Program She expressed
that the matter was open for discussion, and relayed that
t he governor was supportive of the program

9: 50: 58 AM

Co- Chair MacKi nnon suggested that if the governor supported
the program it would be funded in the proposed budget.
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Co-Chair Hoffman reiterated that the previous year the
governor had supported $60 million for the program and the
Senate had taken a conservative approach and only funded
$30 mllion. He furthered that the governor had signed a
bill wth a three-year conmtnment to the program He
thought it seenmed as though the program was being used as a
carrot in order to get |egislation passed.

Co- Chair MacKi nnon stated that the Senate was ready to work
with the adm nistration. She thought that comunity revenue
sharing should have been included in the proposed budget,
and thought there were additional itens mssing from the
budget that mght be being used for political advantage.
She asserted that the Senate would take up the things that
woul d benefit the people of the state. She shared that the
Senate was trying to set politics aside, and focus on
conpleting the work of the session.

9:54: 05 AM

Ms. Pitney displayed slide 9, "FY2018 Unrestricted GCeneral
Fund QOperating Spending Wthout Dividends: $4.2 Billion,"
whi ch showed a bar graph. She noted that the graph showed
the peak spending year of FY 14 wth $6.1 billion in
expendi tures, which dropped to $4.2 billion in agency
operating expenditures for FY 18.

Ms. Pitney discussed slide 10, "Unrestricted Ceneral Fund
Agency Operating Budgets FY2002 - FY2018 in Nom na
Dol lars,”™ which showed a bar graph depicting agency
operating budgets not including statewde itens such as
debt service and tax credits.

V5. Pitney reviewed slide 11, " Budget GQui dance to
Agenci es":

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

*ls it required by a constitutional nandate?

ls it required by a | egislative nmandat e?

*Does it | everage other resources?

*Does it pay for itself or nmake noney for the state?
*How utilized is the service?

*VWat is the inpact on the statew de econony?

eHow effective would it be to privatize or be absorbed
by another agency? Wuld it be less expensive if
privatized?
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Ms. Pitney asked nenbers to feel free to discuss the points
on slide 11 with comm ssioners during the upcom ng finance
subconm ttee process.

Ms. Pitney displayed slide 12, "All Agencies Are Making

Reducti ons, " whi ch showed a bar gr aph entitled,
"Unrestricted GCeneral Fund Reduction by Agency - FY15
Managenent Plan to FY18 Governor." She noted that al

agencies had seen reductions. She drew attention to the
Department of Conmerce, Community and Econom ¢ Devel opnent
(DCCED) and DOT; the agencies that had been reduced the
nost. She specified that tourism marketing was absent from
the graph's data. She noted that there were only a few
agencies that had not been reduced by at |east 20 percent.
She elaborated that the Departnent of Health and Soci al
Services (DHSS) had a 15 percent reduction, whi ch
constituted the largest nonetary reduction over the tine
frame represented on the graph.

Ms. Pitney continued on slide 12, and noted that the
reduction to the Departnment of Education and Early
Devel opnent (DEED) reduction was largely due to the renoval
of a one-tinme funding addition fromFY 15.

Co- Chair MacKi nnon noticed that Ms. Pitney had stated that
tourism marketing funding was not addressed on the slide
She wondered if the excluded data would result in a higher
or lower reduction total. She noted that the proposed
budget for the current year noved the tourism funding to
t he capital budget.

Ms. Pitney discussed the change in spending for DCCED and
directed attention to the FY 15 and the FY 17 figures. She
explained that wthout normalizing the tourism budget,
there would be an over 70 percent reduction. She stated
that the tourism budget was an in-house operation until the
previous year, at which tine it transitioned to a naned
reci pient grant to the Al aska Travel Industry Associ ation.

Co-Chair MacKinnon informed that the docunents being
consi dered could be found online.

9:58: 06 AM

Ms. Pitney |ooked at slide 13, "FY2018 Unrestricted GCeneral
Fund Agency Operating Budget Reflecting Priorities,” which
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showed a pie chart representing the agency operating
budget. She directed attention to the blue portion of the
pi e, whi ch i ncl uded K-12 educati on paynent s to
comuni cates, the University, and the Al aska Vocational
Techni cal Center (AVIEC). She specified that there had been
a 9 percent decrease from FY 15. She pointed out that the
category of "Health, Life, Safety, Justice' was reduced by
13 percent and conprised 44 percent. The category included
Al aska State Troopers, DOC, Courts, public defenders; and
reflected recent justice reformefforts. Al other agencies
were shown as being reduced by 41 percent. She felt that
the graph showed where the majority of reductions were
bei ng t aken.

Co- Chair MacKi nnon expl ai ned that the reason the Senate had
menti oned cost drivers in the press conference the previous
day, was because the admnistration had nmade cuts to all
areas except those considered "major cost drivers." She
di scussed the cost of K-12 education, Medicaid, and DOCC.
She wanted the general public to know that Medicaid reform
and crimnal justice reform were undertaken because the
Senate believed that lives would be saved. She expressed
concern about opioid abuse and incarceration. She asserted
that the Senate was trying to deploy resources in a nmanner
to save lives versus saving noney. She relayed that the
issues would be brought wup for discussion during the
upcom ng | egi sl ati ve session.

Ms. Pitney agreed wth Co-Chair McKinnon's statenent
regarding saving lives, and stated that the admnistration
was trying to achieve cost containnent.

Ms. Pitney discussed slide 14," Ongoing Cost Containnment
Efforts Continue to Reduce Spending":

*+ 2500 fewer state enpl oyees since FY2015

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

* Executive branch travel reductions

* Reduced and consolidated | eases

Ms. Pitney specified that the proposed budget showed a
travel reduction of $17 nillion since FY 15. Leases had
been reduced by $3 million, and the state had reduced its
footprint by 100,000 square feet.
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10: 02: 18 AM

Vice-Chair Bishop stated that the previous vyear the
commttee had discussed the reduction in state enployees
and inquired if the 2,500 fewer enployees nentioned on the
slide had been vacant positions.

Co-Chair MacKi nnon added that there was a perspective of
positions with associated funds.

Ms. Pitney indicated that the reduction represented
paychecks and real bodies in seats. She furthered that the
Department of Labor and Workforce Devel opnent provided a
monthly report with the rel evant data.

Ms. Pitney displayed slide 16, "Position Reductions,” and
noted that the table on the slide listed 2,259 position

reductions - 795 of which were in the current budget
proposal. She referred to Co-Chair McKinnon's coments
about positions wth funding. She comented that the
adm nistration had a list of position control nunbers

(PCNs), only some of which were funded.

Ms. Pitney showed slide 15, "FY2002 - FY2017 State
Enpl oyees,” and calculated that the state enploynent |eve
was the sanme as 2002.

Senator Dunleavy considered that the conmttee had been
di scussing the issue of position reductions for the past
few years. He asked for further detail relating to the
"2,500 fewer state enployees" I|isted on slide 14. He
wondered if there was a way to observe true realized
savings from the elimnation of the positions and inquired
if any of the savings had been shifted to funding
contractors.

Ms. Pitney detailed that the savings from the elimnmnated
positions was roughly $250 mlli on.

10: 06: 09 AM

Ms. Pitney went back to slide 16. She referred to Senator
Dunl eavy' s guestion about position del eti ons and
contractors. She noted that npre detailed infornation on
t he executive branch |evel was available, but information
on other areas was not available at the sane |evel of
detail.
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Senator Dunleavy asked if the 2,500 positions had been
full-time, year-round positions with an average of $100, 000
attached to each position.

Ms. Pitney indicated that $100,000 per enployee was an
average and not all the positions in question were full-
time or year-round.

Senator von | nmhof asked how many actual pink slips had been
given. She recalled that Ms. Pitney had reviewed the sane
presentation with Commonwealth North, and at that tine had
stated that there had only been 40 to 50 people that had
been laid off.

Ms. Pitney specified that in the first budget year, there
had been 37 individuals given pink slips; and in the next
budget year there had been 40. She detailed that 80 pink
slips had been delivered. Sone individuals had chosen
retirement prior to the execution of the layoff, and others
chose to resign. She furthered that the administration
worked very hard to manage reductions through attrition.
She di scussed hiring practices. She discussed the timng of
t he budget and listing of positions earmarked for deletion.
More positions would be added to the Ilist when the
| egi slature began discussing budget reducti ons. She
di scussed the process of attrition, and the cost of |ayoff
of enpl oyees.

10: 10: 53 AM

Senator von Inmhof had researched the nunber of position
reductions and had estimated it to be 1,200 |ess than was
pr esent ed.

Co-Chair MacKinnon asked for M. Pitney to return wth
refined nunmbers. She discussed developnment of PCNs. She
expressed concern with the nunbers being presented, and
di scussed practices in the private sector. She discussed
the need for standardi zed nunbers, and asked for Ms. Pitney
to provide a detailed description of enployee types. She
di scussed increased spending on unenpl oynent insurance and
Medi caid spending, and the inportance of jobs. She asked
for a detailed overview of slide 14, wth supporting
docunent ation and dol |l ar anounts.

10: 15: 16 AM
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Senator M cciche commented that the conmmttee had engaged
in the same discussion nmultiple tinmes. He thought that it
was in the administration's best interest to provide nore
detail. He discussed the oil and gas industry, and
commented that conpanies in the industry did the best not
to hand out pink slips. He expressed the inportance of
under standing how agency reductions would translate into
cutting enployees. He thought information in greater detai
woul d help all parties engaged in the budget process.

Co-Chair MacKinnon asked nenbers to provide witten
comments or questions to her office for submission to the
O fice of Managenent and Budget (OVB).

10: 18: 17 AM

Ms. Pitney turned to slide 17, "Ongoing Cost Containment
Efforts Conplex State Policy Considerations”:

eJustice Reform
eHealth Care
* Medi cai d expansi on
e Medi caid reform
* Enpl oyee health pl ans
eHealthcare authority feasibility
*Private health insurance narket
e Educati on
e System ref orm process

Ms. Pitney expressed her appreciation for the previous
mention of saving lives and containing future costs. She
di scussed changes to the DOC budget that included both
reductions and additional costs, and working towards
keeping long-term costs down. She thanked the body for
Medicaid reform She comented that healthcare was a
pervasive cost driver in the state, and nentioned a
heal t hcare authority feasibility st udy t hat t he
adm ni stration was working on. She hoped there would be
further dialogue pertaining to healthcare in which nultiple
Vi ewpoi nt s were exani ned.

10: 22: 03 AM

Ms. Pitney continued discussing slide 17, and relayed that
DEED Commi ssioner M chael Johnson was preparing to begin a
reform process |ooking at innovation and quality education
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for every student. She furthered that the |egislature would
be invited to participate in the process. She added that
education was also a nmmjor cost driver in the state, and
better quality was desired.

Senator Dunleavy noted that the title of the slide had
i ncluded the words "ongoing cost containnent"” and assuned
that the education system reform process would constitute a
reduction in the cost of education.

Ms. Pitney stated that there were additional cost
pressures, and the admnistration wanted to extract the
hi ghest quality for the noney spent. She was not sure it
was possible to spend | ess on education, but thought it was
possible to receive education of a higher quality. She
sunmari zed that cost containnent and increased quality were
t he overarchi ng expectations of the systemreform

Senator Dunleavy thought that the title of the slide
indicated that the system reform process was in fact an
ongoing cost containment effort. He suggested that the
bull et be noved to a different slide.

Ms. Pitney presented slide 18, "Ongoing Cost Containnment
Efforts: K-12 Education":

K-12 UG- formula is 29%the UG- budget
K-12 UGF fornula $1.26 B
Base student allocation, in AS 14.17. 470,

FY15 $5, 830

FY16 $5, 880

FY17 $5, 930

FY18 $5, 930
eFrom FY2017, $6.2 mllion increase due to increased
student counts and decrease in the Public School Trust
Fund
e Education Conmi ssioner Johnson is beginning an
education system reform process

Ms. Pitney pointed out that the Base Student Allocation
(BSA) had not changed, however there was an expected
increase in student population as well as the nunber of
students with special needs. The previous year the state
had utilized the Public School Trust Fund at a rate that
was higher than reasonable, which accounted for the
decrease in the fund.
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10: 25: 27 AM

Ms. Pitney discussed slide 19, "Ongoing Cost Containnent
Ef forts Reorgani zati ons":

* Shared Services

eI nformati on Technol ogy (I T) Consolidation

* Depart nent of Transportation Optim ze Pr oj ect
Del i very

Ms. Pitney explained that all departnents had engaged in
reorgani zation efforts to deal wth constrained budgets.
She nentioned the shared services approach to back-office
functions, which was reflected for the first tinme in the
proposed budget. She noted that 70 positions were being

noved from other agencies into the Departnent of
Adm nistration (DOA) for new shared services, which would
also include sonme existing DOA personnel. The shared

services organization in the budget wuld show 140
positions.

Ms. Pitney continued discussing shared services. She
explained that while the positions were transferred from
the agencies, the agencies would retain the associated
funds and buy services from the shared services
organi zati on. She expected a 10 percent decrease in cost to
departnments, which was reflected in the budget. The
follow ng year the decrease was expected to be 30 percent.
The shared services organization was starting with five
functions. She |ooked forward to nore detail ed discussion
on the topic, and noted that mature shared services
organi zations could often save as nuch as 50 percent of
operating costs.

Vice-Chair Bishop relayed that he would contact Co-Chair
MacKi nnon after the nmeeting to discuss the possibility of
the commttee engaging in a deeper dialogue pertaining to
shared servi ces.

Ms. Pitney continued discussing slide 19, noting that
information technology (IT) consolidation was simlar to
that of shared services, and pronoted having IT as a nore
strategic part of state operations. She relayed that DOT
was contracting out nore design functions wth the goal of
getting nore for the noney that was spent.

10: 28: 40 AM
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Vi ce-Chair Bishop communi cated that he was not in favor of
contracting out DOI's functions and wanted to have a deeper
di scussion on the matter.

Co- Chair MacKi nnon inquired about the economcs of
contracting out DOT's functions and wondered about outcones
in other states. She understood that 55 to 60 percent of
the existing design team was already by contract. After
comuni cating with individuals from DOT, she had understood
that there may be a norale issue with sonme of the changes
that that had been inplenmented. She hoped that the
adm nistration would reach out to DOl to gain further
understanding on the matter, and |ooked forward to a
detail ed anal ysis of the econom cs of the new policy.

Ms. Pitney acknow edged Co-Chair MacKi nnon's request.
Ms. Pitney reviewed slide 20, "Statew de Cbligations":

*G | and gas: Statutorily required anmount increased to
$74 million

* School debt reinmbursenent and REAA funding: Restored
vet o, FY2018 increase $40 nmillion

*Retirement paynents on behalf of nunicipalities and
school districts: Anpunt is based on an actuarial rate
which is predicted to grow significantly in comng
years

*Community assistance: Per legislation, payout has

been reduced by 50% since FY2015, wll continue to
require a $30 nmillion annual appropriation to nmaintain
current payout |evel

* Mai nt ai ni ng private i nsurance viability: Keeps
i nsurance costs low for i ndi viduals purchasing
i nsurance through private market and enables current
insurer to remain in Alaska, $55 million

Ms. Pitney summarized that slide 20 reflected areas in
which the admnistration felt cost pressures rising. She
noted that sone of the funding for retirenment paynents cane
from the Hi gher Education Fund. She infornmed that the
current budget cycle was the last opportunity to use the
fund for any itenms other than the schol arship program so as
to maintain the programin perpetuity.

10: 31: 31 AM
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Co- Chair MacKi nnon asked Ms. Pitney to remnd the conmttee
how much vetoed tax credit obligation was on the books. She
wanted a summation of the amount that the governor had
vetoed over the previous two years, as well as any new
receipts for tax credits resulting in unpaid bills.

Ms. Pitney stated that based on statute, there were no
unpaid bills; however there were conpanies that had tax
credits in hand.

Co-Chair MacKinnon interjected that the |Ilegislature had
authorized spending which the governor had vetoed. She
reiterated her request for a sunmation of the nunbers.

Ms. Pitney stated that the veto in FY 16 had been for $200
mllion, and the veto the previous year was down to the
statutory m ni num and was for $480 mllion.

Co-Chair MacKinnon asked if the commttee could have
confidence that the governor would not veto the funding for
the statutorily required paynent.

Ms. Pitney stated that the governor had not vetoed the
statutorily required paynent the previous year.

Co- Chair MacKi nnon asked Ms. Pitney to provide the nunber
of what was remaining to be paid in tax credits.

Ms. Pitney estimated that there was an outstandi ng anount
of $700 million owed in tax credits. She expected $1.1
billion by the end of FY 18.

Co-Chair WMacKinnon asked if the nunber was based on the
statutory paynent cal cul ation.

Ms. Pitney replied that the anpbunt was a sum of the accrued
cashable credits, and did not count credits that offset tax
obl i gati on.

Co- Chair WMacKi nnon asked about school debt reinbursenent,
and referred to the "restored veto" listed on the slide.
She wondered if the proposed budget included the $40
mllion that was previously vetoed, or if a veto was
undone.
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Ms. Pitney stated that the administration had not restored
the funds vetoed in FY 17, but had included the state
obligation for debt rei mbur senent and the Regional
Educati on Attendance Area (REAA) funding in FY 18. The FY
18 budget was $40 million higher than FY 17, because of the
vet 0.

10: 34: 26 AM

Senator Dunleavy referred to the bottom of slide 20, and to
a $55 mllion bill the legislature received in the waning
days of the previous session. He wondered if the

adm nistration would be requesting funds to continue to
subsi di ze i nsurance.

Ms. Pitney specified that the FY 17 budget and the FY 18
budget had each included $55 million for private insurance
viability. She characterized the funding as a "two-year
experinment.”" She thought there was federal activity
present, and that there were nmany noving parts to consider
such as federal waivers. She relayed that the topic was
part of an ongoing discussion, and was not able to surm se
what woul d happen in FY 19.

Senator Dunleavy could not recall if the discussion the
previ ous year was for the funding to be year to year.

Co- Chair MacKinnon recollected that the Ilegislature had
received the request for $55 mllion in funding, and she
had considered that the $55 million was for two years. She
recalled that when she had checked the spending status of
the $55 million, she that there was savings. She expressed
a need to see an accounting of the expenditure of the
funds. She recounted that the commttee had requested the
adm nistration to provide a plan. She discussed the
Affordable Care Act, which had ceased to provide grants for
i ndi viduals. She recounted that during the third special
session the legislature had discussed 500 high-risk
individuals and the difficulties of obtaining insurance.
She woul d | ook to Conmi ssioner Shel don Fisher and DCCED to
hear nore details on the matter.

10: 37: 51 AM

Senator Dunl eavy asked if there had been guarantees made on
the part of the insurance conpanies when the appropriation
was made to stabilize insurance. He wondered if the
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conpani es could have received the funds and then |ater exit
the state, or were bound to stay in the state and provide
I nsur ance.

Ms. Pitney inforned that the state was down to one
insurance carrier in the private insurance market. She
clarified that the insurance stabilization was not for only
the 500 high-risk individuals, but was also for any person
that did not have enployer-covered healthcare. She noted
that the group included sonme who had a federal subsidy
based on inconme (that did not qualify for Medicaid). She
estimated that there was 25,000 individuals who purchased
i nsurance through a private conpany. The funding allowed
for insurance premuns not to go up by 40 percent, but
rather only by 7 percent. She enphasized that the state
needed to | ook at the issue holistically, and thought maybe
the healthcare authority study would assist in finding the
ri ght bal ance and direction.

Senat or Dunl eavy wondered about the nature of the agreenent
wi th insurance conpanies. He asked if there was a guarantee
that an insurance conpany would stay in the state, or if it
was a year-by-year agreenent.

Ms. Pitney indicated that DCCED Conm ssioner Chris H adick
and Deputy Conmi ssioner Fred Parady could provide an in-
depth view of +the contracts and expectations. She was
certain there had been several |ayers of due diligence.

Ms. Pitney showed slide 21, "Exanples of Direct State
Funding,"” which showed a data table. She had previously
menti oned that 40 percent of state funding was grants that
went to communities rather than staying at the state |evel
She detailed that the table gave a community view of sone
of the various larger prograns that were included in the 40
percent .

10:40: 57 AM

Ms. Pitney | ooked at slide 22, "Revenue Measures":

FY2018 Governors Proposal
* Per manent Fund Protection Act
« Mot or Fuels Tax | ncrease
Ofice
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Ms. Pitney noted that the two revenue neasures were in the
proposed budget. She added that the Permanent Fund
Protection Act (PFPA) mrrored a bill that had passed the
Senate, and thanked the nenbers for their part in the
process. She explained that the notor fuels tax was a
mul ti - phased increase. She estimated that the PFPA would
sol ve between 70 percent and 75 percent of the budget gap
The motor fuels tax increase would bring an additional $40
mllion in revenue for FY 18, and another increase of $40
mllion in FY 19. At the end of the inplenentation, the
fuel tax would generate approximately $120 mllion. Wth
the two revenue neasures, there would be just short of a
$900 mllion revenue gap. She hoped to work wth the
| egi sl ature on additional revenue neasures, to include a
br oad- based tax and bridge the fiscal gap.

Senat or Dunl eavy thought it seenmed as though there had been
a reversal of philosophy. The previous year there had been
nmoney noved into the Permanent Fund and discussion of
endownents, and in the current year noney was being noved
out of the Permanent Fund and into the CBR He thought it
would take nore discussion to understand what the
adm nistration was trying to acconpli sh.

Co-Chair MacKinnon rem nded that the presentation was a
budget overview, and that the conmittee would engage in
topics at a deeper level at a later tine.

10: 43: 22 AM

Ms. Pitney showed slide 23, "FY2015-2018 Funding by Type,"
which was an illustration of DG and UG-. She pointed out
that the draw from the Permanent Fund Earnings Reserve
Account (ERA) would begin in 2017, and continue into 2018.
The graph indicated that in FY 16 there was not a draw from
t he ERA

Co- Chai r MacKi nnon asked if the admnistration was
repurposing the funds into the CBR and if the CBR would
grow if the legislature approved the administration's
proposed budget .

Ms. Pitney explained that the CBR would go to $5 billion in
FY 17, and assuming spending stayed relatively steady,
would grow over tine. She thought that the CBR bal ance
coul d address sone capital budget needs in |ater years. She
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asserted that the CBR would be healthy, and would increase
along with the ERA

Ms. Pitney showed slide 24, "Future Reserve Bal ances" which
showed what the CBR balance would be under t he
admnistration's proposed plan. She explained that the
graph depicted estimates considering an inflation-only
grow h nodel in the agency budgets and retirenent. She nmade
note of stability in the ERA bal ance, and slight increases
in the CBR bal ance. She reiterated that the figures assuned
a very constrained capital budget, so it was difficult to
say what the CBR balance would be - however, at the
proposed spending |evel, the investnent earnings would
allow the funds to grow She thought the proposed plan
woul d preserve the overall value of the Pernmanent Fund,
while the status quo could threaten the val ue.

Ms. Pitney turned to slide 25, "Additional Materials":

Addi tional Materials
* Condensed Budget Conparison FY2015, FY2017, FY2018
* FY2018 Fi scal Summary
*OMB Hone Page
*https://ww. onb. al aska. gov//

Ms. Pitney directed attention to two docunents: "Condensed
Budget Conparison FY2015, FY2017, FY2018;" and "State of
Al aska - Fiscal Year 2018 CGovernor Fiscal Sunmary" (copies
on file).

Co- Chair MacKi nnon discussed the agenda for the follow ng
day.

#
ADJ OQURNIVENT
10: 46: 49 AM

The neeting was adjourned at 10:46 a. m
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